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addition to its regular
I NCourse,
the International
Accountants Society, Inc.,
offers a special 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 vastly different from
the usual work of making

A

to

C .P .A .

w h o
ta k e
e x a m

P articu larly notew orthy
fea tu res o f th e train in g a r e :
100 problems in Practical Accounting
with solutions and comments
100 questions and answers in Account
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory
of Accounts
Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,"
working 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 be encountered in the examination.
Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant who has 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.

in a tio 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 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 A c c o u n t a n t s
Society, Inc., prepares you
to meet such conditions.
The fee is $42, and the text
consists of twenty lessons.

BOOKLET, “How to Prepare for the C.P.A. Examination,” is available for those who
are interested. For a free c o p y , just write your name 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 , I nc.
A Division o f the ALEXANDER HAMILTON INSTITUTE

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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"W E ’VE STUDIED EVERY
COST-REDUCING S Y S T E M A V A ILA BLE"

L

U

D

E

N

’ S

u sers o f
PO W ER S PUN CH ED
CA RD C O N T R O L
s in c e 1 9 2 3

L U D E N ’ S, famous for cough
drops, candies and economical m an
agement, will tell you without hesi
tation that they are vitally inter
ested in higher net and lower oper
ating cost.
Their long line of popular confec
tions, many of them highly seasonal,
gives them a difficult production
and stock problem. Through shrewd
buying and by making daily use of
the facts brought to them with
Powers Punched Cards, Luden’s are
doing a tremendous national busi
ness with a minimum of inventory
and overhead expense.
In addition, Powers Punched Card
Accounting furnishes Luden’s with
control over payrolls, commissions,
invoice verifications . . . all as a nocost by-product of this accounting
system they have been using for
twelve years.

What Powers ca n do f o r y o u
Along with L u d e n ’s, hund red s of
other well-managed firms use Powers

Machines to improve their manage
ment control. In your own business,
are you controlling sales, eliminating
unprofitable accounts, getting all the
available business from each terri
tory? Are you manufacturing exact
ly what you need ju st when you
need it? Are your inventories low?
Your accounts receivable held to
the lowest possible figures?
Pow ers m achines can help you w ith any
o f th ese fu n dam entals.
On. S a les . Pow ers bring com p lete day-tod ay a n a ly sis, giving c o st per sale, volum e
com pared to q u o ta , results b y salesm en,
b y item . P re d icts sty le tren d s, helps un
cover loss item s, reduces d epreciation and
in v en tory.
On P ro d u c tio n . Pow ers co n tro ls co st, im 
proves a ccu racy o f m a te ria l records, gives
b e tte r co n tro l o f payrolls.
O n C ollection s. Pow ers m achines o ften get
m on th ly sta te m e n ts in to m ail te n to tw elve
days e arlier, grea tly im proving cash posi
tion.

Powers machines and methods are
serving banks, chain stores, public
utilities, Federal, State and M uni

cipal governments, railroads, insur
ance companies as well as industrial
and commercial concerns.
The machines are not sold but
leased. W ith Powers methods you
get an improved system of account
ing without capital investment.

A sk f o r dem onstration
Our representative will gladly study
your business and recommend the
installation which will make money
for you. Because he represents R em 
ington Rand, which sells all types
and kinds of office equipment, he
will advise you impartially. He will
not recommend Powers unless it will
deliver a net profit result to you.
Telephone him, or write Remington
Rand In c., Buffalo, N. Y .

Remington Rand
PO W ERS
Accounting Machines

O
RemingtonRand
m
.it'sfro
K
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F o r today’s needs, keep handy:
Y o u s h o u ld b e u sin g , a ls o —

A c c o u n t a n t s ' R epo rts
B y W IL L IA M H . B E L L

M em ber o f th e firm o f H askin s & S ells

ETA ILED , up-to-the-minute treatment of
D
what recognized authorities regard as
best practice in form, arrangement, and con
tent of accounting statements. Answers tersely
and accurately the questions you are meeting,
from organizing and displaying the facts about
a business to their presentation in report form.
75 representative statements, including 7 in a
complete specimen report, exhibit best modern
forms of balance sheets, income statements, operat
ing and miscellaneous schedules. Book offers up-todate, definite standards of term inology; explains
fine points in handling each individual item ; shows
usual order according to end to be served; points
out variations in common use.
Thoroughly revised for this 3rd Edition to give
effect to numerous improvements in technique and
shifts in emphasis. Instances are the altered form
and wording of certificates and the handling, in
light of today’s tendencies, of items like treasury
stock, valuation of investments,
deficits, paid-in surplus.

$5.00

A cco un tan ts’
W o r k in g
P a per s
By L E S L IE E . P A L M E R
and W IL L IA M H . B E L L

M em bers o f th e firm o f
H a sk i ns & S ells, C ertified
P u blic A ccou n tan ts

A
By

u

d
it in g
R o bert H . M o n t g o m er y

Certified Public Accountant; Counsellor-atLaw ; of Lybrand, Ross Bros. & Montgomery
OR handling today’s
engagements,
make
F
sure you have this latest

5th edition of Montgomery’s
famous book. In successive
editions over a period of 20
years, it has been standard.
Now entirely rew ritten to
meet new-day requirements
in a u d i t o r ’ s viewpoint,
methods, and conditions of
his work, and to reflect new
practices, new public and
governmental attitude.
W hether you are estab
lished in the profession or
j ust entering it, you will
have daily use for A UDIT
ING. You will refer to it
constantly, not merely as a
guide in making an audit or
investigation fo r any purpose,
but to satisfy yourself th at
your examination has estab
lished true conditions. You
_______
want its counsel in knowing
what to look for, and w here;
how much to d o ; how to dis
tinguish the vital from the incidental.

*6

Supplements Your Own Conclusions
on Points That Gall for Judgment
On the points th at call for judgment in applying
the standards of sound business practice and sound
accounting principles to particular situations, it
enables you to supplement your own conclusions
with the timely, practical advice and experience of
one of the most eminent authorities of the day.
I t helps you to recognize where policies or
methods are faulty. I t makes accessible information
you need to offer constructive, far-sighted recom
mendations for improvements. On doubtful points,
or where there is a choice of methods, it helps you
to exercise skill and judgment.
Mr. Montgomery’s opinions on anything related
to accounting and finance can not fa il to interest
and benefit you. In the course of his tremendously
broad and varied practice, he has had unsurpassed
opportunity to observe and compare methods and
results in companies of all sizes and in all lines—
to analyze conditions reflected in their accounting
figures and to trace these conditions back to speci
fic operating and financial policies.
.......................... USE THIS ORDER FORM
.............

MANUAL of expert, time-tested, and time-saving
suggestions which discusses concisely and ex
plicitly the requirements and best usages in
preparing work sheets fo r any purpose. Illustrates
accepted practice under present-day standards and
conditions, while providing for full flexibility in
particular eases.
Authors explain fully the methods they and other
representative practitioners have developed to pro
duce working papers which bring out for easy recog
nition and use all fa cts concerning a company’s
position, with no superfluous information.
156 facsim ile reproductions, including a full
set of coordinated papers for a typical audit,
illustrate all schedules, analyses, etc., ordinarily
called for, as well as many fo r special purposes.
Book starts with preliminary information ac
THE RONALD PRESS COMPANY
countant must gather and develops the required
Dept. M93, 15 E ast 26th St., New York, N. Y .
papers exactly as he would
$ 5 .0 0
prepare them.
Send me a copy of each of the books I have checked h e re :
□ Auditing:, Montgomery .................................................... $6.00
□ Accountants’ R eports, Bell ..........................................$5.00
□ Accountants’ W orking P apers, P alm er-B ell...........$5.00
Sent for Days Trial
Within 5 days after I receive them, I will remit price
shown, plus a few cents delivery. Or, if any are not
You can send for any of these books with the privilege
satisfactory,
I will return them to you. (We pay delivery
of examination before purchase. Ju s t check on the
when cash accompanies ord er; same guarantee of satis
order form below the books you wish, fill it out and
faction.)

A

5

mail it. T h e books selected w ill be shipped to you
promptly— at our risk , without advance payment, and
satisfaction guaranteed.

Name (please print) .......................................................................
□ Firm or
□ Reference .................................. P ositio n................................
(above must be filled in unless you send cash)
Business Address ............................................................................

The Ronald Press Co., New York

C i t y .......................................................... S ta te ..............................
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“ T h e R eal T est o f a G reat M an is w hat he does in Case o f E m ergency.”

The President’s Page
H ig h e r E d u c a tio n a l S ta n d a r d s
by

W

m

.

D.

M

o r r is o n

,

C .P .A .

N E o f th e to p ics o f th e p re sen t day, a s w ell as fo r y e a rs p a st, is
w h eth er th e q u estio n s su b m itted by th e ex am in in g bodies o f th e
v ariou s s ta te s to ca n d id a tes fo r th e pu rp ose o f te s tin g th e ir q u a lifica tio n s
fo r ad m ission to p r a c tic e as C ertified P u b lic A cc o u n ta n ts, a re too rig id ,
because o f th e la rg e p erce n ta g e o f th o se ta k in g th e e x a m in a tio n n o t ob
ta in in g a g rad e su fficien t to e n title them to a c e rtific a te .
I t is a p p a re n t from th e q u estion s su b m itted th a t th ey m easu re in
stan d ard to th o se given d u rin g th e fin ish in g y ea r in in s titu tio n s of
advanced le a rn in g fo r d egrees, a lth o u g h in m ost sta te s th e law s provide
th a t ca n d id a tes m u st have as a m inim um req u irem e n t a h igh school
ed u cation . U n d e r su ch circu m sta n ce s, i f th e can d id ates h ave n o t h ad
su fficient acad em ic ed u ca tio n th e y a re u n su ccessfu l, as a g en era l ru le,
in p a ssin g th e ex a m in a tio n s. T h is co n d itio n no doubt w ill co n tin u e u n til
such tim es a s th e la w s a re changed so a s to req u ire a tra in in g m uch
advanced above th e p re sen t le g a l req u irem en ts.
W h en th e la w s o f th e v a rio u s s ta te s a re am ended so th a t th e ed u ca
tio n a l tra in in g an d th e q u estio n s su b m itted a re m ore n e a rly on a p a rity ,
no d oubt th e p erce n ta g e o f those fa ilin g in th e e x a m in a tio n w ill rap id ly
decrease. S u ch a re q u isite in th e law s w ould te m p o ra rily ra is e th e hue
an d cry t h a t m en su ch a s C h ief J u s t i c e Jo h n M a rs h a ll an d A b rah am
L in co ln , who w ere n o t g ra d u a te s o f a co lleg e o r law school, w ere am ong
the g re a te s t ju r is t s who ever lived, an d to re q u ire a h ig h er ed u ca tio n a l
stan d ard w ould ex clu d e m en o f th e h ig h est ty p e fro m th e acco u n tin g
p rofession . S u ch a co n clu sio n w ould be u nfounded fo r th e reason th a t
m en o f th is c a lib e r w ould m eet th e req u irem en ts w ith o u t h esita tio n .
A s a p r a c tic a l p ro p o sitio n , th e ed u ca tio n a l sta n d a rd s shou ld be suffi
c ie n tly high so th a t a b o u t fifty p er dentum o f th e can d id ates should
pass. M an y o f them fe e l th a t th e q u estio n s given a re n o t too rig id , b u t
th a t th e tim e a llo tte d is in su fficien t to p re sen t an an sw er, o r even m ake

O
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a p ro p er show ing. A g a in th e ed u catio n al tra in in g m u st be co n sid ered ;
i f a ll ca n d id a tes a r e given u n ifo rm qu estion s an d tim e, th o se who have
had th e b e tte r tra in in g , and a re m ore p ro ficien t, w ill n a tu ra lly ob tain
h ig h er grad es. T h e p h y sica l con d itio n of th e p a rtic ip a n ts a t th e tim e th e
ex a m in a tio n s a re given is one fa c to r w hich en te rs in to a ll ex a m in a tio n s
w hich c a n n o t be given co n sid eratio n , as th is is a co n d itio n u nd er w hich
a su b s titu te ca n n o t be used.
I t is a w aste of en ergy to p erm it can d id ates to be re-exam ined tim e
a fte r tim e. T o proceed in th is m an n er is th e p ro cess o f slow ly ed u catin g
th e ca n d id a te to a p o in t w here h is ed u ca tio n a l tra in in g m eets h is a b ility
to an sw er th e q u estio n s w ith ju s t enough a cc u ra cy to be ad m itted to
p ra c tic e .
I t is only lo g ic a l th a t th e can d id ates possess an ed u catio n m easu rab le,
so fa r a s is p ossib le, to th e p re sen t ty p e o f q u estion s. W h en th e law 
m ak in g bodies o f th e v a rio u s s ta te s recog n ize th e p re se n t situ a tio n and
c o rre c t it, th e re w ill be less u n ju s t c ritic is m d irected a t th e ex am in in g
board s, an d m ore sa tisfied can d id ates.

N ew

Y e a r ’s D a y G r e e t i n g *

“W ou ld th a t we had th e fo rtu n e s o f C olum bus.
S a ilin g h is c a ra v els a tra c k le s s w ay,
H e fou nd a U n iv erse— h e sough t C ath ay .
G od give su ch daw ns as w hen, h is v en tu re o’er,
T h e S a ilo r looked upon S a n Salv ad o r.
God lea d u s p a st th e se ttin g o f th e sun
T o w izard isla n d s, o f au g u st s u rp ris e ;
G od m ake ou r b lu n d ers w ise.”
V a c h e l L in d s a y .
L on g ago C olum bus drove h is tin y fleet a cro ss th e sea. H e believed
th e w orld w as rou nd , an d th a t he m ig h t d iscover a sh o rt c u t to th e w ealth
of In d ia by se ttin g s a il in to th e w aste o f unknow n w a ter beyond th e
horizon. T h is p assag e to In d ia he never found, alth o u g h he sp en t th e
r e s t o f h is life in sea rch o f it, an d he died believ in g im p lic itly in its
ex isten ce.
C olum bus did n o t ach iev e h is p u rpose becau se th e w orld is in fin ite ly
la rg e r th a n he knew . B u t th e new co n tin e n t w hich he discovered h as
exceeded in fa b u lo u s w ea lth th e w hole of In d ia .
W h en he tu rn ed h is prow from S p a in a new e ra daw ned fo r th e e n tire
w orld.
T o d ay we, too, p itc h d esp erately upon a tro u b led sea. W e do n o t
know ou r d e s tin a tio n ; we do n o t even know w hose han d w ill p ilo t us
*1936 Greetings from W . A. H ifner, Jr ., C.P.A ., Louisville, Kentucky.
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tow ard it. W e on ly know th a t, lik e C olum bus, we ca n n o t now tu rn b ack ,
an d w ould n o t i f we could.
I f ou r c a p a b ilitie s prove ad eq u ate fo r th e fu r th e r t r ia ls of ou r voyage,
p erch a n ce we lik ew ise w ill d iscover th a t ou r own New W o rld is in fin ite ly
m ore a b u n d a n t th a n we have y et dream ed.
I n an y event, som ew here beyond th e dim horizon th e re a re tra n q u il
w a ters and a sa fe h arb o r. M ay th e p assage o f 1936 find us sa fely a n 
chored th erein .

Is B u s in e s s N e g a tiv e ?
by C. P .

G

a r v in

,

G e n e ra l M an ag er, N a tio n a l S ta tio n e r s ’ A sso ciatio n

H E an sw er to th a t q u estion is, “ N o.” B u sin e ss is n ot n egative. I f
b u sin ess w ere n egativ e, th e re w ould be no busin ess. B u sin e ss is the
m ost p ositiv e fo rce in econom ic an d so cia l life . B u sin e ss s ta r ts a new
ra c e every day. B u s in e ss m ust fin an ce its e lf. I t h a s no ta x in g power.
B u sin e ss is an a ccu m u la tio n o f ex p erien ce ap p lied to th e problem of th e
p resen t day and bu sin ess m en a re sk illed a r tis a n s and b u ild ers of s tru c 
tu re s stro n g enough to w ith sta n d th e v a g arie s o f c u rre n t p o litic a l ch ange
as w ell a s c o n sta n t econom ic change. B u sin e ss m en a re n o t volu ble n or
a re th ey a r tic u la te as a ru le. T h ere fo re, when th ey do m ake th e fro n t
pages th rou g h a new s sta tem en t, th ey o ften find them selves su b je c t to
p o litic a l a tta c k . T h e p o litic ia n seem s to reserv e u n to h im se lf th e rig h t to
c ritic iz e h is fellow m an. T h e bu sin ess m an is supposed to receiv e p o litic a l
a tta c k in silen ce an d if he does n ot, he is accu sed o f being negativ e.
T h e fa c ts in th e m a tte r a re th a t th e bu sin ess m an is su perp ositive. H e
m u st be possessed o f th e a b ility to fin an ce h im s e lf; to alw ay s have com 
m od ities and p ro d u cts th a t w ill receive th e fav or o f th e consu m ing and
u sin g p u b lic ; he m u st em ploy la b o r to c a rry ou t th e p rocesses of h is b u si
n e s s ; he m ust re n t grou n d and space or buy i t ; and if he o cca sio n a lly le ts
ou t a y ell th a t sounds su sp iciou sly lik e “ No, No, a thou sand tim es N o !”
it doesn’t m ean th a t he is n eg ativ e b u t th a t he is annoyed and irr ita te d
by some new and u n n ecessary burden th a t h as been heaped upon him by
those who know how to m ake burd ens b u t do n o t know how to c a rry
them .
T h e bu sin ess m en o f th is co u n try are legion an d do n o t need an y ap o l
ogy by me o r by an yon e else b u t I do ta k e v io len t ex cep tio n to an y s ta te 
m en t m ade by an y one th a t the bu sin ess m en of th is co u n try a re negative.
T h e on ly circu m sta n ce s u nd er w hich I w ould a cce p t th e term “n eg ativ e”
fo r th e b u sin ess body a re circu m sta n ce s m et w ith in th e office of th e
d o cto r who h avin g m ade a te st, an n ou n ces th a t th e re s u lt is negative,
w hich in d ic a te s th a t ev ery th in g is a ll rig h t because th e re is n o th in g w rong
w ith th e body.

T
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D e p r e c ia tio n a s I t A p p lie s to
P h y s ic a l P r o p e r tie s *
T h o m a s H. A l l e n , Mechanical and Electrical Engineer,
Chairman Board of W ater and Light Commissioners, City of Memphis

physical assets in financial state
S a beginning, I think it advisable to
ments.
examine the reasons which make this
subject of interest to accountants. Cer (e ) As an item of manufacturing cost
tainly accountants have direct contact with
in industry.
but a limited list of structures and ma
Now, let us examine the temptations in
chines from which to acquire first-hand volved. In the case of an industry seek
knowledge of depreciation rates. It is ing financial support or the same industry
properly the function of the operating seeking settlement of a large fire loss, de
m anagem ent to determine rates of depre preciation is estimated at a minimum with
ciation, to revise them periodically to fit resulting high values, or perhaps the in
the ever changing conditions affecting all come tax collector comes around and in
business and to set up reserves in cash or stantly profits are minimized and the man
equivalent securities to convert the theo agement expects the banker to understand
retical problem into a real one. Y et audi this little matter of depreciation. These
tors are frequently expected to fix rates of tax collectors are an arbitrary lot. They
depreciation and too frequently as a means know nothing about the operation of a
of justifying a predetermined desired value mill, but they do know how to bring home
rather than as a means to a true value. In a the bacon to Uncle Sam’s hungry treasury,
trade, the financier reckons on deprecia and so off go the rates, up goes the profit,
tion as a useful item in fixing values and and an equally hungry stockholder rubs
his ideas on depreciation depend on his palm in anticipation of a higher divi
whether he is the buyer or the purchaser, dend while out in the mill an outmoded
the taxing authority or the tax payer, the machine drives through another year be
insurer or the insured, the manager or the fore going to the scrap pile.
stockholder, in short whether he wants
So it would seem that we need one value
values and costs up or down. Quite fre for insurance purposes, another value for
quently we, who are engineers, are asked financial purposes, an entirely different
to ratify depreciation rates fixed either by figure for tax returns, and none of these
financiers or auditors, and so it happens figures quite fit the needs of the plant for
that I understand quite thoroughly the de either they fail to provide proper renewals
sire for information on this subject.
or burden the cost of manufacture.
Therefore, let us list the usual cases in
Actually, we need only one set of figures
which depreciation rates play a part.
for all these purposes, if we are seeking to
(a ) Appraisals for insurance purposes establish true values. To establish a proper
overall rate of depreciation for any busi
and for settling insurance losses.
ness, it is required that the rates as ap
(b ) Values established for the purpose plied to component parts must be con
of sale or purchase of physical stantly varied to meet shifting conditions.
properties.
Let us assume that rates can be established
(c ) As a deductible item in U. S. In  and maintained with sufficient accuracy to
meet all business needs. I f revised from
come T ax returns.
time to time with experience as a guide to
(d ) Factor in determining the value of
needs, it then becomes necessary to con
sider the accounting procedure for it seems
*Address before Tennessee Society of Certi
fied Public Accountants, Tuesday, December 17, to me that it is of prime importance that
the accountant recognize the need for de
1935, Memphis,
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preciation and obsolescence reserves— call
them Renewals and Replacements, Retire
ment Reserve or what not— and that he
sees to it that these reserves be established
as a reality.
Let us assume either the original con
struction cost or the replacement cost as
the value of the properties.
The plant value, as set up, if honestly
established, once fixed becomes the basis
on which depreciation rates should be
figured. I f out of the operating income a
sum sufficient to offset wear and obsoles
cence is established in cash or equivalent,
it usually happens that this fund so created
is from time to time adjusted to meet the
needs of the business with fair accuracy.
If, on the other hand, the plant value is
annually decreased or a depreciation ac
count is set up on an annually increasing
basis, with no further result than to lower
the book value of the surplus, it usually
happens that the rates adopted are ad
justed as a matter of expediency, and little
or no effort is made to reflect the true
plant value in the books.
In the second case, you are dealing with
a theoretical figure that does not always
deserve or command respect. In the first
case, you are dealing with real money, and,
properly invested, has an earning power of
its own.
Let us examine the practical working of
the two procedures.
Let us assume that a machine wrecks
from any cause, or becomes obsolete, and
hence useless, in one case the machine, if
replaced, must be paid for from current
cash and such a contingency may occur at
a time when the working capital is needed
in operations. Perhaps the operating cap
ital provides for such contingencies, if so,
such a set-up in fact constitutes a cash re
serve as part of the operating funds and
should be so considered. In the other
case, the useless machine is replaced out
of the depreciation or replacement re
serves, and the bill is paid without the
slightest disturbance to operation.
Let us assume a damaging fire. In either
case the figured depreciation becomes a
vital matter in arriving at the insurance
settlement as payment is usually made on
the basis of replacement value less depre
ciation. The amount collected is, there
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fore, insufficient to replace the original
plant new. I f the depreciation account is
a bookkeeping account, we find that the
“wear and tear” went up in smoke along
with what was left after the wear and
tear estimates were deducted; but if it is
in the bank in money, it is available in
cash to be added to the return from in
surance for the replacement of the plant.
Even a tax collector will respect a cash
reserve. I have seen owners, auditors,
architects and engineers contend that a de
preciation rate of 10% on a building is
proper, but I have never heard of an
owner deducting 10% of the building
value from the rentals and salting it away
at 3% in Government Bonds as a safe
guard against the wear, tear and obsoles
cence expected on the building, and yet I
can recall many cases where 10% could
have been a reasonable rate, especially as
coverage on obsolescence.
I f , however, managers, executives, di
rectors and stockholders fix salaries and
dividends at such levels as will permit a
cash deduction from the revenue to be set
aside as a replacement or depreciation re
serve, even the tax collector will believe
them unless the business operates on an
exceptionally large profit.
The depreciation rate is a prophesy. If
it is theoretical and we miss it, what of it.
The plant is neither better nor worse be
cause our guess is wild. It is the same old
plant and a few per cent more or less has
nothing to do with the leak in an old ro o f;
but when you sit down to estimate the
amount of real money, you are going to
take out of the annual income a sufficient
amount to cover all the conditions involv
ing depreciation, you find prediction diffi
cult and assurance lacking. It is my obser
vation that theoretical figures are usually
adequate, frequently too high, and that
actual cash reserves are never adequate to
meet actual needs as they develop.
Let us now examine the meaning of de
preciation. I seldom think of it in terms
of wear. Proper maintenances take care
of wear. However, maintenance will not
offset the wear which occurs to a file, a
hacksaw, a bale of waste, a handkerchief,
a pencil, wall paper or monkey wrenches,
but these items are not plant supplies—
they are property supplies.
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The Fire Department has a pumper pur
chased in 1912. It is, therefore, 23 years
old. I called the Chief to find out if it
was still in service. He immediately in
vited me to come over and look at it. He
has recently equipped it with high pressure
nozzles. He considers it one of the best
machines in the Department, and it looks
like a new machine. The other day, I
passed a garbage truck purchased in 1920,
while I was Commissioner of Streets,
Bridges and Sewers. This truck is 15
years old and still doing duty. These two
machines proved the value of maintenance
and the record speaks well for the Fire
Department and Engineering Department
of the City.
In 1904, I did some machine work on
repair parts for an engine then in the
Valley Oil Mill. I was an apprentice ma
chinist in the Allis W orks at Milwaukee.
The Valley Oil Mill purchased this engine
second-hand, and it was an old engine in
1904. In 1923, I moved this engine from
the Armour Cotton Company, on Adams
Avenue, to the Southland Cotton Com
pany, in South Memphis. This plant is
now owned by McCallum & Robinson, and
I think the engine is still running. I f so,
it has had over 31 years of useful life. On
the other hand, in 1905, I installed an en
gine in the power plant out at Beale &
Myrtle Streets for the Memphis Light &
Power Company. It was the largest, fin
est engine in the South at the time. About
1912 or 1913, it was sold for scrap and a
turbine took its place. It actually ran
about five years, and the plant itself has
been abandoned.
Between the years 1910 and 1916, I
built many electric light plants all over this
territory, all but one or two of which were
absorbed by the large power companies by
1920 to 1925. The average life o f these
plants was probably about ten years.
Over in France, I was much interested
in the fine masonry in an arched bridge
over the head waters of the Seine River.
It was constructed of huge blocks of gran
ite cut accurately to the proper size and
shape. The town Mayor came by and I
asked the age of the bridge. He replied
that this bridge was the new bridge and
only 700 years old. The old bridge was
1400 years old.
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The machine tools in the shop of Wm.
C. Ellis, on Front Street, are doing as
good work today as they did ten years ago,
and will be just as valuable ten years from
now, I feel quite sure.
I cite these cases to show the wide de
parture from the usual figures that occur
due to proper maintenance and to obso
lescence, and numberless cases can be
added to these I mention and innumerable
factors enter into the problem, but the
law of averages will in the course of time
prevail.
I estimate depreciation in terms of prob
able usefulness, rather than in terms of
wear and tear. The useful life depends
on the care given the properties, on scien
tific development, new discoveries, and the
speculative aspects of the business.
The following definition given by the
Interstate Commerce Commission states
all the factors quite completely.
(a )
The losses suffered through the
current lessening in value of tangible prop
erty, from wear and tear (not covered by
current repairs).
(b ) Obsolescence or inadequacy re
sulting from age, physical change or super
cession, by reason of any inventions or
discoveries, changes in popular demand or
public requirements.
(c )
Losses suffered through distrac
tion of property by ultra ordinary casual
ties.
It is also important to recognize that the
rate of depreciation on a structure or ma
chine considered per se is sometimes quite
different from the rate to be applied to the
same structure or machine considered as
a unit in a large system. F o r instance, a
single deep well serving a private industry
is usually operated continuously until it
fails, largely because it can not be spared
for reconditioning without interfering with
plant operation, nor can a trained person
nel be maintained for the care of one well.
Whereas the same well, if part of a sys
tem of wells such as is required in the
Memphis W ater W orks, is in the care of
a trained organization which checks the
yield each day and does whatever is neces
sary to maintain the highest possible flow
over the longest possible life.
It is likewise true that in a large fac
tory, some machines may be discarded for
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machines of higher productive capacity or
that produce a better quality of product.
Y et the quick obsolescence of a single ma
chine may not noticeably affect the aver
age overall rate established for the busi
ness as a whole.
It is also important to consider the va
rious ways in which depreciation may be
stated and computed.
The usual and the most simple method
is what is known as the “straight line
method.” B y this method the probable
life of the machine or structure is esti
mated and it is then assumed that the fair
annual depreciation allowance is in direct
proportion to the estimated useful life. In
this paper, I have used this method, and
any rates herein stated are based on this
method.
Other methods are used. The Sinking
Fund method of computing depreciation
is based upon the assumption that the de
preciation in any year is equal to the in
crease in value of a sinking fund figured
for the same age and life, the interest rate
being assumed at that which will give a
depreciation curve most nearly correspond
ing to the actual changes in loss of value
from year to year.
My thought indicates that if deprecia
tion is figured on the straight line method,
if the funds are invested at interest in
sound securities, and the interest credited
to the fund that the rate may from time to
time be adjusted to meet the actual plant
condition, as it develops, and if adequate
rates are fixed to begin with the earnings
will reduce the rates. My thought is that
mathematical refinements are foolish in
view of the great uncertainty in any mea
surement of future needs.
It must be remembered that whether
figured correctly or not, with each passing
minute properties do decrease in value—
it is the eternal law o f decay. In case
cash reserves have not been established,
they should be. I f the depreciation ac
count is nothing more than a book value,
it may be impossible to convert the book
value into cash immediately. If, however,
an annual cash appropriation is made in
excess of the depreciation rates, the theo
retical account is in time converted into a
cash reserve.
Perhaps, it would be more of interest
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to state overall rates as applied to physical
properties common to this section rather
than to deal in the rates applicable to the
individual items, bearing in mind that
proper maintenance and good housekeep
ing are assumed to prevail as standard
practice, and that the construction, equip
ment and methods are modern.
In the utility field, water works are per
haps the most stable. Reliability of opera
tion is a first requisite, and machinery is,
therefore, substantial and long lived. Cast
Iron Pipe has a life of at least 100 years,
while reservoirs and buildings are usually
of substantial masonry construction. Wells
have an average life of about 15 years,
while meters are short lived. 1½ to 2%
depreciation is considered proper, 2 to 3%
would seem to me nearer the truth in small
plants, and 2 to 2 ½ % correct for large
plants in this territory.
Since 1903, at which time the City of
Memphis acquired its W ater Works, the
Auction Avenue Plant, the Central Ave
nue Plant, and the segregated pumping
stations have all been abandoned.
The Renewal and Replacement Fund as
established by the Utilities Commission
for the Memphis Power & Light Com
pany, about 1923, was 3% of the renew
able rate base (which omits such items as
land), but the total reserve is limited to
6% of the rate base, which seems foolish.
About 1900, the Beale Street Plant was
reconstructed and was discarded about
1923. Roughly, due to old properties used
in the reconstructed plant, this repre
sents an actual rate of 2 ¾%. In 1921,
the Power Company took over the Street
Railway Plant and moved turbines from
the Beale Street to the Fourth Street
Power Plant. In part, the Street Car
Plant dates back 35 years or more to my
knowledge, but much o f the old plant
serves purely as emergency standby for
street car use. The Power Company pro
posed to abandon the Fourth Street Plant
and bought land for a new station about
1929, all of which indicates 2.8% as a
proper figure for the Fourth Street Sta
tion. This is typical of power plant rates
and applies to steam plants in general
whether in utility or industrial service.
Rates on pole lines, in my opinion, run
4 ½-5 ½ % , and underground 3 ¾-4 ¾ % .
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Certainly the rates as fixed by Utility
Commissions are too low for proper cov
erage of depreciation, while, in my opin
ion, rates of earnings allowed have been
too high. Perhaps, a higher rate o f de
preciation with reduced dividends would
have been a happier answer.
I might cite the W ater Valley, Missis
sippi Electric Light & W ater Plant, as
typical of small power plants, which was
constructed in 1893, and abandoned for a
new Diesel Engine Plant in 1928 . At the
time it was abandoned, I marveled that it
ran at all. The life was really all gone.
The actual depreciation was 2.82% .
In the Cotton industry, we might start
with the gin. Gins burn up every 10
years on the average, so I was told by a
gin manufacturer.
Gin construction is
usually shoddy, operation is careless, and
the machines are light and operate at high
speed. I have built quite a few. I am in
terested in three. Those in which I am
interested are more substantially construc
ted than usual and they are given every
care. W e consider 10% as a proper and
adequate rate of depreciation, but the Gov
ernment did not quite agree with us.
Cotton Seed Oil Mills and refineries are
more substantial in construction than are
gins, and the machinery is heavy and
rugged except the linters and separating
equipment. The business has been stable
over the last 35 years, but replacements in
some departments are quite high— 4 to 5%
would seem ample.
Cotton Mills have not come within the
range of my experience.
Cotton Compresses are like Oil Mills—
stable operations. In the main, the build
ing rates conform to the rates for similar
type construction, while boiler room equip
ment conforms to the usual experience.
The presses, being rugged, have a low rate.
Transportation facilities, methods and
rates are vital factors. W ith the excep
tion of one plant, as I remember it, all the
compresses in operation when I was a boy
are now out of existence, which would in
dicate 3 ½ % as being too low except for
such a plant as the South Memphis Plant.
Four (4 % ) per cent would probably be
nearer the record.
In the Lumber Industry, the construc
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tion is usually of the cheapest character,
machines are high speed and subject to
excessive abuse, and the wear and tear is
tremendous. The business in the past has
been profitable, but unstable. The life of
the Saw Mill is dependent on the cut, and
the depreciation rates range from 6 to
10% . Plants devoted to the manufacture
of furniture, planing mills, auto bodies and
wheels divide into two classes. The W a
bash Screen Door Plant is typical of a
stable, properly constructed, properly
operated manufacturing establishment.
The average rate on such a plant is rela
tively low— I would judge about 3 ½ to
4 ½% . Frequently, the planing mills re
semble the saw mill in construction and
carry similar rates to the saw mill. Wood
working plants, therefore, range from 3 ½
to 10% in overall depreciation rates.
It should be noted that these figures run
high as compared to the usual values ac
tually set up, if set up at all, in years past
prior to the income tax law. It will be
noted that they were far too low to be
happy suggestions to the man estimating
his income tax deductions. It is all a
composite picture of many factors and
difficult of exact determination.
This matter is in fact life insurance. It
operates much as does life insurance. By
way of a personal exhibit, I am old and
badly depreciated. Being 54, my expec
tancy is 20 years, and if I live to 74, my
expectancy will be about 8 years. Figured
from today, the longer I live, the longer
I am expected to live, but figured as of
this date each year in the future, the
shorter becomes my probable life.
But
regardless of age, before anybody bets any
money on me, they call in the doctor. In
the same fashion, we set up tables of
probable life on buildings, machines and
gadgets of all kinds, but before you use
these tables, let me suggest that you call in
the engineer to diagnose the conditions and
be sure and pick an old engineer who can
look backwards and out of past experience,
form conservative estimates for the future.
Looking backwards is convincing proof
that no man can look ahead 20 to 50 years.
Depreciation is a very vital factor in
every financial operation involving physical
properties, but it does dot mean a thing
unless expressed in cash reserves.
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N O T A T IO N S

I

F one were required to name the out
standing developments in the published
financial reports of the last two years, he
would probably select—
In reference to 1933 reports, the use of
the new, longer form of accountant’s cer
tificate.
In reference to 1934 reports, the notable
increase in the number and length of foot
notes, or notations, on or supplementary
to financial statements.
Notations in reference to certain matters
have been seen for years. Perhaps the
most common subjects thereof have been
contingent liabilities and cumulative divi
dends in default. Now many other mat
ters are covered in such notations and in
some cases the notes have been expanded
into a treatise on those accounting prin
ciples which, having been followed in the
development of the figures used, may seem
to require elucidation in order that readers
may have an adequate understanding of
the report.
Presidents’ letters have always contained
more or less information of this type, and
the tendency is decidedly to increase such
revelations. The statements of accounting
principles now referred to, however, are
aside and apart from such disclosures in
presidents’ letters. The statements under
present consideration appear in connection
with the financial statements and in that
section of the report. Typical paragraphs
from such discussions will appear herein
in connection with the treatment of vari
ous topics; for the present two complete
statements of this type will give a general
idea of the inclusions therein and the
phraseology thereof. The first example
selected is the following:
P u b lic S e r v ic e C o m p an y o f N o r th e r n
I l l i n o i s a n d S u b s id ia r y C o m p a n ie s
S ta te m e n t E x p la in in g C e r ta in A c c o u n ts
a n d A c c o u n t i n g P r i n c i p l e s Followed
by t h e Companies

1. Principles of consolidation—
The accounts of all active subsidiary
companies have been consolidated in the
accompanying consolidated financial state
ments. The inactive subsidiary companies
which were not consolidated represent in
vestments in land held for water power
development, in a generating station site
and in rights of way held for future de
velopment.
2. Plant, property, rights, franchises, etc.—
The consolidated plant and property
accounts are stated on the following basis:
M ajor property acquisi
tions in 1911 and 1913
for which bonds were
assumed, capital stock
was issued, and $11,
046,202.19 cash was
p a id ............................... $ 38,427,294.98
Cost o f additions, exten
sions and minor acqui
sitions since dates of
above acquisitions to
December 31, 1934,
less retirem en ts......... 134,291,397.42
Balance December
31, 1934 . . . . . . $172,718,692.40
No segregation has been made by the
Company as between tangible and intan
gible property in the case of the acquisi
tions of properties as entireties. There
fore, the intangibles recorded on the books
of the companies, which amount to $356,
992.84, apply only to the cost o f additions
and extensions and to a portion of the
minor acquisitions since dates of above
major acquisitions.
3. Investments and advances—
The valuation of the investments and
advances has been determined by the
management in accordance with the follow
ing principles:
(a )
The investments in inactive sub
sidiary company, in affiliated public util
ity companies, and in equities in rights
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of way and other property considered
The second example to be presented in
essential to Public Service Company of full is the following:
Northern Illinois are valued at cost; and
P a c if ic G a s a n d E l e c t r ic C o m p a n y
(b )
The remaining investments are
a n d S u b s id ia r y C o m p a n ie s
stated at cost or less for each individual
Consolidated Balance Sheet, December
investment. A reserve has been provided
31, 1934
for possible losses in value equivalent to N otes:
the difference between the aggregate of 1. The amount at which the plants and
these investments, as above determined,
properties are carried does not purport
and their aggregate value as determined
to represent their present sale value,
by an independent appraisal as o f De
replacement cost, or reproduction cost.
cember 31, 1932, plus net additions since
Such amount is the aggregate of the
at cost.
amount shown on the books o f the
4. Unamortized debt discount and ex
parent company and its subsidiaries on
pense—
December 31, 1933, plus additions since
The unamortized discount and expense
that date at cost and less retirements
on bonds refunded in 1931, together with
since that date at actual or estimated
the premium on such bonds, has been
cost, from which aggregate amount
added by the Company to the discount
$48,920,369.46 has been deducted, rep
and expense on the refunding issue as
resenting the excess o f the net worth
an element of cost. These amounts are
of the subsidiaries at the respective
being written off over the life of the re
dates of acquisition as shown by their
funding issue, which matures in 1981.
books over the investment in such sub
The unamortized portion thereof at De
sidiaries as shown by the books of the
cember 31, 1934, amounted to $4,942,
parent company.
275.00 and the amount charged against
The plants and properties include
income during 1934 amounted to $106,
both tangibles and intangibles; a com
860.00.
plete segregation of intangibles is im
practicable for the reason that no sub
5. Appropriation for depreciation—
division of accounts for such capital
The sum of $3,500,000 was appropri
was maintained prior to January 1,
ated during 1934 as a general provision
1913.
for depreciation of the properties of
Public Service Company o f Northern 2. The accompanying consolidated state
Illinois and Waukegan Generating Com
ments do not include Western Canal
pany, which was the same as the 1933
Company, 85.4% of the total outstand
appropriation.
The balance of the
ing stock of which is owned by Great
amount provided during 1934 applies to
Western Power Company o f California,
a subsidiary of Pacific Gas and Electric
the two small operating subsidiaries.
In this company’s financial statements,
Company. Western Canal Company
references to the numbered notes appear
was organized in 1915 as a mutual
parenthetically. The balance sheet carries
water company and operated as such
the general footnote:
until the action of the California Rail
“Notes 1, 2, 3, 4, and 5 refer to attached
road Commission on December 21,
explanations and statements of accounting
1931, declaring it to be a public utility,
principles upon which the above statement
was sustained by the California Su
of financial condition is based. (S ee ac
preme Court. Subsequent to this deci
companying schedule, pages 30 and 3 1 .) ”
sion certain minority purchasers and
The pages referred to are those on
holders of Canal Company stock com
which the above-quoted notes appear. The
menced suit to recover amounts paid
company's income statement bears a similar
for such stock, and damages. These
reference:
suits are still pending.
“ See accompanying schedule, pages 30
The equity of Great W estern Power
and 31, for statement of accounting prin
Company of California in the uncon
ciples upon which the above income ac
solidated subsidiary has not been in
count is based.”
creased or diminished since the date of
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acquisition as a result o f profits, losses,
or distributions.
O f the Canal Company’s stock owned
by Great W estern Power Company of
California, 168,681 shares are pledged
with the trustee of the Great Western
Power Company (predecessor com
pany) first mortgage.
3. All stocks owned by Pacific Gas and
Electric Company included in “Other
security investments” were subject to
liens o f mortgages at December 31,
1934, and the stock of Standard Pacific
Gas Line, Incorporated, has been de
livered to the trustee for the California
Gas and Electric Corporation bonds
since December 31, 1934. The “Other”
investments include $20,000.00 face
value of U . S. Liberty Bonds deposited
with the Division of Industrial Acci
dents and Safety o f the State of Cali
fornia under the provisions of the
Workmen’s Compensation Insurance
and Safety Act.
4. The stated accrued tax liability includes
amounts in the nature of reserves, re
sulting from cumulative excess provi
sions for Federal income taxes in years
prior to 1932, when the method of pro
vision was changed to reflect only lia
bilities substantially as shown by tax
returns. The accounts have not been
adjusted to exclude such amounts from
current liabilities during pendency of
controversial cases with the U . S.
Treasury Department. The amounts
provided may be substantially in ex
cess of requirements. The income tax
liability for the years 1933 and 1934 is
based upon taxable net income includ
ing gas revenue in dispute. I f it should
become necessary to make refunds of
gas revenue, such refunds will reduce
taxes in the year in which the refunds
are made.
5. San Joaquin Light and Power Corpo
ration, a subsidiary, benefits directly
from the headwater improvements
owned by another company and esti
mates that its liability under the Fed
eral W ater Power Act for such benefits
for the years 1923 through 1934 will
amount to approximately $120,000.00
more than the amount set up as pay
able on its books as o f December 31,
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1934. The company plans to increase
the provision for the liability at the
annual rate of $60,000.00 until the full
liability, as estimated by it, or as finally
determined, shall have been provided
for. Proceedings are pending before
the Federal Power Commission to de
termine the company’s liability through
1932.
The reserve for amounts charged
gas consumers in excess of rates estab
lished by Decision No. 26512 of the
Railroad Commission of the State of
California does not include any provi
sion for interest, as the amount of in
terest, if any, which may be payable in
event of refund is not determinable.
The companies have not set up as a
liability provision for future payments
to present pension annuitants, which
payments
aggregate
approximately
$140,000.00 a year.
Aside from the suits referred to in
Note 2, the matters covered in the pre
ceding paragraphs of this note, and
other matters involved in litigation
amounts for which are not definitely
determinable, there are no known con
tingent liabilities not provided for by
reserves.
6. In the accompanying consolidated bal
ance sheet all intercompany accounts,
so far as determinable, have been eli
minated and the investments in sub
sidiaries, as shown by the books o f the
parent company, have been eliminated
against the net worth of the subsidi
aries at the respective dates of acquisi
tion as shown by their books, the ex
cess of the latter over the former, $48,
920,369.46, as stated under Note 1,
being deducted from the consolidated
plants and properties. F o r pledges of
capital stocks of subsidiaries eliminated
in consolidation see schedules 1 and 2.
7. The capital stock accounts were re
duced in 1934 by the cancellation, with
out formal retirement, of reacquired
preferred and common shares. The
cost of these shares has been charged
to earned surplus, pursuant to the Cali
fornia General Corporation law, and
the par values have been transferred
from capital stock accounts to capital
surplus, the latter account having been
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charged with the net discount and pre
mium applicable to such shares (see
Exhibit C ). In addition, a small num
ber of the parent company’s common
shares were formally retired by resolu
tion of the board o f directors, having
been received upon the distribution of
the assets of a subsidiary corporation.
As in the previous case, references to
the notes appear parenthetically on the
financial statements themselves. The bal
ance sheet in this case carries the general
footnote: “See Notes on page 24-25.”
Before leaving this preliminary exposi
tion, mention should be made of certain
financial statements which emphasize the
fact that they are not complete without the
separate notations. The balance sheet of
Federal W ater Service Corporation, for
example, is footnoted with the direction:
“See pages 22 and 23 for explanatory
notations 1 to 10, inclusive, which are an
integral part of the above balance sheet.”
Call these elaborate explanations “state
ments of accounting principles” or what
one will, the fact remains that they are
merely a further development of the ex
panded captioning and footnoting which
has been an increasing vogue for several
years. When the demand for fuller ex
planation went beyond the possibilities of
caption-phraseology,
footnotes
became
more numerous; when it exceeded the
space available for footnotes as such, the
separate pages of the type under discussion
began to appear.
Undoubtedly the rapid growth in the
number of such statements of principles
results from the passage of the Federal
Securities Act of 1933, with its require
ment that statements shall truly and fairly
reflect the application of accepted account
ing principles to the facts, and that there
shall be no omission to state a material fact
necessary to make the statements not mis
leading.
W hile this law is applicable only to doc
uments filed in connection with the regis
tration and sale of securities under the
act, yet there may be reason to believe that
in fraud suits the courts are likely to hold
that what is essential in an honest state
ment for one purpose is essential for all
purposes, and that therefore the same
standards should prevail in periodical re

Ja n u a ry ,

ports as in financing prospectuses.
Another event which has led to an in
creasing use of such statements was the
Insull trials, with their charges of inade
quate information in published financial
statements. Public utility executives of
course watched closely the implications of
these trials, and for this reason, probably,
we find more statements of accounting
principles issued by utilities than by in
dustrials.
American W ater W orks and Electric
Company goes to perhaps the greatest
length in the use of extended notations.
Its report contains 1¼ pages of notes to
the company’s individual balance sheet,
two-thirds of a page of notes to the con
solidated balance sheet, and 3 ½ pages of
notes to the consolidated income account,
all in addition to some notations on the
statements themselves. This report is
worthy o f the study of all interested per
sons.
The use of such statements of principle
has a decided advantage in that many mat
ters can be covered there instead o f in the
accountants’ certificate: presenting such
matters as representations of the company
is of course far preferable to having them
appear as seeming qualifications of the cer
tificate. I f the notes are “an integral part
o f” the statements and are adequate, the
accountant is far more able to say that in
his opinion the statements perform their
expected function.
W hat subjects are discussed most fre
quently in such statements of principles?
Generally those which cannot be covered
by reasonable expansion of captions.
Among the most common are the basis of
valuation of fixed assets and of invest
ments, especially investments in subsidi
aries, and the principles governing the
preparation of consolidated statements.
B asis o f Valuation o f F ix e d A ssets.—
The matter of stating the basis o f valua
tion o f fixed assets is one which has been
causing concern for a number of years.
The Federal Reserve Board’s Bulletin on
“Verification of Financial Statements”
does not require such disclosure, but The
Chicago Stock Exchange has asked for it
(in letters dated December 4, 1933, to ac
counting firms certifying to statements of
corporations having listed securities), and
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the Pennsylvania Institute of Certified
Public Accountants has by resolution de
clared that the basis of valuation of fixed
property should be shown.
In fact, there are probably few account
ants who do not consider it a desirable
disclosure, but a statement of basis cannot
always be phrased in a few words. Con
sider a consolidated balance sheet in which :
Company A acquired its initial assets
for an issue of no-par stock and entered
them on the books at appraisal values at
that date. (Is this basis cost or is it not?)
Company B sustained a severe fire many
years ago and had the salvage appraised
and started its new accounts therewith.
Company C restated its assets on the
basis o f an appraisal many years ago, most
of the assets then-existent being now
retired.
Company D has carried all additions at
cost.
Company E removes from both the
asset account and the reserve all assets
fully depreciated on the books, even if still
in use.
Company F restates its values almost
annually, on the basis of a continuing re
appraisal.
W hat informative statement o f basis
could be made in the caption of a consoli
dated balance sheet under such conditions ?
I f disclosure is to be made, a paragraph
in a statement of accounting principles
would seem to be the only feasible way
of making it.
Both the statements of accounting prin
ciples printed in full above contain more
or less general expositions of the basis of
property. Another interesting statement,
illustrative of the practical difficulty of
stating the basis of property, is that of
The Commonwealth & Southern Corpora
tion :
Plant, property, rights, franchises,
etc., consolidated, represents the com
bined balances of the property accounts
as carried on the books of the operating
companies, with one possible minor ex
ception where the difference, if any, be
tween the cost and par or stated value
of securities o f subsidiary companies
cannot be determined for the reason that
properties and securities were acquired
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for a joint consideration. The property
accounts of the operating companies are
stated principally at amounts recorded
for properties acquired as entireties at
various dates determined on basis of
cash paid, par or stated value o f securi
ties issued, liabilities assumed and retire
ment reserve and surplus taken over,
plus additions at cost, less retirements.
The property account o f one of the
operating companies includes $3,289,
235.17 representing the unamortized
portion of the expenditures on cus
tomers’ equipment incidental to chang
ing electric service from 30 to 60 cycle.
Such expenditures are being amortized
to retirement reserve over a ten-year
period beginning in 1933. Inasmuch as
a segregation between tangible proper
ties and intangibles has not been main
tained on all o f the companies’ books,
it is not possible to set forth a segrega
tion thereof in the consolidated balance
sheet.
The statement of Federal W ater Ser
vice Corporation emphasizes the variant
bases to be found among the consolidated
corporations:
Plant, Property, Rights, Franchises,
Etc., are stated on various bases, such
as appraised reproduction cost new (in
cluding intangibles) as determined by
company and independent engineers at
various dates from 1920 to 1930, cash
cost or assigned values of securities is
sued for property acquisitions, plus es
timated accrued depreciation; subse
quent additions at cost, less retirements.
The intangibles which are identifiable in
the companies’ records aggregate ap
proximately $13,500,000.00. In many
cases, where properties have been ac
quired as entireties it is not possible to
segregate intangibles from tangible
property.
The comments of Commonwealth E di
son Company introduce another factor:
“The property accounts of Common
wealth Edison Company (as distinguished
from those of its subsidiary companies)
are stated substantially on the basis of the
direct cost of construction. Intangibles
are included in the present amount of
$4,970,496.97.
Only a minor portion
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(about 5 % ) of the present book value of
the physical property is represented by
property stated at appraised values as of
June 1, 1908 adjusted to September 17,
1907 (date of consolidation of Chicago
Edison Company and Commonwealth
Electric Company to form Commonwealth
Edison Company).
“Had the company since September 17,
1907 capitalized the indirect costs o f con
struction and had the company adjusted
its accounts for other items also properly
capitalizable, the corporate cost of the
physical property would have been in
creased by about $40,000,000. The indirect
costs of construction referred to comprise
field supervision, district storekeeping, en
gineering, administration, legal interest, in
juries and damages, etc. The offsetting
credits as a result of these additions to
physical property would have been repre
sented by increases of approximately
$6,500,000 and $33,500,000 in depreciation
reserve and earned surplus, respectively.
“The net earnings and net income for
1934 available for interest and dividends
would not be materially affected if the
foregoing policy of capitalizing indirect
costs had been followed in that year be
cause additional depreciation at the rate
applied for the year would substantially
offset the operating expense and interest
credits.
“The above information which is the re
sult of a comprehensive survey of the ac
counts has been submitted to the Illinois
Commerce Commission for consideration
in connection with pending rate litigation.”
Engineers Public Service Company
makes a statement of this type as a bal
ance sheet footnote:
Investments in Subsidiary Companies
are carried at an amount representing
the stated value of securities of the
Parent Company issued, and cash paid,
to acquire stocks of Subsidiaries and
an amount of $5,263,498 arising from
revaluation.
Eastern Gas and Fuel Associates pre
sent a clear statement:
“The Property, Plant and Equipment
Assets represent the properties of the sub
sidiary companies, the Capital Stocks of
which were acquired by the Eastern Gas
and Fuel Associates since its formation in
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July, 1929. These Capital Stocks were
acquired by cash expenditures, and by the
issue of the Capital Stock of Eastern Gas
and Fuel Associates. In the Consolidated
Balance Sheet, the value of the property
and equipment is stated at the values car
ried by these subsidiary companies at the
date when the Capital Stocks were ac
quired, plus subsequent additions thereto
at cost, less retirements. No change has
been made in such values, through ap
praisal or other such manner, since that
date.
“The excess of the cost of the Capital
Stocks so acquired by Eastern Gas and
Fuel Associates over the book values is
shown in the balance sheet as excess cost.
“The accounts of the Massachusetts Gas
Companies, one o f the subsidiaries, show
that it acquired its subsidiaries through
the issue of its Capital Stock in 1905. The
value placed upon the property and equip
ment of a subsidiary so acquired by Mas
sachusetts Gas Companies, was determined
by its officials at that date. The excess
cost of the Capital Stocks acquired over
such property value is also shown in the
balance sheet. In determining the value
of these properties acquired, the subsidi
ary Company established a Capital Sur
plus at that date, which under resolutions
of Directors, has been used as originally
intended, to absorb the loss on property
disposed of as and when it was found to
be no longer necessary in the Company’s
business. The balance remaining in this
Capital Surplus at this date, as shown in
the balance sheet, is $2,533,333.42 and the
amount remaining in the reserve for these
special retirements, appropriated out of
the Capital Surplus, is $1,629,345.87.
“The property accounts of the subsidi
aries, in the majority of cases, do not
show a segregation of the depreciable and
non-depreciable property nor of any in
tangible values excepting in the case of a
manufacturing property acquired at or
prior to 1905.”
B asis o f Valuation o f Investm ent in
Subsidiaries N ot C onsolidated.— When the
accounts of certain subsidiaries are not
consolidated, the parent company’s invest
ment therein may under certain circum
stances (1 ) be kept constant, (2 ) be raised
to reflect undistributed profits of the sub
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sidiary and lowered to reflect losses and
distributions in excess of profits, or (3 )
be lowered to reflect the above conditions,
but never raised. Unless the reader of the
balance sheet knows which of these prac
tices is being followed he may be greatly
misled by the statements placed in front
of him.
It is expected that the matter of account
ing for the investment in subsidiaries not
consolidated will be made the subject of
a later article in this series. For this
reason the present discussion will be lim
ited closely to such expositions as are made
in statements of accounting principles.
Both the statements copied in full above
comment on the carrying value of invest
ments in subsidiaries not consolidated, but
neither at great length, probably because
the matter is, in their cases, not of rela
tively great importance. Public Service
Company o f Northern Illinois carries an
additional note on a separate consolidated
Statement of Investments and Advances:
The underlying book value o f the
companies’ investments in and advances
to subsidiary and affiliated public util
ity companies and equities in land held
for future development was $9,075,
316.63, as compared with $9,036,697.83,
the amount at which these items are
carried in the above portfolio.
Niagara Hudson Power Corporation
presents a clear picture of the basis of
stating its investment in subsidiaries:
The parent company’s investment in
common stocks of its subsidiary companies
is carried at cost in cash or as measured
by the par value of the capital stock and
assigned value of option warrants issued
in exchange for securities acquired (ex 
cept for certain minor acquisitions taken
up on the basis of market value of securi
ties issued therefor or at the book value
of the securities acquired), less the amount
written off in 1932 on reduction of the
capital stock of the parent company. A fter
this reduction the parent company’s invest
ment approximated the book values as at
dates of acquisition o f the common stocks
as shown by the accounts of its direct sub
sidiary companies, but as at December 31,
1934 certain of these subsidiaries made a
number of retroactive adjustments affect
ing the book value of their common stocks
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as at dates of acquistion by Niagara Hud
son Power Corporation, which adjust
ments together with minor adjustments
made during the year amounted to $9,741,
772.23. The parent company’s accounts
do not reflect these adjustments, with the
result that at December 31, 1934 its in
vestments in common stocks of its direct
subsidiaries exceeded the book values of
such stocks as at dates of acquisition (as
now adjusted) by $9,283,049.60. For the
purpose of consolidation this amount has
been charged against consolidated paid-in
surplus (N ote 4 ) . The retroactive adjust
ments made by the subsidiaries are shown
on the statement of consolidated paid-in
surplus (Exhibit I V ) and among other
things had the effect of eliminating from
the books of all such companies, except
Mohawk Hudson Power Corporation, the
excess costs o f their investments in com
mon stocks of their subsidiaries. The in
vestments of Mohawk Hudson Power Cor
poration in its subsidiaries exceed their
book value as at date of acquisition by
$36,743,199.45.
Certain of the subsidiary companies
hold common stock and option warrants
of the parent company at cost in excess of
the par value of the common stock by
$3,275,554.81, an excess which in the con
solidated accounts also has been charged
against consolidated paid-in
surplus
(N ote 4 ) .
New England Public Service Company
emphasizes the difference between the car
rying value and the book value as shown
by the records of the underlying com
panies :
The records of New England Public
Service Company indicate that the cost
of its investments in stocks of subsidi
ary utility companies exceeds the pro
portion o f Common Capital Stock and
Surplus of such companies at the date
of acquisition applicable thereto by
$7,572,988.21. In computing such ex
cess all adjustments made since acquisi
tion in respect of impairments o f such
investments have been assumed to re
late to periods subsequent to acquisition,
with the exception of $77,640.34 repre
senting adjustment of equity at acquisi
tion in Turner Light and Power Com
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pany and Livermore Falls Light and
Power Company.
Engineers Public Service Company
(Delaware) carries as a notation on the
balance sheet:
Investments in Subsidiary Companies
are carried at an amount representing the
stated value of securities of the Parent
Company issued, and cash paid, to ac
quire stocks of Subsidiaries and an
amount of $5,263,498 arising from re
valuation.
In its general statement o f principles
Commonwealth Edison Company says:
All investments in subsidiary and affili
ated utility companies and in buildings
considered essential to the operations of
Commonwealth Edison Company are
stated at cost or less;
and on a Consolidated Statement of In 
vestments and Advances adds:
The underlying book value of the com
panies’ investments in and advances to
subsidiary and affiliated public utility
companies and office buildings . . . was
$46,103,664.22, as compared with $59,
326,080.67, the amount at which these
items are carried in the above portfolio.
Atlas Corporation, an investment com
pany, discusses separately each investment
in a controlled but non-consolidated Com
pany. This discussion covers the opera
tions of the underlying company from a
broad economic viewpoint, and closes in
each case with an explanation of the basis
of the carrying value such as:
Because of the close relationship be
tween the Bank and the Realty Company,
these two holdings are treated for pur
poses of the report as a unit, and as such
are carried at a sum based upon the
amount of net assets applicable to the
common stocks of such companies held
by your group, as reflected in the De
cember 31, 1934, Statement of Condition
and Balance Sheet of the respective com
panies shown on pages 16 and 17 of this
report.
Pan American Airways Corporation
also discusses each investment separately:
The investment in China National
Aviation Corporation consists of stock
(held through 100% ownership of the
stock o f China Airways Federal Inc.
U. S. A .) which was acquired in ex
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change for stock and rights to purchase
stock of Pan American Airways Cor
poration. It is stated on the basis of
the book value at the time of acquisi
tion as indicated by the accounts o f the
issuing company.
The investment in Pan American E x 
ecutives Association, which is carried
at cost, was acquired for cash in 1932
pursuant to the Management Stock
Purchase Plan approved by the stock
holders in that year. The principal as
set of the Association consists of 25,000
shares of the stock of Pan American
Airways Corporation. O f the total stock
of the Association consisting of 25,000
shares, 24,800 are held by the Corpora
tion and the remaining 200 are held by
the estate of a deceased participant; of
these 25,000 shares, 17,595 have been
allotted to participants under the Plan.
Cash amounting to $131,061.00, repre
senting payments by participants under
the Plan, plus interest, held in trust by
Pan American Airways Corporation at
December 31, 1934, is not included in
the attached balance sheet. An amount
representing 4% of consolidated net
earnings for the year 1934 to be paid to
Pan American Executives Association
in 1935 under the Plan is included in
Accounts Payable in the attached bal
lance sheet.
The Westinghouse Air Brake Company
places the following notation on the State
ment of Consolidated Income and Sur
plus :
The accounts of Westinghouse Inter
national Brake and Signal Company and
its subsidiaries are not consolidated in
the above statement, dividends therefrom
being taken into income as received.
The inclusion of the consolidated ac
counts of these companies would have
resulted in a decrease of $238,147.92 in
the above consolidated net profit for the
year, and in an increase of $2,539,159.22
in the above consolidated surplus at De
cember 31, 1934.
B asis o f Valuation o f O ther In v est
m ents.— The basis of carrying marketable
securities is ordinarily easily expressed in
the balance sheet caption, but the basis of
valuation of other investments is often
difficult to describe. Most such invest
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ments are, of course, carried at cost, but
when they are no longer worth cost they
should be written down. In such cases
the expression “at cost or less” seems to
be about as accurate as can be obtained,
but it is certainly not adequately revealing.
On the other hand, if in the portfolio
there is one item which has been written
up— a practice which is decried except in
the case of investments in controlled com
panies— no satisfactory short statement of
basis seems to be available.
For this reason many statements of ac
counting principles cover this matter. An
illustration appears in the statement of
Public Service Company of Northern Illi
nois, printed in full above.
Common
wealth Edison Company, after discussing
investment in subsidiary and affiliated
companies as quoted above, says:
The remaining investments are carried
at a book value which represents cost or
less for each individual investment. A
reserve has been provided for possible
losses in value equivalent to the differ
ence between the aggregate of these in
vestments as above determined and their
aggregate value as determined by an in
dependent appraisal as of December 31,
1932,
plus net additions since at cost.
Niagara Hudson Power Corporation ex
plains that its investment in one “other
public utility company,” “was acquired for
cash and is carried at cost,” while the in
vestment in another “was acquired partly
for cash and partly for capital stock . . .
and is carried at cost in cash or as mea
sured by the agreed value of the capital
stock issued therefor.”
Engineers Public Service Company says
that the item “Investments, at cost or
written-down amounts”
Includes: City of Seattle Municipal
Street Railway 5% Bonds of 1919
(Pledged under the First and Refund
ing Mortgage of Puget Sound Power &
Light Company) $8,336,000.00; Mort
gage Notes due 1935 (Pledged under
First Mortgage of Pacific Coast Power
Company) $200,000.00 ; 6,870 shares
Stone & Webster, Inc., Capital Stock
(quoted market value $32,632.50)
$436,157.42; Western Gas Company,
Second Mortgage 6%
Bonds due
1936/8, $3,313,600.00; E l Paso Mort
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gage Corporation; 6% Debentures due
1936/8,
$186,400.00;
Miscellaneous
stocks, bonds and notes (no quoted
value), less reserve of $168,111.70,
$534,508.18.
P rin ciples o f C onsolidation.— All con
solidated statements should, it is generally
acknowledged, explain what companies are
consolidated, or what companies are not
consolidated, or otherwise tell the cor
porate extent to which consolidation has
been applied. This is often done in the
titles o f the statements, as in the case of
G orham
and W

M

a n u f a c t u r in g

h o lly

O

Com

w n ed

S

Com pan y
u b s id ia r y

p a n ie s .

International Cement Corporation pre
sents a general statement of principles:
“This is a consolidated statement of the
accounts of International Cement Corpora
tion and of all its subsidiary corporations,
both in the United States and abroad.
“In the consolidated statement the ac
counts of Current Assets, Investments and
other assets and liabilities have been stated,
after appropriate elimination of intercom
pany accounts, in accordance with the ac
counts of the several Companies included
in the consolidation, except that proper
ties and plants owned by subsidiary cor
porations at the time their securities were
acquired by the International Cement Cor
poration are stated to accord with the cash
cost to the parent corporation if the acqui
sition was for cash, or with their then
book values on the books of the subsidi
aries owning the properties if the acquisi
tion was wholly or principally for stock
of the parent corporation. In either case
the accounts reflect the charges for capi
talized expenditures since that date, less
amounts written off for plant and equip
ment replaced or retired, and subject to
depreciation reserves which have been set
up at rates considered by the management
as appropriate for such plants and equip
ment.”
The opening paragraph of the state
ment by Public Service Company of
Northern Illinois, printed in full above,
covers the same ground. A well-phrased
statement is that of Commonwealth Edi
son Company:
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“As in the two prior years, the accounts
of Commonwealth Edison Company and
Commonwealth Subsidiary Corporation
have been consolidated so as to reflect the
situation which would obtain were the in
vestment portfolio and other assets of the
latter corporation owned and its liabilities
assumed by Commonwealth Edison Com
pany. As has also been the practice in
prior years, the accounts of subsidiaries
of Commonwealth Subsidiary Corporation
have not been consolidated in the accom
panying statements. However, dividends
for the year and since dates of acquisition
of such subsidiaries do not exceed their
combined net income for the year nor since
dates o f acquisition and capital losses since
acquisition have been reserved for by the
parent company. The relative importance
of the subsidiary companies not consoli
dated, as well as the underlying equity in
the common stocks of such companies as
compared with the parent company book
values, is indicated in the accompanying
combined balance sheet (pages 38 and 39)
and statement of combined income and
surplus accounts (pages 40 and 4 1 ) .”
Under the heading, “Principles Fol
lowed in Consolidation,” The Common
wealth & Southern Corporation o ffers:
(a ) All subsidiaries have been consoli
dated with the exception of two minor
companies in which the investments
and equity in net assets and income
applicable thereto are not significant;
all intercompany investments, ac
counts, revenues and expenses of con
solidated subsidiaries, with the pos
sible exception of minor items, have
been eliminated.
(b ) The net excess at which the invest
ments in stocks and income notes of
consolidated subsidiaries are carried
on the books of the owning companies
over the par, stated value or face
amount thereof plus surplus as of
dates of acquisition, after giving ef
fect to adjustments applicable thereto,
is charged to capital surplus, with one
possible minor exception, where the
difference, if any, between the invest
ments and par or stated value thereof
is reflected in the property account as
set forth in note (2 ) below.
(c ) It is not the policy of the corporation
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to restore as a Credit to the consoli
dated income and surplus account that
portion of the discount amortized by
the operating companies which is ap
plicable to the bonds acquired from
such companies and held by the cor
poration but to reflect this item as a
credit to unamortized debt discount
and expense in the consolidated bal
ance sheet. The discount on such
bonds to December 31, 1934 which
has not been restored to the consoli
dated income and surplus account is
given below:
Discount amortized on
bonds owned at De
cember 31, 1934—
Amount applicable to
surplus as of De
cember 31, 1933 . . . $150,536.53
Amount applicable to
operations for 1934 126,300.33
Total

.................... $276,836.86

Bethlehem Steel Corporation makes an
even fuller statement, under the title,
“Principles Applied in the Consolidation” :
“The consolidate accounts include (1 )
Bethlehem Steel Corporation; (2 ) all cor
porations all of the voting stocks of which
(except directors shares) are owned, di
rectly or indirectly, by your Corporation,
except one small bank the assets and lia
bilities o f which are of such a nature that
the inclusion thereof in the consolidation
has been deemed inadvisable; (3 ) Cambria
Iron Company and corporations more
than 98% of the voting stocks of which
are owned directly or indirectly, by i t ; and
(4 ) the accounts o f the Trustees under the
Management Stock Ownership Plan, de
scribed in Note E , page 16. (F o r list of
subsidiary companies which are included
in the consolidation, see page 28.)
“The capital stock of Cambria Iron Com
pany is not owned by your Corporation,
but all the properties of Cambria Iron
Company, including stocks of other cor
porations owned by it, are held by a sub
sidiary company of your Corporation un
der a 999 year lease dated December 1,
1898. Such lease is hereinafter sometimes
referred to as the Cambria Lease. The
rental payable under such lease is an
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amount equal to 4 % per annum on the
par amount of the outstanding capital
stock of Cambria Iron Company (which
par amount is included as a liability on
the foregoing balance sheet) plus certain
minor items. In view of the long term of
the Cambria Lease and o f the importance
of such properties in the operations of
your Corporation, it has been deemed
proper to include them in the consolida
tion.
“Because of the large minority interests
outstanding there has been excluded from
the consolidation (a ) Cambria Steamship
Company, which owns two vessels, and
62% of the stock of which is owned by
Bethlehem Mines Corporation, a wholly
owned subsidiary company of your Cor
poration; (b ) Mahoning Steamship Com
pany, which owns three vessels, and
51.39% of the stock of which is owned by
Bethlehem Mines Corporation (T h e ves
sels referred to transport chiefly ore, coal
and limestone for use by steel plants of
the subsidiary companies.) ; and (c ) five
other corporations engaged in mining ore,
from 51 to 6 6 2/3% of the stocks of which
are owned by Bethlehem Mines Corpora
tion and/or held under the Cambria Lease.
O f the ore mined by such five other cor
porations an amount proportionate to the
stock interests therein of Bethlehem
Mines Corporation or Cambria Iron Com
pany is for delivery to one or more of the
subsidiary companies. Such ore is taken
at cost and, therefore, in effect, the con
solidated accounts include the results of
operations of such partially owned min
ing companies which apply to the stock
interests therein of Bethlehem Mines Cor
poration or Cambria Iron Company.
“Inter-company sales between corpora
tions included in the consolidation have
been excluded from billings, and profits
and losses on inter-company transactions
between the corporations included in the
consolidation have been eliminated. Inter
company sales and profits and losses on
inter-company transactions between Beth
lehem Steel Corporation or subsidiary
companies (consolidated) and subsidiary
companies (not consolidated) and between
the respective subsidiary companies (not
consolidated) have not been eliminated,
but they are relatively unimportant.”
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Kennecott Copper Corporation explains:
This is a consolidated statement of
the accounts of Kennecott Copper Cor
poration and of all its subsidiaries in
which it has, directly or indirectly, an
ownership of 95% or more. The se
curities o f any companies which are less
than 95% owned are included as “In 
vestments.”
The accounts have been consolidated on
the following basis:
The accounts for current assets, in
vestments, and other assets, have been
included, after appropriate elimination
of inter-company accounts, in accord
ance with the accounts of the several
Companies which are consolidated, ex
cept for mining properties as explained
below and except for property of Cop
per River and Northwestern Railway,
Alaska Steamship Company, and The
Chase Companies, Inc., as to which ad
justments have been made to accord
with the basis on which Kennecott took
up their securities on its books at time
of acquisition; after taking into account
the writing-down of certain items of
Plant and Equipment heretofore re
flected in the operating or surplus ac
counts of the Companies.
The mining properties acquired from
Nevada Consolidated Copper Company
are included at the book values carried
by the prior Company. The mines of
the Utah Copper Company and Braden
Copper Company are carried on the
basis of the Kennecott stock (at $25
per share for the present stock) issued
therefor or the amount in cash paid to
acquire the securities of those Compan
ies or of the former Braden Copper
Mines Company,— in each case with
appropriate allowance for other assets
of such Companies. The amounts de
termined as above for the mining prop
erties are stated without decrease on ac
count of any depletion.
The Alaskan mines of Kennecott hav
ing been fully written off through deple
tion are not reflected at any value in this
Balance Sheet.
It is to be understood that the ac
counting basis thus used for these mines
and for other properties and investments
is not intended as a representation of ac
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tual present values or prospective future
values therefor.
Utilities Power and Light Company
says categorically:
“Utilities Power & Light Corporation
owns stock representing voting control in
each company classified as a subsidiary
company.
For percentage control see
page 14.”
Because of an exception, Columbia Gas
& Electric Corporation finds it necessary
to expand a similar statement:
“The consolidated accounts include all
companies in which the Corporation owns
directly or indirectly a majority of the vot
ing stock except American Fuel and
Power Company which is in receivership,
and its Subsidiaries and the Big Marsh
Oil Company, a small, inactive company
holding unoperated gas lands. Inter-com
pany accounts of the corporations whose
accounts are consolidated are eliminated.”
D epreciation.— Form 10 of the Federal
Securities and Exchange Commission re
quires an explanation of the depreciation
policy, and the consistency clause of the
standard form of accountants’ certificate
demands an exposition o f any change in
policy. Perhaps the one matter which
during recent years has caused more criti
cism of individual corporate reports than
any other has been unexplained evidence
of reduced depreciation charges. StewartW arner Corporation comments on such a
decrease:
The provision for depreciation of
buildings, machinery, etc., for 1934 was
$477,083.08 as compared with $556,
926.13 for the preceding year. O f the
total reduction, $25,503.47 is due to the
adjustment of buildings to appraised
value, and the remainder to the retire
ment of machinery and equipment dur
ing the year; there has been no change
in rates.
Commonwealth Edison Company re
ports on policy, with no change in prac
tice:
“The company in 1934 made a general
provision for depreciation of 3 per cent of
the average book value of depreciable
property for that year. This provision is
substantially the same as that made for
1933 ($8,000,000 or approximately 2 .9 % ).
A review of the depreciation accounts for
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the years subsequent to 1907 indicates that
the company’s provision has averaged ap
proximately 3 per cent of the book value
of depreciable property for the period.”
A similar comment is made by Public
Service Company of Northern Illinois, as
printed early in this article.
Central Maine Power Company makes
two comments:
“The depreciable investment in the hotel
property in Lewiston, Maine, is included
in the accompanying Balance Sheet in
Miscellaneous Investments at $145,420.24;
no depreciation has been charged to its
operations.
“The Reserve for Depreciation of An
droscoggin Electric Company applicable to
the presently owned properties has been
charged with $185,570.59 relating to trac
tion properties abandoned in 1933."
American W ater W orks and Electric
Company makes a very full statement:
“The Company owns no physical prop
erty other than office furniture, equipment
and fixtures, the cost of which is charged
to operating expenses at the time of pur
chase.
“In respect of physical properties o f the
operating subsidiary companies, the ac
counts of which are included in the above
Consolidated Balance Sheet and Consoli
dated Income Account, the practice of
such companies in regard to depreciation
subsequent to the organization of the
Company in 1927 is as hereinafter stated.
Following what is believed to be a fairly
general custom among companies operat
ing public utility properties, such subsidi
ary companies do not set up a reserve for
depreciation, obsolescence, or the like,
based on an estimated or theoretical period
during which various classes of physical
property might become worn out or might
deteriorate or might become obsolescent
to such an extent as to necessitate the
abandonment or retirement thereof. Such
subsidiary companies have adopted the
policy o f maintaining their plant and prop
erty in a state of operating efficiency at all
times and of charging to operating ex
penses the cost of ordinary current repairs,
renewals and alterations, which, in the
opinion of the management, makes good
to an appreciable extent actual deprecia
tion. In addition it is the practice of such
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companies (subject as to electric railway
properties to the qualification hereinafter
stated in paragraph 3 below) to provide,
by monthly charges to income, reserves
solely for renewals and retirements. The
amounts so charged to income and cred
ited to such reserves for renewals and re
tirements vary with the different compan
ies and different classes of companies.
“As properties are abandoned, replaced
or otherwise retired (unless the cost of
replacement is charged to operating ex
penses as above stated) and the loss in
asset value represented by the property
retired is deducted from or charged
against such reserves. Such loss in asset
value is treated as the difference between
(1 ) the actual or estimated cost or esti
mated value of the property retired, plus
dismantling and removal costs, and (2 )
the salvage value, if any, o f such property.
It has not been possible for the Company
to determine the original cost of the physi
cal assets in all cases.
“It is the policy of the Company that
the loss in asset value on account of prop
erty retirements, which is not compen
sated for or offset by direct charges to
operating expenses, shall be deducted from
or charged to such reserves. I t is be
lieved that, with possible minor exceptions,
all property retirements since the organi
zation o f the Company have been ac
counted for as above indicated either by
direct charges to operating expenses or to
the reserves above mentioned. This is
subject, however, to the modification in
respect of railway properties stated in par
agraph 3 below.
“The foregoing applies generally to all
properties included in the consolidated ac
counts subject, as to four classes of prop
erty, to the following:
1.
In the case of water works prop
erties owned and operated by such sub
sidiary companies, the reserve is termed
‘Reserve for Retirements.' The amounts
set aside in the reserves are computed
by determining, in the case of each such
company, a fixed rate applied to the
value of the physical properties consid
ered as subject to depreciation. Such
rates are not uniform for the water
works properties o f the various water
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companies. In some cases the rate is
fixed in a decision by or an agreement
with a State Public Service Commission
or an agreement with local authorities
or in a local ordinance— in one instance
by a decision of a Federal Court; in
other cases the rates are fixed by en
gineers in consultation with or after
consultation with the officers of the
Company. In such cases, the decision
as to the rate is based on long practical
experience in the water works business.
The values of the water works proper
ties considered as subject to deprecia
tion, in respect of which such rates are
fixed, are likewise in some instances de
termined by the decision of or by an
agreement with State Public Service
Commissions or local authorities, and in
other instances by engineers after study
of the records.
2. In the case of electric power prop
erties used in the production or distribu
tion of electricity for light, heat or
power owned by such subsidiary com
panies, the amounts set aside in the re
serves for renewals and retirements by
the respective companies are determined
from time to time by the officers or en
gineers of the respective companies,
usually in consultation with or after con
sultation with the officers of the Com
pany. In determining such amounts,
consideration is given to the amount of
earnings available for such purpose in
each year and the amount to be set aside
in order that the reserves shall be main
tained at an amount deemed adequate
to offset loss in asset value due to re
tirements. In the case of two such com
panies, minimum requirements are fixed
by the terms of mortgage indentures
covering the properties o f such com
panies. At times, amounts in excess of
such minimum requirements have been
set aside for the respective reserves of
said two companies.
3. In the case of electric railway
properties owned and operated by such
subsidiary companies, the amounts set
aside in the reserves for renewals and
retirements by the respective companies
were determined from time to time in
accordance with the general principles
above set forth. Since the latter part
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of the year 1931, such reserves as to the
L I F E I S W O R T H L IV IN G S T IL L
electric railway properties owned by
(by Alfred Austin)
one company, West Penn Railways
Company, and its subsidiaries, which in Is life worth living? Yes, so long
As there is wrong to right,
clude the m ajor portion of the electric
W
ail of the weak against the strong,
railway properties, have been based only
O r tyranny to fight;
on the requirements estimated to be
Long
as there lingers gloom to chase,
necessary to take care of retirements of
O r streaming tears to dry;
equipment and rolling stock as deter
mined by engineers with the approval One kindred woe, one sorrowing face
That smiles as we draw nigh;
of the executive officers of such com
Long
as a wail of anguish swells
panies and of the Company, In re
The
heart, and lids grow wet,
spect of all such subsidiary companies,
amounts of loss in asset value on ac And at the sound of Christmas bells
W e pardon and forget;
count of certain abandonments of rail
So long as Faith with Freedom reigns,
way properties have not been charged
And loyal hope survives,
to such reserves or deducted as operat
ing expenses. Instead, these have been And gracious charity remains
To leaven lowly lives;
charged to capital surplus and/or special
reserve accounts by the respective com While there is one untrodden tract
F o r Intellect or W ill,
panies (with the exception of the Po
tomac Edison Company, as set forth in And men are free to think and act
L ife is worth living still.
Note C below), the railway properties
of which were so retired and so charged,
such capital surplus and special reserve
A U S T R A L A S IA N C O N G R E SS
accounts having been created or set up
There will be an Australasian Congress
by such companies, respectively out of
unrealized appreciation in the value of on Accounting held in Melbourne the week
electric power properties or other prop commencing March 16. An invitation has
erties or investments in securities of been received extended to any certified
subsidiaries owning and operating elec public accountants who may be in that sec
tric power properties, amounting to tion of the world at or near that time and
$5,518,872 in the case of Monongahela who can find it possible to attend. The
W est Penn Public Service Company; to invitation reports that the accountants in
$2,401,448 in the case of Kanawha T rac Australia have followed with great interest
tion and Electric Company; and to $24, the excellent results achieved at the other
813,949 in the case of W est Penn Rail International Congresses which have been
held and they report that no effort will be
ways Company.
4.
One subsidiary company, Monon spared in maintaining the same high stand
gahela W est Penn Public Service Com ard. Future announcements will come to
pany, owns certain gas wells and pro The American Society and it will be glad
vides a reserve for depletion which is to pass them on to any who are interested.
based on the requirements of the mort
gage covering the property of the said
G R O U P IN S U R A N C E
company.
( Continued in n ext issu e)
One of the New York accounting firms
recently took out a group life insurance
policy for $216,500 covering 78 employees,
each becoming eligible to coverage in
CLEAN ED
amounts ranging from $1,000 to $5,000 ac
Judge— "Have you anything to offer the cording to salary received. The policy is
court before sentence is passed upon you ?” of the contributory type, the employees
Prisoner— “No, yer honor; me lawyer paying part of the premiums and the ac
took me last dollar.”
counting organization paying the re
mainder.
— M asonic Craftsm an.
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T h e E s s e n tia l F a c to r s in a D im e n s io n
C o s t i n g S y s te m *
by L . C. J .

Y

ea ger,

C.P.A ., Louisville, Kentucky

H E subject matter that could be in
cluded in a topic such as your Presi
dent has given me might easily include
volumes. However, to deal only with the
essentials I feel it desirable to break this
address into two sections, the necessity for
costing in the Dimension Industry and the
factual elements of costing.
It is common knowledge among ac
countants having to do with the W ood
working Industry that the Dimension In 
dustry has been tremendously unprofitable
to many of those who engaged in this in
volved and intricate phase of woodwork
ing. W hile it is true that during boom
years they were able to operate on a prof
itable basis due to the excessive demand
for their product, depression years have
shown that while the Dimension Industry
as a processing industry is economically
sound, it is an industry whose products
always compete with a level above which
they cannot sell. This level is the cost of
duplicating similar service in the cus
tomer’s own manufacturing establishment.

T

In the first place, it appears to me in
a cold examination of your Industry, that
it is the type of industry that must have
at its finger-tips factual data in regard to
cost such as is necessary in few other
industries. The reason for this is obvious
— In the Dimension Industry prices are
quoted based on efficient utility value of
lumber, efficient labor costs, and other fac
tors which are predetermined before the
order is actually received, yet after the
order is once taken there is no recourse
for adjustment upward if the manufac
turer finds that his preliminary guess was
wrong.
It is the type of Industry in which the
margin of profit must of necessity be small
*Address at meeting o f the Hardwood Dimen
sion M anufacturers Association, in Memphis,
Tennessee, Novem ber 16, 1935.

and the success or failure of the company
must to a large extent depend upon the
volume of business on a low margin of
profit which it is able to put through its
plant.
W e have here an industry dealing with
its peculiar conditions in regard to sales
in which every order is an individual order
which may or may not recur in the course
of normal operations; it then is immedi
ately apparent that a cost system which is
really a cost system is necessary, for the
only safe method of determining a future
course o f action in regard to specific
orders is by the actual data collected from
past performance in the production of
orders of a similar character and group of
sizes.
When I refer to a cost system I do not
necessarily mean a cost system so compli
cated and involved that few certified ac
countants can delve into its mysteries.
Your Industry is an industry dealing with
fundamental raw materials. The machine
operations with which you as an industry
must deal are largely operations per
formed either by semi-automatic ma
chinery or by manual labor. It is not diffi
cult to set definite costs on a boring
machine, for instance, operating at a given
number of strokes per minute, nor is it
difficult to determine costs for certain
tenon machine operations dependent en
tirely upon the number of pieces that are
played through the machine in a minute’s
time, nor is it difficult to determine fairly
accurate cost on certain machines such as
edgers, moulders and the like, all o f which
have fixed rates of machine speed which
are definite and determinable. The only
variable item then entering in is that of
the human element which is dependent
entirely upon the skill of the operator.
In considering the elements of Dimen
sion cost it is now the recognized practice
to divide them into the following
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three classifications:
Material
Labor
Overhead
B y material is meant productive Mate
rial or, in short, material which becomes
a visible part of the finished product.
Labor in the cost sense represents direct
or productive labor, and does not include
indirect or non-productive labor, which is
properly treated as part of the overhead.
Inasmuch as the costs of material and
labor can be so reasonably estimated and
determined it naturally develops that the
important element of cost is really the
Unkown-Overhead.
There are probably as many different
theories among you about the application
o f overhead as there are persons present,
but upon one point we are surely all in
accord. That is that in the final analysis
it must be absorbed.
In discussing Overhead Expense and
the methods of allocating it to the cost of
producing Dimension stock, present-day
practice is to classify overhead into two
dimensions, namely:
Commercial Overhead
and
Manufacturing Overhead
Commercial Overhead is made up o f :
Selling Expense
and
Administrative Expense
and includes such expenses as Traveling,
Advertising, Clerk Hire, Office Expense
and general administration. The distinction
between Commercial Overhead and Manu
facturing Overhead is th is: Manufacturing
Overhead becomes a part of the cost of
product, and follows the product. I f the
product is carried as inventory, then that
portion of the Manufacturing Overhead
is in inventory. W hen the product is sold,
then that portion of the Manufacturing
Overhead becomes an integral part of the
cost of merchandise sold.
On the contrary, Commercial Overhead
does not become a part of the Cost of
Manufacture and should not be included
as a part of inventory but should be ab
sorbed by the margin of sales over the
plant cost of products sold during the
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month in which such expense is incurred.
To more clearly explain the soundness of
this practice, let us use the example of a
retail store.
If, during a given month, sales dropped
to a low figure, would the proprietor be
justified in assuming that since the volume
of business done was not sufficient to
absorb the expense of selling, administra
tion, occupancy, etc., that he should in
crease the book value of the merchandise
on hand accordingly. Naturally such a pro
cedure would be wholly unjustified and
unsound, as the merchandise could not be
considered more valuable because his
margin of mark-up was insufficient or his
sales efforts were fruitless. In fact one
might, under the circumstances easily lean
to the conclusion that probably the mer
chandise was already valued too high.
The point of the foregoing illustration
is to emphasize that in the case of neither
the Dimension manufacturer nor the re
tailer does the expense of selling or gen
eral administration increase the value of
the finished product at all, but is an ex
pense that should be covered by the mar
gin between sales and actual cost, m onth
by month.
Therefore, Commercial Overhead must
come out of the sales dollar rather than
go into the finished product cost. No
matter whether your sales are 10% Dimen
sion and 90% other wood products, or
whether sales are 100% Dimension, the
fact remains that out of every sales dollar
must come its share of the Commercial
Overhead, and while the way to beat Com
mercial Overhead is by increased sales
volume, the increased volume must be
with sufficient margin of selling price over
factory cost to insure that each additional
sales dollar can carry its load.
To return now to the classification of
Manufacturing Overhead, we come to the
really difficult factor of costing. By Manu
facturing Overhead is meant all expenses
of the yard, kiln and mill except pro
ductive labor and material. These expenses
are as much a part of the cost of the
product as is the lumber itself, the diffi
culty being where and how to apply them.
Here again we come to a diversity of
opinion that is amazing. However, two
methods are recognized generally as being

1936

T H E C E R T IF IE D P U B L IC ACCOUNTANT

effective— one being the application of mill
overhead on the basis of machine hours;
the other on the basis of productive labor
dollars. W hile personally I lean to the basis
of machine hours in theory, from the
standpoint of practicability and economy,
I recommend the basis of productive labor
dollars to the Industry at present.
While no one would reasonably conceive
that a $1500.00 glue clamp operation with
a productive labor cost of 80c per hour
and little, if any, power and maintenance
cost should absorb the same amount of
overhead as a $6,000.00 moulder operated
with the same productive labor cost but
with attendant power, knife and mainte
nance cost, this is an aggravated example,
and in practice the distribution o f Fac
tory Overhead on the basis o f Productive
Labor dollars is sound, simpler and less
expensive.
The Dimension Industry, I have learned
from personal visits to many plants during
the days of the late and unlamented Blue
Eagle, has either feast or famine in cost
finding. Generally speaking, the members
of the Hardwood Dimension Manufac
turers Association either have very credit
able cost departments or none at all. From
the standpoint of the Industry, the Dimen
sion manufacturer who has no definite
determination of his costs is in danger
himself as well as being a potential sore
spot to all others in the Industry.
There is a story about a prominent lum
ber company which you all have probably
heard. Their practice was to let the other
fellow spend his money finding costs and
determining a fair selling p rice; they
merely met the market or shaved it a frac
tion, and what would have otherwise been
spent on compiling cost figures was velvet.
Their plan at least had some merit from
the standpoint of rough lumber, but to
depend on the same tactics in Dimension
is inviting financial disaster. It is true that
bed rails, squares and a few items of edgeglued Dimension, such as core stock and
solid tops, might be uniform, but can you
blindly follow or meet the price of every
competitor who might be using a different
type of equipment and who might have
no definite idea as to his own costs ?
Then again have you ever considered
adequate cost information as an aid to
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selling? How often is your sales repre
sentative placed in a defensive position
because of the fact that he does not have
adequate cost information available ? Many
a consumer of Dimension stock takes de
light in catching the unwary salesman
with the statement “we produce this at a
certain cost and you ought to be able to
produce it for less,” and I believe it is
safe to say that many a Dimension order
has been taken on this kind of cost infor
mation with attendant loss to the producer.
But the cycle does not end here— a new
market price has been created. When the
producer discovers that he has been in
error and refuses to take additional busi
ness on this basis, the consumer uses this
purchase as a lever to bring other pro
ducers to a similar low level, and when he
makes the statement to the salesman of
some other company “why I purchased this
part at this price,” and produces an invoice
bearing the name of a well-known com
petitor to verify his statement, the second
“sucker” wires the office that he has the
offer of an order on the same basis as
Blank Company’s price with the attendant
result that two Dimension manufacturers
have undertaken the impossible due to lack
of adequate cost information.
I f then, for the success of the Industry
as a whole, it is expedient for each pro
ducer to maintain a system of cost account
ing, the important question is “will such
a procedure be a source of additional
profit, or merely additional overhead ?”
The answer to that question is simplicity.
Unfortunately, there are some companies
which have better accounting departments
than dividend records, and I have been
on occasion constrained to question
whether a company was being operated
for the purpose of maintaining a fine ac
counting department or to pay dividends
to the now completely forgotten man, the
common stockholder.
It is with the idea of simplicity that I
recommend to the Industry the prorating
of manufacturing overhead on the basis
of productive labor.
A statement of the factual elements of
cost finding to cover several phases of
woodworking often found in conjunction
with Dimension operations would be more
of an explanation of the application of
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overhead expense. Let us take for example
a concern having the following operations:
Dry Kilns
Interior Woodworking
Flooring
Dimension
Sales might then be o f air-dried lumber,
kiln-dried lumber, interior trim, flooring
or Dimension. No doubt many a Dimen
sion estimate has been figured by such a
concern on the basis that the entire over
head is borne by the other departments
and anything realized in excess of material
and labor costs was so much profit. On the
contrary, so far as Commercial Overhead
is concerned, each sales dollar must carry
its load regardless of department, and to
overlook that principle is basically un
sound.
From the standpoint of Manufacturing
Overhead whether it be allocated on the
basis of machine hour rates or productive
labor dollars, no executive with adequate
cost facts can convince himself that cer
tain business should carry no overhead.
Y

ard

E

xpen se

Expenses of yarding lumber to be
added to lumber cost on footage basis.
Rough air-dried lumber sales.
D ry K iln s— A t this point labor
and expense items are added to cost
of lumber received from yard, on
basis of footage.
Kiln-dried lumber sales.
Dimension Plant.
Flooring Plant.
Interior Trim Mill.
A t this point all expense, both direct
and indirect, has been added to the value
of raw material on a footage basis.
From this point on all remaining Manu
facturing Overhead being the items of ex
pense shown on the classification of ac
counts as Mill Overhead must be applied
to the operations of the Dimension plant,
Flooring plant and Interior Trim Mill.
Fixed charges, Taxes, Insurance and
Depreciation, would be allocated to the
three departments based upon the capital
investment determined for each depart
ment and sub-divided accordingly. These
charges then become a direct departmental
charge and along with the other overhead
expenses o f each particular department
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should be allocated to job cost on a pro
ductive labor basis. I f the Planing Mill
and Dimension Mill are indistinguishable
as separate units, then for the purpose of
job costs the total investment should be
considered as one unit. It must be recog
nized that every P lan in g Mill is a poten
tial Dimension Mill with certain limita
tions.
The purpose of the above chart is to
show that Yard and Kiln Overhead be
comes an integral part of cost of lumber
entering mill, and must be considered part
of rough lumber value prior to estimating
any utilization figure. The following
example will clearly show variation in
Yard and K iln Expense due to varying
utility:
Utility
70%

65%

60%

$30.00

$42.86

$46.15

$50.00

4.00

5.71

6.15

6.67

Cost Rough A ir-

dried L br. . . .
Y ard and K iln
Expense ........
T otal . . . . . . . .

$34.00 $48.57 $52.30 $56.67

Any discussion o f costing that does not
stress the idea of final profit is futile,
and any discussion of profit must embrace
the topic of volum e. It is true in the
Dimension Industry as well as in others
that certain plants expanded their facilities
in boom years far beyond the requirements
of their markets of normal years. Their
case in most instances, demands a solu
tion as yet undetermined, but in the case
of the average manufacturer there is a
definite but reasonable volume o f business
necessary before profitable operation is
possible. T o better illustrate this point I
am making use of a chart graphically set
ting forth a basis for determining that
volume. This chart does not segregate
costs and expenses as I have outlined for
cost analysis, but groups all expenses and
material costs.
The first step is a determination o f the
Fixed Expense items of your Profit and
Loss Statement. In this group is included
all expenses not influenced by volume of
business, such as Taxes, Depreciation,
Insurance,
(excluding
compensation),
Interest, Fixed Salaries, Rentals, etc. This
group of expenses is not influenced by
volume and is designated as the “Fixed
Expense Area.” In the example here this
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group of expenses amounts to $100,000.00 pense not fixed as to nature of expense,
per annum.
are grouped under the classification of
The remainder of all other costs and “Variable Expense” and are represented
expenses, such as direct labor, raw ma by the “Variable Expense Area.” In the
terials, all indirect labor except salaried graph these expenses amounted to approxi
labor, all selling and administrative ex mately $350,000.00.
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The first step in preparing this graph
would be to lay out a perfect square on
graph paper using a unit on the left verti
cal line in thousands of dollars suitable to
your own operation. The next step is to
draw the line A -A 1, which is the line of
net sales. Starting from A go upward on
the line A -A 1 to the point opposite the
total thousands of dollars of net sales and
mark this point. Having divided all ex
penses and costs on your operating state
ment into two groups, namely, Fixed E x 
pense and Variable Expense, then plot
directly on the vertical line directly under
neath the point reached by your total net
sales opposite the amount representing
your total variable expense, this point
then becomes B2. Then draw from point
A a line to the point B 2 representing the
total of your variable expense directly
under A 1. The next step is to move up
ward from point A to the point on the
left vertical line representing the total
amount of Fixed Expense in thousands
o f dollars, point B. Move upward the same
exact distance from B 2 forming point B 1.
Draw the line B - B 1 where the line B - B 1
crosses the line A -A 1 which is the point
necessary for a break-even operation, or
if the result has been a loss and point B 1
falls above point A 1 extend lines A -A 1,
B - B 1 to determine at what sales volume
not attained would have produced a break
even level of operation.
Line A -A 1 representing sales reflects
that at $350,000.00 volume the break-even
point was reached, and as sales mounted
past that mark profits developed, the effect
of sales below the $350,000.00 mark being
to reduce the potential loss of fixed ex
penses.
I f you will prepare such a graph from
your operating results for 1934 and for
1935 you will have some valuable infor
mation for preparing your budget for
1936, or if you will mail me the infor
mation as to sales volume, total fixed ex
pense and total variable expense, I will
gladly prepare the graph for any of you
that care to do so.
In referring to your budget I have done
so with the assurance that every business
represented here is operated to some de
gree on the basis of a budget. This budg
eting may vary from merely a goal set
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for sales volume to a complete form of
budget control but nevertheless some de
gree of attempting to anticipate and con
trol future results in terms of income,
expense and profit.
There is a direct connection between
budgeting and costing, and as has been
shown, there is a definite point of sales
volume at which, a well managed business
absorbs all charges. It is based upon this
break-even point that your original basis
of overhead application is determined. I f
for example, at the break-even point of
$350,000.00
sales
productive
labor
amounted to $60,000.00 and the Manu
facturing Overhead amounted to $66,
000.00, your preliminary standard would
be the application of 110% of Manufac
turing Overhead for each $1.00 of pro
ductive labor.
I am submitting to the Association a
chart of accounts covering the various
items of Manufacturing Overhead to
gether with the suggested basis of pro
rating these expenses to product costs.
The discussion of costs and the neces
sity of adequate cost knowledge which I
have stressed does not mean to imply that
the keeping of additional records is a
panacea for inefficient plant operation.
Cost facts become merely the bringing to
light and not the cure. However, without
the facts the danger points of ineffi
ciencies, backtracking and wastes are all
too often covered up in a blanket state
ment telling you you have lost money in
the final analysis, but not w here and why.
The first question most manufacturers
would naturally ask in considering the
installation of a system of cost accounting
is “how much would it cost to install and
maintain?” Did you ever consider it from
this angle— How much is it costing you
annually not to have adequate cost
information ?
Do you know what utility you are get
ting from your rough lumber? How does
that percentage compare with the general
average of the Industry? I f you are cutting
five million feet annually and your utility is
three percent under the average, have you
ever figured your loss in dollars and cents ?
It is over five thousand dollars per annum,
and five thousand dollars will secure a
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considerable amount of cost facts for any
member of the Association.
I once had occasion to audit the ac
counts of an oil company which conducted
two operations;— one was the function of
a bulk plant dr wholesaler; the other, a
string of filling stations.
No segregation of the two operations
had been made and the picture which the
management of the business had was that
of a company doing a reasonable amount
of business but just about breaking even.
During the course of the work, I segre
gated the income and expense of the two
departments and in the final analysis the
management had brought to its attention
the fact that the bulk plant operation was
a very profitable business but offsetting
this, it was disclosed that the filling sta
tions had been losing money in about the
same amount that the bulk plant was pro
fiting, with the net result that the business
up to that point had been considered quite
unsatisfactory.
Based upon this information as a
starter, the company thereafter kept a very
accurate segregation of the accounts of
the two departments and this condition
of one profitable department and one los
ing department was found to be a con
tinuing result. A fter a reasonable period
and attempts to bolster the sales and re
duce the expense of the losing department,
it was finally decided to be expedient to
dispose of the filling station department.
Thus, through proper records a business
was saved for the bulk plant operation is
today a financially sound business, but had
the executives o f this company not de
cided to go into the intimate details of their
business, as they did, there is little ques
tion but what this company could not have
survived the depression.
Probably a similar condition might
possibly exist in the business of a Hard
wood Dimension M anufacturer and be
over a long time concealed by the failure
of that company to equip itself with the
instrument of determining facts. A survey
made a few years ago in an Eastern Bank
ruptcy Court of several thousand cases in
bankruptcy, brought out that the greatest
contributing cause to bankruptcy was the
failure to keep adequate records and the
second greatest contributing cause to
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bankruptcy was failure on the part of the
management to properly interpret the
records which had been kept.
No doubt a great part of my time has
been devoted more to the reasons why your
Industry should equip itself with adequate
cost information rather than a discussion
of the actual mechanics o f cost finding.
But corporation executives are usually not
concerned with the actual mechanics of
cost finding so much as they are with the
theories involved, as sales estimates are
usually based upon the underlying theories
of cost finding as well as upon the actual
results developed by the Cost Department.
In all probability most members of the
Association who have not equipped them
selves with an adequate cost system will
find in their own office an individual who
is capable of maintaining such informa
tion for your guidance with only a slight
additional cost, and it is my recommenda
tion to those of you who have not gone
into this phase of record keeping to take
the matter up with your office employees
upon your return and it is my opinion
that you will find worth while ideas there
which you have not suspected.
SU G G ESTED ACCOUNTS C O V ER
IN G IT E M S O F M A N U FA C T U R IN G
O V E R H E A D F O R D IM E N S IO N
M IL L S
P

ow er

P

la n t

E

xpen se

Insurance— General
Taxes
Depreciation— Equipment
Depreciation— Buildings
Coal and Fuel
W ater
Supplies
Oil and W aste
Maintenance and Repairs
Engineers and Assistants
Oilers
Firemen
Fuel Handlers
Insurance— Compensation
Purchased Power
Power charged to Departments (credit)
The last account represents the total of
all accounts, which is charged to Mill,
Kilns, Office, etc. monthly—prorated on
the basis of meter readings.
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um ber

Y

ard

E

xpen se

Insurance— General
Taxes
Depreciation— Equipment
Supplies
Power
General Expense
Demurrage on Inbound Lumber
Maintenance and Repairs
Foreman and Assistant
Inspectors
Unloading Cars to Yard
Stacking on Yard
Re-handling on Yard
Insurance— Compensation
Overhead absorbed (credit)
The last account represents the total of
all accounts, which is charged to overhead
in Lumber Inventory. Following such
lumber on a footage basis to cost of airdried lumber sold or to kiln-dried lumber
as the case may be.
D

ry

K

il n

E

x pen se

Insurance— General
Taxes
Depreciation— Equipment
Depreciation— Buildings
Power and Steam
General Expense
Kiln Sticks
Supplies
Maintenance and Repairs— Equipment
Maintenance and Repairs— Buildings
Kiln Operators
Loading Dry Kilns
Loading Lumber to Mill or Cars
Sticking Lumber
Insurance— Compensation
Overhead absorbed (credit)
The last account represents the total of
all accounts, which is charged to overhead
in Dried Lumber Inventory following
such lumber to Kiln-dried Lumber Sales
or to Lumber put in Dry Storage.
M

il l

E

xpen se

Insurance— General
Taxes
Depreciation— Equipment
Depreciation— Buildings
Power
General Expense
Maintenance and Repairs— Buildings
Maintenance and Repairs— Equipment
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Supplies
Repairs to Machine Cutting Tools
Repairs to Loose and Hand Tools
Cutting Tools Used
Loose and Hand Tools Used
Garnet and Sand Paper Used
Cutting Oils, Compounds and Lubri
cants
W ater
Salaries and W ages:
Factory Manager, Superintendent
and Assistants
Productive
Dept.
Foremen
and
Assistants
Non-Productive Dept. Foremen and
Assistants
Time and Payroll Clerks
Time Study Men
Material Supervisor and Clerks
Delivery of Lumber to Mill
Material Handlers, Truckers and
Receiving Dept.
Inspectors
Inspection— W ork in Process
Shipping and Loading Finished
Product
Caretakers and Janitors
Removal o f Rubbish
Watchmen
Stock Room Attendants
Tending Glue Pots
Rearrangement o f Equipment
Repairs to Product
Lost Time
Productive Overtime Excess
Non-Productive Overtime Excess
Inventory Taking
Insurance— Compensation
Overhead absorbed (credit)
The last account represents the total of
all accounts which is prorated to job costs
on the basis of productive labor.

A recent issue of “Business W eek” had
the following editorial pronouncement:
“The Wisconsin Supreme Court says
‘and/or’ is a ‘befuddling nameless thing/
a ‘janus-faced verbal monstrosity.’ Righto.
I t ’s a sin against the great ideal of legal
writing-precision. ‘I don’t want it short,’
a mighty able lawyer said to us once about
a paper he was drafting: ‘I want it exact.
I ’ll use every word necessary so that there’ll
be no slightest doubt about the meaning’.”
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P r o d u c t C o s t a n d E s tim a tin g in th e
S c re w

M a c h in e P r o d u c ts In d u s try *
by E . E .

V

en d er,

C.P.A ., Detroit, Michigan

SO U N D basis o f cost and estimat those that involve shipping and freight
ing is of special importance in this cost, and jobs of both costly and inexpen
industry in that each job is in itself a sive materials. Couple these facts of diver
complete transaction, and is unrelated to sification (and there are many more) with
other jobs. The situation differs from that the fact that each job is a complete trans
of makers of assembled units, such as en action in itself, and we have the picture
gines or motor cars, where the matter of of a situation for which a simple, prac
individual parts cost and sales is a minor tical, and usable cost and estimating plan
consideration. In a parts manufacturing is needed, the principles o f which I out
industry, such as this, a single job which line herein.
results in a loss is of much the same na
L et’s clear up what I mean by “Costs”
ture as an uncollectible account, the differ
before we go further. The first step in this
ence being that in the case of the bad
matter is the determination of a com
account the matter is definitely known to
pany’s cost rates for use in estimating.
the management.
The second is that of setting up a pro
The function o f costs, along with that
cedure for actually determining the cost
of the other activities, is to make business
of a job after it is in production, which
profitable. One of your number has re
serves to compare actual cost with the
marked: “T o hell with costs! One busi
estimate, for follow-up of the job in the
ness that I know hit the rocks hard and
plant with a view to cost control and cost
with a whole office full of cost clerks.”
reduction; and thus to have the fu ll facts
In that case costs failed in their function.
relative to the cost and profit o f the job
But because clerical work masquerading
at hand when the job is renewed and
as cost accounting can provide dangerously
when probable consideration may be given
misleading information is no grounds for
to price change.
breathing fire on the genuine article. W e
The differences in the operation o f the
are not going to discard automobiles be
various plants I have served is no less
cause they are often carelessly handled.
I
wish to state at the outset that the than amazing. Some will close the present
cost problems in your industry are not year with net profits ranging up to 25%
different in principle from those of many of sales, or approximately $1,500 profit
other industries. Your costs involve con per screw machine, and others will oper
siderable diversification. The jobs in any ate at a loss. Some will operate at half
one plant may represent much or little the production and sales volume o f others
material handling (large or small pieces), and still have a high ratio of profit. Some
long runs and short runs, all automatic limit their production to nothing but longoperations or in any combination of auto run jobs, not choosing to quote on less
matic, secondary and hand operations, than a million piece or continuous running
various heat treating and plating opera job. Others want short-run jobs only,
tions, outside or purchased operations, their organizations being geared up for
precision jobs and rough jobs, simple jobs quickly and economically engineering a
or those that require extensive engineer job into and through production. The
ing and tooling, jobs for local delivery and latter type of plant may not want a longrun job for the reason that it ties up its
equipment and, based on its cost o f opera
* Paper read before the M ichigan meeting o f
tions, the long-run job does not seem justi
the National A ssociation o f Screw P ro d u cts
fiable from the profit standpoint. Other
M anufacturers.

A
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plants quite thoroughly m ix the short and
long jobs, with no trend toward specializa
tion.
There are other and successful
plants which have developed m ajor, ex
clusive, or special lines of products. In
the latter instance, much has been done in
engineering economy of production and
high efficiency into their specialty lines,
thus developing lower costs than prevail
on their regular jobbing work.
The variance in plant efficiency and
economy of operation, which is reflected
in the costs and profits of different plants,
is sharply and definitely brought out
through the study of operations incidental
to the determination of the cost rates. In
one plant screw machine operators will
handle fewer machines than are generally
considered as average or normal, while in
other plants operators exceed this
“normal.” The cutting oil cost in one
plant may be a figure greater than the
power bill, or 200% more than in another
plant by any basis of comparison or mea
surement. Supervision cost in one plant
may be as high as $.126 per unit hour and
but $.074 in another. Other elements of
cost vary accordingly. In certain instances
cost rate studies and comparisons brought
to light opportunities for economies and
for enhanced profits of very material
amounts.
One of your number recently singled
out the special subject of this paper when
he said, “One can figure the material in a
job correctly, or if he doesn’t it’s his own
fault, and the labor cost can be estimated
with reasonable accuracy, but the ov erh ead
to put against a jo b really is quite a gu ess ”
It is, as too often applied. And the over
head, as generally treated, is about half of
the entire production cost. Further, with
the overhead being “quite a guess,” then
may I ask, how definite is the profit (o r
loss) figure on each job?
Some companies were found to have a
cost and estimating basis that was fairly
reliable for the m ajor part of their prod
ucts and operations while others have a
basis that is extremely misleading. No
two have been found to be alike in pro
cedure or in principle. And, no two plans
would result in figuring the same selling
price on a job even though their actual
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costs on the particular job should happen
to be practically the same.
The most common practice I have found
in estimating is that of putting a series of
figures together the total of which is the
calculated price to quote. The plan ar
rives at a figure that d o es not sh ow the
cost and it d o es not indicate the profit
amount. I f the plan is such that it could
fully cover the cost and provide a profit
in each and every type of job quoted on,
then we must assume that the inclusion for
profit is u n iform , which is decidedly not
the thing to do to the end of adequate
profit control. T h e profit to be ad d ed to
each jo b shou ld ta k e into consideration
m any fa c ts and circum stances surrounding
the jo b . In most shops there is some
special type of work that is done more
efficiently, and therefore should yield a
better than average profit. Perhaps the
job is for a customer who demands and
gets unusual attention, engineering help
and special favors, and who values the
source and is willing to pay for the service
he gets. It would require many pages to
detail the facts, pertaining to each job
quoted on, that flash through the mind of
an able estimator, the net result of which
in his best judgment should have a direct
bearing on profit addition to each jo b .
Plants located in smaller towns generally
have lower manufacturing overhead costs
than those located in larger centers, such
as Detroit. As a rule the first operation
labor pay scale is also lower. However,
this fact may be of no advantage unless
it is accompanied by the same degree of
efficiency. Secondary operation labor in
Detroit apparently employs more women
than plants located in smaller cities at ap
proximately the same earned rate. In sec
ondary operation work, therefore, any ad
vantage would only be a matter of effi
ciency. Plants located out in the State
have the facts of higher material cost and
sales freight to consider. W ith plants of
various locations having both operating ad
vantages and disadvantages, it is obvious
that there are certain types of jobs on
which they can compete and others on
which they cannot. Sm art costs are there
fo r e vital and n ecessary to su ccessfu l
m anagem ent and profit con trol in any
location.
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Two plants located at quite some dis
tance from Detroit were found to have
sales and production volume fully equal
to, or a little in excess of the average of
Detroit and surrounding plants. These
plants had the advantage of lower first
operation costs, although I cannot say how
the efficiency compared. Apparently they
had no advantage on the whole in sec
ondary operation work. Higher material
cost and sales freight represented a dis
tinct disadvantage. One of these plants
had a small amount of automotive work
and wanted more, while the other had none
— and did not w ant it. The owner o f the
second plant stated that automotive work
was at too great a distance to be handled
profitably. In the first place such work
would have to be priced too low in order
to induce buyers to place it at this dis
tance, and in the second place such remote
business as this would result in excessive
telephone, traveling and other expenses.
The deduction from such a situation is
obvious. W hat is needed is estimating
that is based on cost, with the proper profit
added on work that logically belongs in
that territory.
Several plants which I have served in
cluded tools in the factory overhead rate.
That is one certain way to fill the plant
with short-run jobs at prices that are too
low, and to definitely keep long-run jobs
in the other fellows’ plants. To put tools
in the overhead rate in this business is
ju st as illogical (and almost as serious) as
to treat material in the same way.
In association with Screw Machine ex
ecutives at meetings such as this, one
hears so many expressions, to which all
seem agreeable, one formulates the first
hand impression that there is a certain
amount of uniformity in the basis of esti
mating and pricing jobs. But, as I see how
the estimating is really done in different
plants, the great variance in prices quoted
on jobs is explained. A t these meetings
you hear such expressions as “I get $3.00
an hour for all the work I put on my
------------- machines,” and again “W e start
every estimate off with putting 10% on
the material.” In reality, of two who so
discussed this matter, the first added 10%
to the total of length of piece plus cut-off
and the second to length of piece only.
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They were both wrong in thus computing
an estimate, for the reason that the plan
either applied an indefinite part of cost
thereby, or concealed a small element of
profit on some jo b s; and secondly this in
clusion is not uniform as between a long
and short piece job. The one who applied
the 10% on length of piece probably did
not have more than was needed for bar
ends on a short piece with a long cut-off,
whereas it was explained that the purpose
of the practice was primarily to provide
for bar ends, spoiled or rejected pieces,
and “some” overhead.
Several plants attempt to apply all
“overhead” as a percentage on labor. They
include in this percentage, (a ) factory
overhead proper, (b ) material stores cost,
(c ) chip and oil separating, (d ) washing,
(e ) bulk packing and shipping, ( f ) ad
ministration and selling, and (g ) frequent
ly all inspection cost. T his kind o f a p ro 
ced u re w ill result in pricing som e types
o f jo b s so f a r in the loss colum n that it
w ill take the profit fr o m sev eral g o od jo b s
to o ffset the loss. And again this plan of
applying overhead will so materially over
price other jobs as to make a buyer wonder
if the estimator used dice to get the
figures. As a rule this procedure will re
sult in underpricing large and heavy parts,
and parts where the material is a m ajor
factor and the labor cost is less than aver
age. On the contrary, small piece jobs
where the material is a minor factor and
where the labor is greater than average,
especially where there may be a number
of secondary operations, will be definitely
overpriced.
O f the items of cost enumerated above,
the following can only be applied equitably
as individual charges to each job. (O ther
treatment may be given these costs in
plants making uniformly very small
parts.)
1— Material stores,
2— Chip and oil separating,
3— Washing,
A— Tumbling,
5— Bulk packing and shipping.
These costs can only be applied correct
ly on the basis of the weight of the ma
terial, the first two on the gross weight,
and the others on the net weight o f the
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product. These cost elements constitute
generally from 20% to 35 % of the factory
overhead cost in the average plant, and
misapplication of these costs very serious
ly leads to overpricing small piece parts
and underpricing jobs having a large ton
nage of material. To illustrate the serious
ness of this point let us consider the in
stance of an automatic screw machine with
a direct factory overhead cost for power,
space, maintenance, cutting oil, supervi
sion, and fixed charges of 83c per hour.
T o increase such a cost rate to absorb
these items might mean the addition of
17c to 29c per hour to this factory over
head rate. Calculate the effect on the ap
parent cost of two jobs of this additional
17c to 29c applied in the machine rate,
with material being used on a short part
at the rate of 50 pounds per hour and a
long part at 500 pounds per hour. The
result of including these costs in the ma
chine rate is to very definitely and serious
ly overstate the cost of the small piece job
and understate the cost of the large piece
job.
These costs (material stores, chip and
oil separating, etc.), will vary greatly in
different plants. One company may be
located on a railroad siding with me
chanical handling equipment such that the
material is never lifted by hand until it is
fed into the machine. Such a company
has a cost advantage on a job that involves
large tonnage of material. Not only can
it quote prices that invite such business
but it can get a better margin of profit
above its cost as a result of low cost in
this particular. This is but one of many
such instances that might be given. There
is probably not a company represented here
but has both certain advantages and dis
advantages in its operating set-up. This
fact makes it necessary that each com pany
sell its ow n serv ice at its ow n cost, for by
so doing it invites the. types of jobs it can
do best, and therefore most profitably, and
at the same time it quotes such prices that
the other fellow gets the jobs which he in
turn can do better.
As stated before, these costs (material
stores, chip and oil separating, etc.) vary
greatly in different plants. Cost rates of
these items have been found to vary as
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follow s:
M aterial S tores
Labor and plant overhead incidental
to receiving and storage of material
and delivery to machines— rate on
gross weight of material, per 100
pounds ............................. $.08 ½ to $.15 ½
Chip and Oil Separating
Labor, power, space, and other fac
tory costs applicable thereto— rate
on gross weight of material, per
100 p ou n d s.......................$.13 ½ to $.27 ½
W ashing P rodu ct
Labor, washing supplies, and fac
tory overhead incidental thereto—
rate on finished weight of product,
per 100 pounds.........................$.09 to $.17
Tum bling
Labor, power, space, etc., incidental
thereto— rate on net weight of
product, per 100 pounds___ $.05 to $.10
B u lk P ackin g and Shipping
Including labor of bulk packing and
shipping, general containers, and
plant overhead of this department
---- B U T , NOT IN CLU D IN G A N Y SALES,
F R E IG H T OR D ISTA N T DELIVERY COST

— rate on net weight of product,
per 100 pounds ...................$.23 ½ to $.55
N o t e : The lowest cost under this cap
tion is that on a certain class of jobs of
one company delivered in metal containers
that are used over and again repeatedly,
whereas the highest rate is that of a com
pany making smaller than average parts,
most of which are shipped in a good grade
of wooden boxes. These costs vary so
greatly in different plants that I have been
reluctant to include actual figures because
they cannot be a guide to others, without
knowing the operating facts back of them.
W e turn now to a discussion of the cost
elements which properly comprise the fac
tory overhead.
These costs can best be applied to jobs
as machine or unit hourly rates. Such
costs together with a designated basis for
application and the determination of ma
chine rates are as follows:
1. D epreciation o f M achinery
There seems to be general agree
ment within the industry that depre
ciation is and should be definitely a
part of production cost.
Further
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there seem to be quite definite and
various theories on the subject. How
ever, the fact remains that there is
much fully depreciated and low cost
second-hand machinery in use.
I
would like to see all those in the in
dustry not only recognize adequate
depreciation in their rates, but actual
ly reco v er it through fu ll provision in
their costs and selling p rices to the
end of keeping their plants up-to-date
through constant replacement with
new and modern machinery.
However, I have repeatedly seen
companies using an estimating basis
that provided an overhead on jobs
p er their b o o k figu res which carried
practically no depreciation. F or this
reason, I have been constrained from
asking a client to accept in his rates
the depreciation that I would like to
see.
However, all the companies
which I have served thus far are
using in their rates of minimum of
5% on “new” cost valuations, regard
less of what they paid for the machine
or whether or not it may be fully de
preciated.
2. M aintenance
Maintenance cost here represents,
(a ) purchased repair parts, (b ) labor
of machinists, tool makers, mill
wrights, belt repair men, oilers, etc.,
together with such departmental over
head as is applicable thereto, and (c )
outside maintenance purchases.
Maintenance costs are first gen
erally allocated to departments, then
apportioned to machines and produc
tion units within each department on
the basis of machine valuation. The
divisor here is the actual hours run.
3. P o w er
The power cost used in the follow
ing schedules represents an apportion
ment of the net bill for power to ma
chines in accordance with the H. P.
rating and in collaboration with the
company’s engineers. The divisor
here is the actual hours run.
4. Cutting Oil
The cutting oil cost here illustrated
represents an apportionment of the
purchases in accordance with studies
of machine requirements, the divisor
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being the actual hours run.
5. Supervision, etc.
This caption includes the salaries of
the superintendent’s staff, foremen,
floor inspectors, tool crib attendants,
purchasing, estimating, shop clerks,
personnel supplies, and incidental ex
penses. These expenses are applied
equally to each machine or produc
tion unit, on the theory that the cost
of supervision, shop clerical, etc., is
practically the same to supervise the
work of a $250 hand miller as a
$5,000 grinder or automatic. The di
visor here is the actual hours run.
6. S p ace Costs
This group of accounts includes
building rent, maintenance and de
preciation, real estate taxes and in
surance, payroll of watchmen, fire
men and janitors, the cost of fuel,
janitors’ supplies, light, and other ex
penses generally classed as occupancy
or building expenses. These expenses
are apportioned to machines and oper
ating units on the basis of space re
quirements and the divisor is the
actual or standard hours.
7. M iscellaneous
This classification includes such
items as personal property taxes and
insurance, etc. Apportionment is to
machines on the basis of valuation, the
divisor being the actual or standard
hours.
The details comprising the factory over
head cost rates resulting from an applica
tion of expenses in accordance with the
foregoing are illustrated in the following.
Totals are not shown for the reason that
neither the “highs” nor “lows” were found
to exist in any one company or group of
companies. The company with the highest
“supervision” cost might have other costs
correspondingly lower.
Factory
Overhead
$7,500
$1,425
Account
Automatic Automatic
Groups
Depreciation $.
-.250 $.
-.048
Maintenance
.334-.242 .076-.055
Power
.160-.104 .020-.013
Cutting Oil
.095-.050 .019-. 010
Supervision
.126-.074 .126-.074
Space Cost
.090-.046 .037-.019
Miscellaneous .127-.037 .024-.007

Bench Work
$185
(Assembly,
Drill
Inspection,
(L ig h t)
etc.)
$.
-.006 $ ............
.015-.011
............
.015-.010
............
_____
______
.126-.074 .126-.074
.031-.016 .031-016
.003-.001
............

Administrative and selling expenses in
most plants range from 10% to 12 ½% of
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total m anufacturin g cost. By total manu
facturing cost I mean the total cost of the
job for, (a ) material, (b ) tools, (c ) the
entire manufacturing cost, (d ) provision
for spoiled work, and (e ) cost of all out
side or purchased operations.
Tool room factory overhead has ranged
in the various plants whose costs I have
studied from 25c to 35c per man hour.
The cost estimate throughout should be
as exact as possible in order that the profit
may be added as a definite amount. Thus,
in deciding upon the profit to apply to each
job, full consideration can be given to all
the circumstances surrounding the job.
Detailed recommendations for computa
tion of the cost estimate follow :
M aterial
The material cost estimate per M
pieces should represent the exact
amount required to make just that
many pieces, without provision here
for spoiled and rejected parts. (A l
lowance for spoiled pieces should be
applied in the estimate as a separate
item including the full production cost
thereof.)
O f course, in ordering material,
provision should be made for spoilage
and rejections anticipated, and even to
generally provide for a slight over
run, if that seems desirable.
The above stipulation relative to
being exact in the material cost esti
mate is very important. The practice
that is so common of just adding a
fixed percentage to the material does
not work out uniformly on (a ) short
and long pieces and with varying cut
off, (b ) jobs where the scrap ratio
varies, and (c ) jobs having a number
of, or high cost of operations in rela
tion to material.
T ools
The entire tool cost incidental to
the job should be included in the esti
mate. The procedure in accounting
for tools with respect to jobs varies
greatly in different plants. However,
there is but one way to correctly apply
tool cost in this industry.
*M aterial S to res and
*C hip and Oil Separatin g
These costs should be applied to
each job based on the gross weight of
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material.
Tum bling,
* W ashing, and
*B u lk P ackin g and Shipping
These costs should be applied to
each job based on the net weight of
product.
Cost o f F actory O perations (Including
Set-up)
The simplest and most exact pro
cedure of applying the cost of first
and secondary operations in this in
dustry is to divide the machine or op
eration hourly rate by the net pieces
per hour. The hourly cost rates may
be prepared in convenient table form
and represent the total of (a ) the fac
tory overhead rate and, (b ) the direct
labor earned rate that will pertain to
the jo b in question. Bench inspection
cost should be applied to jobs indi
vidually, under this caption.
P urchased O perations
Such purchased operations as heat
treating, plating, etc., should be in
cluded in the estimate at the exact cost
thereof.
The cost estimate should be sub
totaled at this point for the calculation
of the cost o f scrap or spoiled and
rejected pieces.
Scrap (Spoiled and Rejected Pieces)
Production scrap and spoilage
should be a definite part of the cost
estimate and the cost thereof is and
should be the cost of operations per
formed, tools, material, etc.
A rough job where spoiled pieces
might approximate one in a hundred
should be computed at 1% , whereas
a precision job of limited quantity
might be calculated at 10% or more.
T otal M anufacturing Cost
The total manufacturing or factory
production cost would be the total of
the preceding items.
A dm inistrative and Selling Cost
Administrative and selling cost, or
commercial overhead as it is some
times termed, should be applied as a
rate on “Total Manufacturing Cost.”
The rates of various companies with
* Other treatment might be given these costs
in plants making nothing but uniformly
small parts.
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which I am familiar vary from 10%
to 12 ½ %
There are some companies who fa
vor high priced material jobs by ap
plying administrative and selling ex
pense on the cost of factory opera
tions only, of course at a higher rate
than is indicated above. Considerable
might be said against such a practice.
Cost to S ell
Cost to sell is meant to include the
foregoing elements o f cost plus sales
freight and discount.
P rofit
Profit, as before stated, should be
a special consideration in connection
with each job.
Selling P rice
The price to quote will be the total
of the foregoing, (a ) net material,
(b ) tools, (c ) all direct elements of
manufacturing cost, (d ) purchased
operations, (e ) provision for scrapped
pieces, ( f ) administrative and selling
cost, (g ) sales freight, (h ) cash dis
count, and ( i) profit.
It seems to be the practice of most com
panies to calculate the cost estimate of the
“first operations” on the basis of an op
erator running a fixed number of machines
on any and all jobs. There are certain
companies, however, that recognize in their
estimating the fact that different jobs re
quire more or less of an operator’s time
than average. To estimate and price jobs
in recognition of this fact, is to invite jobs
into the plant of the type on which an
operator will handle more than the usual
or average number of machines. There
has been some time study work in the in
dustry but none, so far as I know, have
brought it to the conclusion of preparing
tables of the results in such form as may
be used by the estimator. There is oppor
tunity here that will pay large dividends
for time and effort expended in this di
rection.
To those in the industry who have been
using a condensed and over-all basis of
figuring estimates, the procedure outlined
herein may seem like a long road to deter
mine selling prices. In practice it is more
simple than it may seem. It is not com
plicated once the procedure is properly set
up and organized. But, to do other than
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apply correct cost principles in connection
with the estimating, is to overprice certain
jobs quoted on and to underprice others.
The net profit result of the wrong estimat
ing procedure cannot be other than costly.
Ju st how costly it is depends on ju st how
contrary it is to the facts of the actual
cost o f production.
W hat I have here presented is not “just
theory,” but facts that have been demon
strated in several o f your plants. You can
verify this, or better still, figure it out for
yourself.
In closing, the most important thought
I can leave with you is this: Each com
pany has individuality and personality.
These are expressed in differen t costs, in
g reater efficiency on certain types o f jo b s,
and in relation to som e m arket w hich it
can serv e best. Therefore, sell the output
of your plant, the service of your organ
ization, at you r own cost o f such produ c
tion and service, and at such profit as is
consistent with the circumstances sur
rounding each job.

U N A N SW ERED
W hat make$ u$ ri$e at break of day,
Gulp down a meal and ru$h away,
And at a de$k till evening $tay ?
W hat i$ the gla$$ through which we $can
Each deed, each project and each plan,
Each $truggle of a fellow man?
W hat clothe$ a $tupid man with wit,
Enable$ him and make$ him fit
In company of king$ to $it?
F or what do we $et honor b y ;
Give up a love without a $igh;
Endure the hi$$ing and the cry?
W hat make$ a $candal and rom ance;
Make$ $peculation out of chance,
And change$ thieving to finance ?
And what, when life’$ poor lamp i$ burned
And to the $hadow we have turned,
Become$ the cheape$t thing we’ve earned ?
K alen d s, W averly P ress
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A P u b lic P o lic y A s T o O p e n P r ic e P la n s *
by

Vice-President, American Marketing Society
and
Executive Secretary and Treasurer, The National Fertilizer Association
C h a rles J . B

rand,

H EN codes of fair competition
under the National Industrial Re
covery Act were invalidated by the Su
preme Court’s decision in the Schechter
case on May 27, 1935, business self-gov
ernment received a severe and perhaps
necessary setback. Industry and trade,
through their code authorities, were not
ready, by and large, to discharge the re
sponsibilities involved in self-government
competently and with sufficient devotion
to the public interest. They were as yet
too inexperienced in the preparation of
laws for self-government and their admin
istration.
A fter a period of exemptions from
many of the prohibitions of the anti-trust
laws, business finds itself, so far as the
competitive struggle is concerned, back
where it stood in predepression days. Ap
proved codes, that effected a suspension of
the anti-trust laws, permitted operation of
business in certain respects entirely with
out reference to or effect by legal restric
tions hitherto prevailing that many busi
nesses had felt made efficient and fair op
eration impossible.
The goal of successful business selfgovernment must be erection of standards
of business conduct that can be enforced
legally, certainly upon those participating
in any plan, and to a great extent also
against those whose unethical and often
illegal conduct contributes so largely to the
breakdown of the proper operation of an
intelligent and equitable price system. Any
instrumentality or device that tends to
cause the price system to operate more
justly and fairly to producers, distributors,
and consumers is charged with a public
interest and should be worthy of having
elaborated, with respect to it, a public pol
icy. Any open pricing plan that reduces
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* Address before the Annual M eeting o f the
American M arketing Society, A tlantic City, N.
J., November 31, 1935.

unfair competition and promotes fair ex
changes of commodities, giving the pur
chasing public quality goods at reasonable
prices, with reasonable compensation to
distributors for their services and only rea
sonable profits to producers under condi
tions of efficient operation, is worthy of
being perfected under a publicly under
stood and publicly declared policy.
Business self-government that promotes
the cause of economic justice should be
desired devoutly, both by the government
and by the citizen. Anything that helps
toward this end, as I believe open pricing
does, is in the public interest. It seems cer
tain that no plan of self-government that
results in the injury and sometimes cruci
fixion of the well-behaved element of a
trade or industry, without suitable safe
guards against the destructive work of the
unfair and irresponsible, is worth the pow
der it would take to blow it up.
A F e w Com m ents on Com petition
W ith the foregoing generalities as a
background, I want to say a few words
about competition. I received the economic
pabulum of my youth from Chapin’s edi
tion of Francis Wayland’s old text book
“Elements o f Political Economy.” W ay
land said that competition is the endeavor
of two or more persons to gain the same
thing at the same time. This simple con
ception does not seem to fit things as they
are today when we look upon competition
as the free action (sometimes) of indi
vidual self-interest (at most all tim es).
The last issue of T h e A m erican M arket
ing Jou rn al, the official organ of our Soci
ety, contained an article by Louis Bader
entitled “Imperfect Competition and Its
Implications.” It set me to thinking about
what perfect competition might be or might
have as its end result in the field of com
modity exchanges. I half-way concluded
that under conditions of perfect competi
tion there would be only one price at one
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time for the same quantity of the same
quality of the same commodity in the same
market.
To whatever extent ignorance, unintelli
gent custom, deception, fraud, coercion,
oppression, combination, monopolization,
forestalling, regulation, charity, and other
disturbing causes exist in the market, to
that extent the operation of perfect—
though not necessarily fair— competition is
thwarted.
The removal of hindrances,
obstacles, or disturbing factors of any
kind that prevent fair competition is in the
public interest, and any device or instru
mentality that contributes to the eradica
tion of imperfect and the restoration or
inauguration of more perfect competition
deserves the fostering that usually ema
nates from a friendly, constructive public
policy toward it.
Open pricing constitutes such a device in
my view. It is not a single definite thing.
The procedure or agency so referred to is
variously called open pricing, open price
filing, open price reporting, open price
plan, open price association, open price
scheduling, and the like. The only feature
common to all of the various designations
is that they involve, among other things,
the distribution or exchange of price in
formation in some of its infinitely varied
forms, or other information that has a
bearing on price.
Open P ricing in the F ertiziler Industry
In the public mind open price listing or
filing has, in the past, unfortunately, often
been considered synonymous with price
fixing. Such an impression was quite
prevalent at the time industry codes under
N RA were in operation, when the opinion
that codes which provided for open pricing
served to fix prices was widely held. In
my appearances before Congressional com
mittees investigating the administration of
industrial codes I was impressed by the
lack of understanding as to the purpose of
price filing, its place in our economic order,
and how it can operate in the general pub
lic interest.
Open pricing as a current issue may
perhaps be of less importance today than
it was in the days of the National Recov
ery Administration. I strongly feel, how
ever, that a price filing plan wisely admin
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istered is still desirable in many industries,
is in fact an almost indispensable factor
in the distribution process of certain in
dustries, and that eventually the desirability
of such plans will be quite generally recog
nized. The subject is of sufficient impor
tance, it seems to me, to ju stify its con
sideration by those who are directly con
cerned with problems of distribution. Con
sequently, when Mr. Coutant asked me to
suggest a topic on which I would be willing
to speak at this convention, I decided that
a discussion of price filing— what it is and
how it can serve the public interest— in
spite of the invalidation of N RA codes
would still be timely and should be of some
direct value.
Under the fertilizer code our industry
adopted an open price scheduling system.
The price schedules were not price lists,
generally speaking. Price lists conformed
to price schedules, but the schedule was
the document filed with the Code Author
ity and supplied to competitors, while price
lists based thereon were furnished to
agents, dealers, or consumers, as the case
might be.
In brief, under proper safeguards, fer
tilizer producers filed with The National
Fertilizer Association, the designated dis
interested agency, schedules of their prices,
terms, and conditions. These schedules
became effective ten days after filing, ex
cept schedules filed to meet competition,
which became effective at the same date
as the schedule to be met, if filed at least
48 hours before the effective date of the
competitor’s schedule. Sales were required
to be at the exact prices and on the exact
terms and conditions set forth in these
schedules. In other words, a producer
could not sell at prices either higher or
lower than those set forth in his filed open
price schedule. Each producer was abso
lutely free to name any price and to state
any terms or conditions of sale that he
chose, but he was not permitted to make
sales or offers for sale until he had filed
his open price schedule and its effective
date had arrived.
During the life of our Code in the neigh
borhood of 12,000 schedules were filed by
between 800 and 900 producers. On May
27 approximately 2,200 effective schedules
were on file.
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Our industry had four years of severe,
and in fact destructive, losses prior to
November 10, 1933, when our Code be
came effective. As nearly 80 per cent of
the fertilizer sold in any year moves in the
months of January to April, inclusive, we
therefore enjoyed practically two complete
seasons of operation under our open price
filing plan. These two years were years of
moderate, but in view of prior losses, satis
fying, experience. Our over-all profit prob
ably did not exceed between 6 and 8 per
cent, which is very moderate for an indus
try that can make only one sale a year,
generally speaking. When a farmer buys
his fertilizer at planting time, he is out of
the market for practically twelve months.
W hen 35 per cent of the business is done
in a single month, varyingly either March
or April, and 80 per cent of the total busi
ness of the year is done in four months,
you may vision the type of problem that
confronts us.
A t this point it might be well to con
cede that price filing under the codes was
not an unqualified success in every case;
in fact, I understand there were some dis
mal failures. In some industries the plan
fell down completely. When the Research
Division of the present N RA , under Dr.
L. C. Marshall, which is now engaged in
making a study of price filing under the
codes, decided to analyze one industry in
which open pricing was successful, another
in which results were spotty, and a third
in which price filing was a failure, it did
not experience any difficulty in finding in
dustries of the second and third types.
A failure of any particular plan should
not be construed as meaning, however, that
the underlying theory of open pricing is
wrong and that it is generally unworkable.
As you know, many codes were hastily put
together and were placed in operation be
fore they could be administered efficiently.
Industries which had previously given lit
tle thought to price filing put such a pro
vision into their codes, and when it came
to administering such a plan together with
all the other complex provisions of codes
it proved too complicated for staffs which
had had no previous experience in industry
self-government, or in the administration
of public statutes.
In discussing price filing it cannot be
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emphasized too strongly that it cannot be
construed as price fixing in any shape or
form. As a matter of fact, if correctly
administered it prevents price fixing.
Neither can price filing be regarded as a
method of eliminating or evading a com
petitive price system.
Price filing, or open pricing as I prefer
to call it, is, in brief, a method of bringing
price competition into the open and is a
device whereby producer, distributor, and
consumer may act intelligently in making
business decisions, particularly as to all
matters that involve price. Open pricing
does not involve, directly or indirectly,
agreement upon price, coercion to file or
to observe particular prices, or action in
any way inequitable or adverse to the
consumer.
Under any plan for open pricing that is
wisely conceived and properly adminis
tered, the manufacturer is free to set his
own price. The individual producer is
under no compulsion to sell his goods at
the same price as his competitor. He files
with a central agency and with his com
petitors the prices at which he wishes to
sell. Thus price competition is brought
into the open, with each member of the
industry learning directly at what prices
his competitors are selling. Without open
pricing the manufacturer would eventually
learn from consumers or from other— and
frequently unreliable— sources his com
petitors’ prices.
Under a secret price system the pur
chasing public is apt to be kept ignorant
regarding the true facts as to prices, terms,
and conditions of sale. There is often lack
of price uniformity by a selling company,
with the result that different consumers
of the same purchasing class pay different
prices. It is only natural for an individual
to show resentment when he learns that a
neighbor has been given a lower price for
identical merchandise. In general, all con
sumers under like conditions should be
allowed to purchase the same commodity
from the same producer at the same time
at the same price. A policy of unfair price
discrimination and of secret rebates is bad
for business in general and is unfair to
the consumer.
Under a properly conducted open pric
ing plan price changes come to the atten
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tion of consumers as soon as they are
made, and prices charged by competing
manufacturers, being a matter of public
record, are also known by the consumers.
Under such a system the public is in a
much better position to buy intelligently
than it is under a secret price system. It
is difficult to see how a wisely administered
and competently supervised open pricing
plan can be other than beneficial to the
consuming public.
One of the principal advantages of open
pricing is its value as an instrumentality
of industry stabilization, a condition to be
desired from the standpoint of public in
terest. In some quarters, unfortunately,
stabilization has come to imply unreason
ably high prices and unduly large profits.
It is perhaps needless to say that I do not
use the term with any such connotation,
but I refer to industry stabilization as a
condition to be desired and a condition
essential to economic stability in general.
I am referring to a stabilization of indus
try which is effected by lawful and eco
nomic processes and accomplished by in
dustry cooperation.
A secret price system in certain types
of industries tends to result in demoraliza
tion instead of in stabilization. I think this
is particularly true in industries of a high
ly seasonal nature, in which a large pro
portion of the year’s business is done in a
relatively short period, and where the con
sumer makes a purchase only once a year.
Under such conditions the manufacturer
is confronted with the necessity of selling
his merchandise at once or not at all. He
cannot regard vicious price cutting on the
part of a competitor as a temporary mat
ter and something which can be disre
garded. H is goods must be sold at once,
regardless of price levels, discrimination,
and rebates. W hen the final settling price
is determined upon he is likely to find that
the season has been unprofitable, perhaps
disastrous, for him. It is certainly open to
question if in the long run the consumer
will profit from vicious, cut-throat com
petition, with its concomitant practices of
fraud, misrepresentation, price discrimina
tion, and secret rebates, even if lower
prices are obtained for a time.
The conditions which I have just de
scribed are those which too often have
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prevailed in recent years in the industry
which I represent. As a result, practically
every large company in the industry which
is an independent corporation has had to
go through reorganization. One large com
pany is just now emerging from the pro
tection of the courts. The financial difficul
ties experienced by these companies can
be traced directly to the evils inherent in
a secret price system. Certainly no one
can argue that such industry demoraliza
tion, resulting in loss to investors and in
stability for employees, serves any useful
purpose and is anything but harmful to
our economic system.
Destructive competition, based on mis
representation, circulation o f false re
ports, suspicion, ignorance of the true
facts as to prices, terms, and conditions of
sales, often times is the type of competition
which results under a secret price system.
Under such conditions business is harassed,
injustice to the consumers results, and the
manufacturers suffer. It is conditions such
as those that open pricing is designed to
eliminate. When members of an industry
have on file with a dependable agency
prices, conditions, and terms of sale, fraud
and misrepresentation are reduced to a
minimum. The competitor and the buyers
are in a position to see that the manufac
turer abides by his filed prices and terms.
Unethical trade practices which are the re
sult of growth over a period of years can
be eliminated by the use of open pricing.
Under a system which permits of vici
ous price cutting, with the consequent pres
sure on the manufacturer to cut his costs
drastically, it is often labor which suffers
most. There are many cases on record of
wages of a few cents an hour having been
paid in various industries in the period
prior to the organization of the National
Recovery Administration. One method of
preventing such a deplorable condition is,
of course, the establishment of minimum
wages. Another method is to eliminate the
features of a price system which tend to
result in the sort of price cutting which
inevitably causes wage cutting. In my own
industry common labor was paid as little
as four and a half cents an hour (although
the average was around 14½ cents) at the
time when all of the evils of a secret price
system were making themselves felt.
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The small manufacturer in particular is
benefited by an open pricing plan. Gen
erally speaking, without such a plan the
large producer, by use of secret rebates,
discrimination, gratuities, and other prac
tices of like nature, may be in a position to
squeeze his small competitor to the wall.
In our industry fortunately this condition
has not existed. I am speaking merely of
economic tendencies. W hen competition
is brought into the open the small firm is
more nearly on a level with its large com
petitor. I think that it can be stated as
fact that the business units which have
profited most by open pricing are the small
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firms. In fact, generally speaking, I would
go further and say that some have benefited
more than they should have equitably, be
cause of the fact that on the whole many
of them have not contributed rateably to
general industry progress through research,
educational work, and otherwise.
As a measure of the extent to which
small companies benefited during codal
operation and largely through the open
pricing scheduling system, I may say that
based on official tax tag figures for the
State of Alabama, comparing the gain in
sales volumes between 1932-1933 and 19331934 seasons, large companies increased
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their volume of business approximately 7
per cen t; intermediate companies nearly 52
per cent; and small companies over 112
per cent. While this illustration is some
what extreme, a similar situation is dis
closed by sales in a number of other states,
leaving no doubt as to the facts.
Producers exercised their right to file
price schedules without hindrances from
any angle. The largest number of sched
ules filed by any one company in a period
of 18 months was 25 schedules. Many
filed from 12 to 15, and a few of the
small companies filed only a single sched
ule and adhered to it throughout the period
of Code operation.
That open price filing even with a wait
ing period of ten days does not prevent
frequent price changes by manufacturers
is shown graphically by the accompanying
chart. The extremely seasonal nature of
the industry should be kept in mind in
examining the chart.
As to the elevation of prices alleged to
be due or related to open price filing, it
should be said that between September 13,
1933, and September 15, 1934, the index
of fertilizer prices at the farm, according
to the Bureau of Agricultural Economics
of the United States Department of Agri
culture, rose 6 per cent. In the same
period the index number of all commodi
ties bought by the farm er increased 29
per cent, while the index number of prices
received for farm products at the farm in
creased 22 per cent. It would seem a
fair inference from these facts that the
price filing provisions of the Code did not
adversely affect the farmer.
Due to sales below cost and attendant
heavy losses, wholesale prices increased 34
per cent, basis average cash price to
agents f. o. b. factory, comparing the sea
son of 1934 with 1933. Comparing prices
at the farm, based on Bureau o f Agricul
tural Economics index for March in both
years, the retail price rose 14.4 per cent,
the index rising from 91 to 104. This
moderate increase in the price at the farm,
compared with the necessarily large in
crease at wholesale, is attributable to the
fact that the producer’s price to the con
sumer was made effective by agency ar
rangements with those who had previously
served as dealers. As dealers they had
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taken title to the property and sold it at as
high prices as could be obtained.
In this paper there is no special call to
speak of the help labor received through
the operation of our Code, which included
open pricing among its fair trade practice
provisions. Without the Code there is
practically 100 per cent agreement among
members of the industry that there would
have been no profits, in fact severe losses.
Net earnings made it possible to increase
the number of our employees in March,
1934, over March, 1935, by 89 per cent,
and our pay rolls by 108 per cent. Some
of this increase was due to a seasonal shift
and a small part of it was due to increased
production. Only through increased earn
ings could it be financed. These results
for labor were achieved without unfairness
to the consumer, as already shown.
Summarizing the effects of open price
filing or reporting, I believe it (1 ) occa
sions desirable stability of the market in
the interest of both producer and con
sumer, ( 2 ) protects, if need be, the smaller
manufacturer by disclosing to him, as well
as his larger competitor, the true state of
competition in his operating territory; and
(3 ) removes discrimination as between
purchasers, so that, generally speaking,
any consumer may purchase a given unit
of a particular commodity at a given point,
at a price, available and known to all in
terested parties, arrived at by a more in
telligent competition.
In these circumstances, I feel that a
public policy as to open price filing should
be worked out, in cooperation with the
Government, by each industry or trade to
which it is appropriate, and that this policy
should include, as a minimum, the follow
ing features:
1. The exchange of accurate information
as to prices, discounts, allowances, terms
and conditions o f sale, and cognate mat
ters, obviously however not going so far
as to disclose confidential data concerning
individual
enterprises.
Stability will
eventuate only when all affected parties,
producers, distributors, and the purchasing
public have equally complete and reliable
information as to the market.
2. The clearly defined and clearly under
stood right of any seller to change prices,
terms or conditions at any time whatso

46

T H E C E R T IF IE D P U B L IC ACCOUNTANT

ever. In other words, definite assurance
that price fixing, whether by combination,
conspiracy, intimidation, or pressure, is
not involved either directly or indirectly,
tacitly or concertedly.
3. The privilege of filing, at the inaugu
ration of any plan, of the then prevailing
or a new price list disclosing the prices,
terms, and conditions existing at the
moment, with the understanding that such
list constitutes a continuing report of the
sales being made thereunder from time to
time.
4. W hen for competitive or other
reasons a sale is, or sales are, made vary
ing from the filed open price list of any
participant in such a plan, he (the seller)
shall either file a new open price list or
a report of change with proper incidental
information.
5. The original o f any, first price list or
any subsequently filed price list should be
supplied promptly to a confidential, disin
terested central agency, preferably the
trade association of the industry, and to
competitive producers in the particular
area involved. Such lists and the price
change reports next discussed should dis
close prices realized in previous trans
actions or available to the particular buyer
at the moment of sale, not future prices.
6. Price change reports should be filed
promptly with a disinterested central
agency and/or its areal subdivisions, with
the understanding that such agency will
summarize appropriately the reports of
changes, and supply the summaries
promptly to all competitors. The purpose
of having this done by a central office is
to minimize the work entailed upon each
producer, if he were required to serve re
ports of price changes upon all producers
in a given territory, each time he made a
price change. Such summarization and
distribution of price change reports by
the central agency may remove any ten
dency on the part of any seller to continue
a given price status that he might feel
if the labor and expense involved were to
be borne by him individually.
7 . Each industry or trade, in order that
proper coordination, uniformity of in
terpretation, and accuracy of legal super
vision may eventuate, should provide a
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suitable centralized unit to achieve these
purposes.
8. A suitable degree o f publicity of price
information should be provided which
would authorize the inspection of price
data by the affected purchasing public,
either at a central or areal office, or which
would insure that there be published
periodically accurate data giving the
salient facts as to price for the informa
tion of the particular public affected, and
interested agencies of government.
9. Provision o f any open pricing plan
intended to promote observance must not
provide for penalties. They may contem
plate the assessment o f liquidated dam
ages, provided damage occurs, the extent
o f which is uncertain and difficult of ac
curate ascertainment, but the damages as
sessed must be reasonable, as measured
by the injury done, and not a penalty im
posed to coerce performance through
group pressure.
10. Association officials or employees
may not intervene by advice, suggestion,
or any other means, to change or thwart
the lawful actions or purposes o f any
member of an industry or trade, who
operates under an open pricing plan. Such
intervention might quickly result in viola
tion of law and public policy by substitut
ing concerted action for free individual
action.
I t is my view that an open pricing plan
incorporating the foregoing features, and
others that may be desired in the interest
o f the industry or trade, that are not ad
verse to the public interest, will not con
stitute price fixing, or a restraint of trade,
and will deserve promotion in whatever
trade or industry it may be found ap
propriate.
Certainly open price filing would seem
more desirable, from the standpoint of the
consumer’s interest, than price fixing as is
provided in the Guffey Act which governs
the bituminous coal industry. Reliance
upon the argument that bituminous coal
is a natural resource does not seem par
ticularly convincing. So it is, and almost
inexhaustible at that.
It is suggested that students of market
ing interested in the Supreme Court de
cisions that bear on open pricing and the
(C ontinued on page 53)
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The T a ft Brothers, sons of the late Chief
Justice, got a substantial rule 50 victory
in 33 B T A No. 102. Robert alone didn’t
do so well in No. 35. The following
C .P.A ’s figured in 33 B T A with varying
success: Charles Kurz No. 4 3 ; John Con
lin No. 5 1 ; Albert W . Torbet No. 7 7 ;
H. A. Bernbach No. 8 4 ; G. H. Abbott No.
99. The case of Van Sicklen (33 B T A 84)
presents some curious facts. A corporation
sustaining an undisputed taxable loss of
over $80,000 nevertheless made “gifts” out
of surplus to an extent of over four times
that amount. The case o f Bass v. Hawley,
62 Fed. 721, was cited at length to uphold
the Board’s decision that such “gifts” were
taxable to the recipient, as income. W e
concur.
The N. Y . D aily N ew s of December
fifth had an article in which four male
members of the theatrical profession were
interviewed about their clothes. W e’ll bet
they will regret it when the Internal Rev
enue people check their returns, in view
of Article 24-1 of Reg. 86, O D -1031-5CB141, 3 B T A 1069, and Bulletin F .
W e recently had the sad duty of going
over the papers of a man lately deceased.
Among them was a policy in a mutual in
surance company, which is still going
strong. This policy bore the date of 1898,
and was numbered below ten thousand.
Our own policy in the same company is
over 132 thousand. Both policies were
hand written. It is really only within very
recent years that typewritten and photo
stat policies have been used. But even in
1898 the typewriter was commonly used
for correspondence by business concerns.
Y et in the old policy was a pen and ink
letter of transmittal completely in the hand
of the then secretary of the company. A
real museum piece which we would like to
have had donated to some school of
commerce.
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H A P P Y N E W Y E A R , everybody!
This is station W C P A broadcasting on an
infrequency of one and one-half per an
num. This time we are going to give you
something never before attempted, ju st to
show you what happens when listeners
(yes, that plural is right) dare us to do
something. W e may be scared, but we
won’t be dared. That’s our motto, and you
seem to be stuck with it. W e are putting
on an Old Joke program; with the Kid
as Master of Ceremonies; he is now talk
ing to you. The first number will be by
the orchestra, entitled Old Jokes at Home.
Now we will hear from the star o f the
evening, Oldtimer.
Oldtimer: The British Tommy has a
favorite ditty to the effect that “Old sol
diers never die; they merely fade away.”
Old jokes don’t even fade away unless
your radio needs new tubes. Really, if it
weren’t for my memory I ’d feel quite
young; but when I hear the Youngster
laugh at jokes that my granddad used to
tell me, then I know I ’m old. A good
memory may sometimes be a curse as well
as a blessing. Unless it is one of the kind
described by a little boy who never could
remember his lessons. His memory was
“the thing he forgot with.” But here’s one
we used to banter around when I was
studying geography, about the fifth grade.
I f you needed new trousers, where would
you go? Pantsylvania. I f you needed a
new sweater? New Jersey. I f you hurt
your knee where would you go? Ne
braska. But if a girl hurt her knee ? She’d
go to Jerusalem where the sheeny grows.
And then there were the stories of how
places got their names. Most of them, I
regret to say, originated with the old type
of traveling man, or drummer, and cannot
be told here, lest they corrupt the pure
ether waves. But here’s one as a sample.
A ship was going down off the coast of
Georgia; the captain, going down with it,
yelled to the men in the one lifeboat that
got away, to save his daughter Anna. As
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long as they were in hearing distance, they
could hear his plea, “Save Anna.” So they
named the spot where they came ashore
Savannah.
K id : Save the other place-name stories
for the Order of Twelve.
Now while our star rests a bit, we’ll hear
from Philo.
Philo: Thank you, M ajor Bowlegs; or
should I say Mr. Cracker.
K id : You mean wise-cracker?
Philo: No. Graham cracker!
K id : Go into your dance.
P h ilo : W ell, a man named Burton wrote
an Anatomy of Melancholy which is still
one o f those classic best sellers that are
prescribed reading in those 15-minute-aday courses. Though I never have met
anyone who read it. But “An Anatomy of
Humor” is still to be written, though sev
eral attempts have been made at it. Humor
ju st defies analysis. Julius Caesar pulled
a pun in his Gallic wars, based on the
word equites which meant both knight and
cavalry. So we see that the pun is not only
the lowest, but probably the oldest, form
of joke. F o r example, take the one about
a millionaire being a man in the woman’s
hat business. Oh, yes; I ’ve got a million
of them !
K id : That will do! L et’s see if Sinbad
can give us some salty ones.
Sinbad: Sorry I can’t accommodate you.
Most of them are too salty to begin w ith;
and those that aren’t require translation
out of the nautical language that destroys
the flavor of the joke. As for instance,
winding the anchor watch.
K id : Oh come, Sinbad. You must know
one that’s nautical without being naughty.
Sinbad: W ell, the old sailing ships used
to carry clerks or supercargos—
K id : Yes. W e’ve all seen “Mutiny on
the Bounty.”
Sinbad: . . . and they were just as un
popular with the illiterate masters and
mates as they were with the crew s; though
they might be really write good fellows.
Get it?
K id : Yes. I hope the audience does too.
Sinbad : The modern decendents o f the
these supercargoes are the pursers. And
it so happened that in one port a master,
by some drunken seamanship, lost a big
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piece of his anchor chain or cable. “Mr.
Clark,” he said, “you must get me out of
this. I ’ll lose my command if the owners
learn of it.” So the write good fellow
bought new chain; but persuaded the
chandler to bill it on a telegraph blank;
and the home office auditor passed it as
“cable charges.”
K id : W ell, Oldtimer is ready again.
Oldtimer: “You see, Sinbad is younger
than I am. I ’ve never been to sea but I
know an old one that he might have told.
The pious sailor who gave up going to
sea in fishing schooners because the good
book said that “no man could serve two
mast-ers.” And then ju st think of poor
Mister H oover; ju st like the earth, be
cause he was flattened out at the polls.
K id : Geography class again?
Oldtimer: Yes. And here’s another.
They don’t take steppes in Tartary to build
insane asylums, because there are nomad
people there.
K id : There’ll be plenty in the audience
after that one.
Oldtimer: W ell, you asked for it. Now
here are a couple from spelling days: I
won’t tell the one about the Cockney who
last a bee. But about Webster. You see,
he spells cen ter either with an er or an r e ;
so he might give us a bad spell of w eather.
And speaking of spelling what is the long
est word ?
K id : I ’ll give up.
Oldtimer: That’s right. W ell, the word is
what I hope all our hearers are wearing.
Sm iles! Because it is a mile from the first
to the last letter.
K id : G O O D N IG H T !

N E T G A IN (L O S S )
Brown (who has got a job as commer
cial traveler)— “Since I started this travel
ing business I ’m my own boss.”
Friend— “That’s good.”
Brown— “Yes, I ’m not taking orders
from anybody.”
— H am pton Gazette.

Do not tell everything you know. You
may be asked for an encore.
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The Tripod’s Neglected Third Leg
“Hardly a rule of today but may be
matched by its opposite of yesterday,”
writes Cardozo in The Nature of the Ju 
dicial Process.
Thus grows the law, adapting itself to
the new needs of a rapidly changing
world. A rule that was well-suited to the
conditions of yesterday must be discarded
in favor of another to fit the actualities of
today.
Crowded centers of population have dis
placed the sparsely settled rural commun
ities; the symbols of modern commerce as
media of exchange have supplanted yes
terday’s system of barter and trade; the
radio has replaced the town meeting; the
stage-coach has yielded to the air-liner;
physical frontiers have vanished; the avail
ability of economic goods is restricted.
“New times and new manners may call
for new standards and new rules.” Time
marches o n ; the law must needs keep
abreast.
But how? There are two ways: one is
by legislative enactment. One of the bold
est and most far-reaching of that type in
our day is the Social Security Act. But we

shall speak here of the second way . . .
the molding of the law by judicial deci
sion.
Court decisions rest on a tripod: prece
dent; logic; and social welfare. Precedent
seeks a parallel in previous decisions.
Logic, in the absence of a precedent pre
cisely in point, reasons coldly and remorse
lessly from a settled rule applied to certain
facts to choose an application of such rule
to somewhat different facts. Social wel
fare, as a rule of judicial decision, tests the
ancient rule of law against the modem
need of m an; and if it finds the rule want
ing, the court makes bold to fashion it
anew.
O f the three legs of the judicial tripod,
social welfare “is the force which in our
day and generation is becoming the great
est of them all.” So wrote Cardozo in
1921, long before the advent of New Deal
legislation and decisions. Y et this, the
greatest factor, is too often the tripod’s
neglected third leg. Courage, skill, and un
derstanding in its application are the stern
est test of judicial capacity. There is need
that client, counsel, and court together give
more heed to its current exercise.

Q u e s t i o n s and A n s w e r s D e p a r t m e n t
E

d it o r ,

S

t e p h e n G i l m a n , C.P.A., Educational Director
International Accountants Society, Inc.

Solution to Problem 7 of May, 1935, Examination Service of The American
Society of Certified Public Accountants, published on pages 565-567 of the Sep
tember, 1935, issue.
The provisions of the “indenture” quoted in the problem indicate that there
may be two separate deficiencies to be billed to the parent corporation, and that
The New Deal Subsidiary Corporation shall “adjust the balance sheet.” F o r these
reasons the candidate should first determine the amount (if any) of the deficiencies.
The two computations appearing as part of this solution, show a deficiency of
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$502,000 in the net earnings (as adjusted) and an excess in the value of tangible
assets of $71,000. There is accordingly no basis for a claim against the parent
corporation on account of deficiency in tangible assets but there is a claim to be
billed against it for deficiency in net earnings.
The preparation of a Profit and Loss Statement is not one of the require
ments of the problem, but the preparation of the Balance Sheet requires the in
clusion of the net profit or net loss for the year. This is calculated as follows:
Amortization of Debt Discount and E x p e n s e .........................
$30,000
Operating Expenses (including provision for depreciation
and bad debts) ...............................................................................
1,128,500
Other Interest E x p e n s e ...................................................................
6,000
Property Taxes ................................................................................
80,000
Interest on Funded D e b t .................................................................
420,000
L ess— Sales to Customers ............................................................

$1,664,500
981,000

Net Loss for year 1934 ..........................................................

$683,500

Another side calculation shows that the Reserve for Losses on Investments
amounting to $255,000 was set up from Earned Surplus:
Earned Surplus, Dec. 31, 1933 .................................................
$552,000
Earned Surplus, Dec. 31, 1934, before c lo s in g ....................
297,000
D iffe re n c e .........................................................................................

$255,000

T H E N E W D E A L S U B S ID IA R Y C O R P O R A T IO N
Balance Sheet
December 31, 1934
A

ssets

Current A ssets:
Cash .....................................................................
Amount Receivable from The New Deal
Corporation (parent corporation) per
provisions of indenture ......................
Customers’ Accounts Receivable ..............
L e s s — Reserve for Bad D e b t s ....................

$498,000
502,000
$275,000
78,000

197,000

Inventories ........................................................

588,000

Total Current Assets ...............................
Investments (m arket value $3,300,000) . . . .
L e s s— Reserve for Losses on Investments . .

$4,850,000
255,000

4,595,000

Fixed A s s e ts ..........................................................
L e s s — Reserve for Depreciation ..................

$5,200,000
1,014,000

4,186,000

Prepaid Assets and Deferred Charges:
Prepaid I n t e r e s t ........................................ ..
Unamortized Debt Discount and Expense

$12,000
247,500

259,500

Total Assets

$1,785,000

$10,825,500
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Current Liabilities:
Accrued Property Taxes .............................
Accrued Interest on Funded D e b t ..............
5% Note Payable— due September 1, 1935

$245,000
105,000
360,000

Total Current Liabilities .........................
Fixed Liabilities:
6% Debentures— due April 1, 1943 ...........

$710,000
7,000,000

Total Liabilities ...........................................

$7,710,000

N ET W O RTH
Capital Stock:
No-par Common Stock— 6,000 shares . . .
Earned Surplus:
Balance, December 31, 1933 ......................
$552,000
L e s s — Provision for Losses on In 
vestments ........................................................
255,000
L e s s — Net Loss for year 1934 ................

$3,000,000

$297,000
683,500

Deficit, December 31, 1934 ....................
Donated Surplus:
Amount of Donation to be received from
The New Deal Corporation (parent
Corporation) to cover deficiency in
net earnings per provisions of inden
ture ...............................................................

$386,500*

502,000

Total Net W o r t h ...............................

3,115,500

Total Liabilities and Net W orth

$10,825,500

* Red (deduct)
T H E N E W D E A L S U B S ID IA R Y C O R P O R A T IO N
Computation of Difference between Total Tangible Assets
and 125% of Indebtedness
December 31, 1934
Fixed Assets ................................................................................
$5,200,000
L e s s— Reserve for Depreciation .......................................
1,014,000 $4,186,000
Inventories .....................................................................................
C a s h ..................................................................................................
Customers’ Accounts Receivable ...........................................
L e s s— Reserve for Bad D e b t s ...................... ...................
Investments (market value) :
Q. E . D. Company — $100 par common stock
17,500 shares @ 6 0 ..........................................................
I. O. U. Company — 7% preferred stock
11,000 shares @ 50 ..........................................................

78,000

$1,050,000
550,000

588,000
498,000
$275,000
197,000
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Brought F o r w a r d ............................................... ........................
F. O. B. Company — No-par common stock
40,000 shares @ 42 ½ ......................................................
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$1,600,000

$5,469,000

1,700,000

3,300,000

Amount due from The New Deal Corporation, repre
senting deficiency in net earnings per provisions of
indenture— (See Computation of Difference between
Net Earnings and 150% of Annual Interest on In 
debtedness) ..............................................................................

502,000

Total Value of Tangible A s s e ts ....................................
Value Guaranteed by The New Deal Corporation (B e 
ing 125% of the total amount of the funded debt and
notes payable of the New Deal Subsidiary Cor
poration) :
6% Debentures ...................................................................
5% Note Payable ...............................................................

$9,271,000

$7,000,000
360,000

A dd— 25% of $7,360,000 ...............................................

$7,360,000
1,840,000

Excess in Value of Tangible Assets over
G u a ran tee........................................ ............................

9,200,000
$71,000

T H E N E W D E A L S U B S ID IA R Y C O R P O R A T IO N
Computation of Difference between Net Earnings (Cash Basis) and 150% of
Annual Interest Charges on Indebtedness for the year ending December 31, 1934
Net Earnings Adjusted to Cash Basis (per indenture) :
IN C O M E
Accounts Receivable, 12/31/33
Sales for year ...........................

$439,000
981,000
$1,420,000

L ess:
Customers’ Accounts writ
ten off ..................................
Accounts
Receivable,
12/31/34 .............................

$24,000
275,000

299,000

EXPEN SES
Operating Expenses (includ
ing provisions for deprecia
tion and bad debts) ..............
D educt— Depreciation:
Reserve for Depreciation,
12/31/34 .............................
Fixed Assets Charged off. .

$1,128,500
$1,014,000
56,500
$1,070,500

L e s s — Reserve for Depre
ciation, 12/31/33 ...........

897,000

173,500
$955,000

$1,121,000
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Operating Expenses, less D ep reciatio n ....
D educt— Bad Debts:
Reserve for Bad Debts,
12/31/34 ........... .................
$78,000
Customers’
Accounts
Charged o f f .........................
24,000

53

$955,000

$ 102,000
Reserve for Bad Debts,
12/31/33 ........................... ..

78,000

24,000
$931,000

A d d — Property Taxes Paid:
Accrued Property Taxes,
12/31/33 .............................
Property Taxes for year. .

$200,000
80,000
$280,000

Accrued Property Taxes,
12/31/34 .............................

245,000

35,000

Net Earnings Adjusted
to Cash Basis ...........
Net Earnings Guaranteed by the New Deal Corporation:
Annual Interest on $7,000,000
debentures @ 6 %
..............
Annual Interest on $360,000
note payable @ 5% ...........
A d d — 50% of $438,000 . . . .

966,000
$155,000
$420,000
18,000
$438,000
219,000

Net Earnings Guaranteed . .

657,000

Deficiency (to be billed to
The New Deal Cor
poration) .........................

$502,000

Open-Price Plans
( Continued fr o m page 46)
doctrines of the Court touching it study
critically at least the decisions in the fol
lowing cases: the American Column and
Lumber case (1921) ; the American Lin
seed Oil Company case (1923) ; the Maple
Flooring Manufacturers Association case
(June 1, 1 9 2 5 ); and the Cement Manufac
turers Protective Association case (June
1, 1925). These and the Sugar Institute
case (M arch, 1934), decided by Judge
Julian Mack in the United States District

Court for the Southern District of New
York, and now pending on appeal before
the United States Supreme Court, supply
the best guidance as to what may be done
with reasonable certainty that no un
reasonable restraint of trade will result.
The ten-point public policy I have out
lined above relies primarily on the opinions
in the cases mentioned for its legal
foundation. Legal and economic develop
ments may make it possible or advisable
to revise these objectives from time to
time in the interest of stability coupled
with fairness to sellers and buyers.
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Q u e s tio n s

November, 1935

P r a c tic a l A c c o u n tin g
P R O B L E M 1:
The Universal Manufacturing Company was unable to meet the semi-annual
interest payment due September 1, 1931, on its 6% first-mortgage bonds and on
its 7% gold notes, both issues maturing March 1, 1938; the principal amounts
outstanding at the date of default were $3,250,000.00 and $1,700,000.00, respec
tively. A t the instance of the indenture trustees, receivers were appointed to
take over the assets and to continue the operation of the company as at September
1, 1931. On October 15, 1934, a petition was approved by the court authorizing
a reorganization in accordance with the provisions of section 77B of the Federal
Bankruptcy Act. A plan of reorganization, effective March 31, 1935, was ap
proved by the court; included therein were the following provisions for the
liquidation of existing obligations:
F or each $100.00 in principal amount of 6 % first-mortgage bonds (with
September 1, 1931, and subsequent interest coupons attached), new securities
to be issued as follow s:
$50.00 in principal amount of 6% first-mortgage refunding bonds, dated
February 1, 1935, and due in ten years, and
2 ½ shares of Class A stock of no-par value.
For each $100.00 in principal amount of 7% gold notes (with September 1,
1931, and subsequent interest coupons attached), new securities to be issued as
follows:
$20.00 in principal amount of 6% refunding notes, dated February 1, 1935,
and due in ten years, and
1 share of Class A stock of no-par value.
F o r each $100.00 of general claims (trade accounts payable, etc., totaling
$52,500.00), new securities to be issued as follows:
$20.00 in principal amount of 6% refunding notes, dated February 1, 1935,
and due in ten years, and
1 share of Class A stock of no-par value.
For each 5 shares of outstanding $100-par-value preferred stock (o f which
there is a total of 25,000 shares), 1 share of new Class B stock of no-par value
will be issued.
The 100,000 outstanding shares of $10-par-value common stock are to be
canceled without consideration.
No provisions for interest accruing on the bonds and notes subsequent to
T he Service o f E xam ination questions conducted by T he A m erican Society furnishes
practically tw ice as m any questions in T heory, A uditing, Comm ercial L aw and Economics
and Public Finance as could be used by any S tate B oard fo r a fo u r-h o u r exam ination period,
and tw ice as m any problem s in P ractical Accounting as w ould be required fo r tw o exam ina
tion periods of fo u r to five hours each. A B oard using the service m akes its own selections
and adds any special questions o r problems which it desires. T he first p art of the P ractical
A ccounting problem s follow.
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September 1, 1931, have been entered on the records of the corporation. A
capital-surplus account of $549,367.00 was created in a prior year through appre
ciation recognized from an appraisal of the land, buildings and machinery. The
earned-surplus account contained a debit balance at December 31, 1934, of $2,163,
058.29, which was reduced at March 30, 1935, by the net profit to that date, per
books, of $25,119.17. The minutes of the board of directors contain a resolution
to charge the earned-surplus deficit at March 31, 1935, subject to adjustments
thereto, against the existing capital surplus and the surplus resulting from the
reorganization.
The court has approved the fees of attorneys and others, in connection with
the reorganization, totaling $275,000.00, but no entry therefor has been made.
The board of directors has also approved the payment of the above fees along
with the following unentered items, which appear to be proper, as charges against
the existing capital surplus and the surplus resulting from the reorganization:
Additional provision for losses on deposits in closed banks $ 150,000.00
Additional provision for bad debts...........................................
50,000.00
W rite-off of unamortized bond and note discount and
ex p e n se............................................................................................
63,047.12
119,000.00
W rite-off of obsolete inventories.................................................
Reduction of book value of abandoned plant to estimated
salvage v a lu e ................................................................................. 2,150,000.00
A stated value has been placed by the board of directors on the new Class A
stock of $10.00 per share, and on the new Class B stock of $1.00 per share.
From the foregoing information, prepare the following:
Statement of surplus accounts for the three months ended March 31, 1935.
Statement showing the obligations liquidated in reorganization, the new secur
ities created and the resulting increment from each class of liability liqui
dated, as at March 31, 1935.
PROBLEM 2:
In connection with an accounting system you are developing for the city of
Highland, you are required to prepare a balance sheet as at the effective date of
the installation, June 30, 1935, composed of three independent funds:
General and sundry funds
Bond-redemption fund
Property fund
Various data have been assembled from the memorandum records heretofore
maintained by the city. All cash is deposited in a single bank account and the
bank statement at June 30, 1935, indicates an undrawn balance of $95,154.20; cash
warrants for current expenses, dated during the period from May 8 to June 30,
1935, were outstanding at that date in the amount of $4,208.76.
Separate tax-levy rates are extended for general corporate purposes and for
bond principal and interest purposes. The rates for the years ended June 30, 1932
to 1935, both inclusive, produced the following tax assessments, of which it has
been estimated that 95% will ultimately be realized, because of abatements and
other losses in collection:
Y ear E n d ed Ju n e 30
1932
1933
1934
1935

C orporate
L ev y
$376,447.20
329,186.40
315,002.80
331,976.20

D ebt
L ev y
$102,319.20
97,426.80
95,107.60
99,042.00

55

56

T H E C E R T IF IE D P U B L IC ACCOUNTANT

Ja n u a ry ,

Cash collected to June 30, 1935, on the foregoing levies revealed the following
totals:
1932
$354,190.27
$ 96,075.14
1933
306,486.29
90,417.09
1934
287,736.05
86,583.72
1935
291,521.70
86,118.62
Uncollected water bills and licenses amounted to $4,875.60, subject to an
estimated reserve of 10% for bad debts.
Inventories of materials and supplies amounted to $11,019.81.
Unpaid salaries and wages aggregated $5,880.73.
A single twenty-year bond issue of $1,000,000.00, dated July 1, 1931, bearing
interest at 4 % per annum payable semi-annually on January 1 and Ju ly 1, repre
sented the only funded debt of the city. It had been sold at par. The proceeds
from the sale of these bonds, except for $25,150.00 which can be used only for
new construction, were expended for a new city hall and park. The minutes of
the city council contain schedules indicating that annual tax levies are to be made
for debt service during each of the twenty fiscal years ending June 30 to provide
(a ) approximately equal amounts for the ultimate retirement of the principal and
(b ) interest accruing during that year.
During the four-year period bonds of a face value of $175,000.00 have been
reacquired at par and they have been responsible for savings in interest disburse
ments totaling $10,500.00 to January 1, 1935, inclusive, the date of the last semi
annual payment. No charges are to be made to the bond-redemption fund for
administrative or tax-collection overhead.
Properties, consisting of land, buildings and equipment, have been valued at
cost, $2,317,204.00; accrued depreciation on a straight-line basis amounts to
$489,076.47.
PRO BLEM 3:
The Green Corporation, with its principal office in Oshkosh, Wisconsin,
realized a net income of $500,000.00 for the year ended December 31, 1933, before
providing for Federal income tax, Wisconsin State income tax, and a bonus payable
to its president of 10% of net income after all charges except the bonus itself.
Federal income-tax liability for the year is 13 ¾ % of the above net income
($500,000.00) after deducting accrued Wisconsin State income tax and president’s
accrued bonus.
Net income taxable in Wisconsin is computed by making adjustments to net
income for president’s accrued bonus, Federal and State income taxes paid during
the year and charged to reserves ($6,124.69), and bad debts charged to the reserve
during the year ($10,168.74). However, the provisions for bad debts ($15,000.00),
deducted in computing the $500,000.00 net income set forth above, and Federal
income taxes accrued during the year are not deductible.
The rate used in computing the State normal tax is 6% of net taxable profit,
as described above, in excess of $6,000, the tax on the first $6,000 being $200. In
addition to the State normal tax, the Wisconsin law provides for a teachers’ retire
ment-fund su rta x ; this is computed by deducting $75.00 from the normal tax and
dividing the remainder by 6.
Compute the bonus and the Federal and State taxes.
PROBLEM 4:
From the information following, compute the interests of parent company
and minority stockholders in the earned surplus and current year’s earnings of
subsidiaries, using the basis established by the company.
Bryan Oil Co. holds a controlling interest in five subsidiary companies which
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were established by it in past years to take over certain acquired marketing outlets.
The charter of each of these companies provides that if preferred-stock dividends
are in arrears for three or more years, voting control will pass to the preferred
stockholders. Hence in the process of consolidating the accounts, subsidiary
earnings or losses have always been divided between majority and minority inter
ests, as follows:
(1) Profits, after deduction of preferred dividends for the year, are divided
on the basis of common-stock ownership.
(2) Losses, after provision for preferred dividends for the year, are absorbed
in their entirety by the parent company.
Data relating to the subsidiaries and stock ownership therein follow:
6% Preferred Stock
(Par Value $100)

Oker Oil Co. ..
River Oil Co...
Colt Oil Co. ..
Ripper Oil Co.
White Oil C o ..

Earned
Surplus
12-31-33
$ 4,397.86*
10,497.86*
14,963.40
3,290.48*
9,247.68*

Net Profit
for Year
Ended
12-31-34
$1,057.86*
3,860.72
6,740.98
7,498.20
5,742.90

Common
Stock
Shares
Owned
Owned by Outstand
by
Bryan
ing at
Bryan
Oil Co. 12-31-34
Oil Co.
51%
600
10%
60
700
None
51
600
20%
55
400
25
51
800
5

All preferred-stock dividends to January 1, 1934, were paid prior to that
date, notwithstanding the existence of a deficit, the parent company having guar
anteed all accounts with creditors. No dividends were paid or accrued in 1934.
PROBLEM 5:
You are making an audit of the Hard Manufacturing Company and are
expected to submit a report including a balance sheet as of December 31, 1934,
and statements of profit and loss and surplus by years for the four years ended
that date. Upon analysis of the account “Unamortized bond discount” you find
that it is applicable to the three issues of funded debt of the company and that
the entries in the account during the period under review were as follows :
-Applicable to
Series B
Series C
$60,000
$18,000

Per Ledger
Date
Dec. 31, 1930, Balance.............. Dr. $141,000
Cr. $ 21,600
Cr.
20,600
Cr.
17,600
Cr.
17,600

$ 12,000
11,000
8,000
8,000

$ 6,000
6,000
6,000
6,000

$ 3,600
3,600
3,600
3,600

Dec. 31, 1934, Balance.............. Dr. $ 63,600

$24,000

$36,000

$ 3,600

Dec.
Dec.
Dec.
Dec.

31,
31,
31,
31,

1931, Charge to expense
1932,
do.
1933,
do.
1934,
do.

The Series A bonds were issued December 31, 1922, in the amount of $3,000,
000, maturing $100,000 on December 31 each year from 1925 to 1930, inclusive,
$200,000 on December 31 each year from 1931 to 1936, inclusive, and the balance
of $1,200,000 on December 31, 1937. The company met each maturity when due
until it defaulted on the December 31, 1933, maturity. On December 31, 1934,
however, it corrected this default by payment of both the defaulted and current
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maturities, or $400,000. The original amount of bond discount on this series was
$175,500 and amortization up to and including December 31, 1932, was provided
in accordance with the company’s amortization schedule; this schedule, computed
on the bonds-outstanding method and verified and accepted by you indicates that
amortization should have been provided in the amounts of $10,000 on December
31, 1933, $9,000 on December 31, 1934, $8,000 on December 31, 1935, $7,000 on
December 31, 1936, and $6,000 on December 31, 1937. You are informed by the
company’s accountant that upon the default of the December 31, 1933, maturity
the treasurer had directed that the remaining unamortized balance of bond discount
applicable to this issue be written off in five equal installments from December 31,
1933, to December 31, 1937, inclusive.
The Series B bonds were issued December 31, 1927, in the amount of $1,250,
000, the entire issue maturing December 31, 1940. As of December 31, 1929,
however, the company called and retired $500,000 principal amount of this series
as required by the trust indenture because of the sale of part of the mortgaged
property securing the issue. The original amount of bond discount on this series
was $78,000 and provision has been made for amortization at the rate of $6,000
each year.
The Series C bonds were issued December 31, 1928, in the amount of $750,
000, the entire issue maturing December 31, 1935, but the company is obligated to
make sinking-fund deposits with the trustee as of December 31 each year for
retirement of these bonds. The amount of such sinking-fund deposit required
under the trust indenture is 20% of the adjusted net earnings as therein defined,
and the company may turn in to the trustee in fulfillment of the sinking-fund
deposit requirement bonds of this series at cost. The company has purchased
bonds to meet its sinking-fund requirements on the basis of the following:

Y ear

1929
1930
1931
1932
1933
1934

A d ju s te d
N e t E a r n in g s

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

$882,000
427,500
127,500
None
None
552,000

P r ic e P aid
fo r B onds

98
95
85
92

The original amount of bond discount on this series was $45,000 and the
management estimating that the company’s earnings would require sinking-fund
deposits sufficient to retire the series in five years ordered that the discount be
amortized over the first five years on the bonds-outstanding method on the basis
of retiring one-fifth of the issue each year. The amortization schedule thus com
puted which you have verified and accepted provided for write-offs as follows:
1929—$15,000; 1930—$12,000; 1931—$9,000; 1932—$6,000; and 1933—$3,000.
However, after making the write-offs according to this schedule the first two years,
the management decided because of the prospects of low earnings or losses to
spread the balance of $18,000 in equal annual installments over the remainder of
the term of the issue and has accordingly written off $3,600 each year on this
account.
Prepare journal entry for whatever adjustments you deem it necessary to
make of unamortized bond discount at the balance-sheet date and of the profitand-loss and surplus accounts. Also submit supporting schedules and explanations,
and comment upon any alternative acceptable adjustments.
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COLORADO
At a meeting of the Colorado Society
of Certified Public Accountants, held on
Monday evening, December 16, 1935 at
the Albany Hotel, Denver, D. McE. Wat
son, C.P.A., discussed Accountants’ Re
ports and Certificates.
Volume I, Number 1 of T h e R ep o rt,
printed bulletin of the Colorado Society,
made its appearance in December, 1935.
It carries a list of officers, directors and
committees of the society, members of the
State Board of Accountancy, and a roster
of the society’s membership. There are
short articles by several members—
“Ethics,” by Stanley V. Davies, “Con
vention of The American Society of Certi
fied Public Accountants,” by Harry W.
Nelson, “The Natural Business Year,” by
Clem W. Collins, “This and That,” by
Allen Redeker, and “The Federal Social
Security Act,” by Charles G. Dimler.
GEORGIA
A meeting of the Georgia Society of
Certified Public Accountants was held on
November 30, 1935, at the Atlanta Ath
letic Club, Atlanta.
Discussions relating to the valuation of
cotton mill inventories and to the Social
Security Act occupied the morning ses
sion. In the afternoon members and their
wives and guests attended the football
game between Tech and Georgia. After
the game there was a barbecue and dance
at the home of E. W. Gottenstrater, presi
dent of the society.
IDAHO
The annual meeting of the Idaho So
ciety of Certified Public Accountants was
held at the Owyhee Hotel, November 30,
1935.
The following officers and directors
were re-elected: President, James Munro;
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Vice-President, George B. Middleton;
Secretary-Treasurer, Jere W. Robinson;
Directors, Willard J. Wilde, Edwin A.
Wilson, Elmer W. Fox. Chas. W. Vickrey
was elected director to serve in the place
of Norman H. Young, resigned.
Louis F. Diehl talked on telephone di
rectory listing, Elmer W . Fox discussed
the idea of accountants speaking on sub
jects of general interest at meetings when
the opportunity was offered, Truman
Joiner spoke on State laws affecting public
accounting, Marvin McCarty discussed the
Federal Social Security Act and its possi
bilities, and George Middleton reported
for the committee on public relations,
with suggestions for the future.
On November 30 the society sponsored
a conference on municipal auditing, held
at the Boise Business University. Karl
Evans, director of the Bureau of Public
Accounts, outlined the new laws and
specifications for audits of counties and
cities and an interesting discussion fol
lowed. About thirty persons, many of
whom took part in the deliberations, at
tended the conference.
The first of a series of weekly luncheons
for members of the society was held at the
White Peacock, Boise, on December 11,
1935. The discussion centered around the
Society Security Act.
MICHIGAN
The Eleventh Annual Michigan Ac
counting Conference was held at the
Michigan Union, Ann Arbor, on Novem
ber 22, 1935, sponsored by the Michigan
Association of Certified Public Account
ants and the University of Michigan
School of Business Administration.
William B. Isenberg, president of the
Michigan Association, presided at the
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morning session. Subjects for RoundTable discussion were “Working Papers
and Other Work Procedures of the Ac
countant,” with M. B. Walsh and D. M.
Russell of Detroit as leaders, and “Meth
ods of Presenting Information in Finan
cial Statements,” with R. E. Payne of
Chicago, and H. F. Taggart, of Ann
Arbor, as leaders.
At the afternoon session Claire E. Grif
fin, Dean of the School of Business Ad
ministration, presided. Arthur J. Alt
meyer, member of the National Social Se
curity Board, addressed the meeting on
“The Significance of the Social Security
Act.” William Haber, Deputy Adminis
trator of the Michigan Works Progress
Administration, spoke on “Unemployment
Insurance and Private Pension Plans in
Michigan as Affected by the Social Secur
ity Act.” Carman C. Blough, Assistant
Director, Registration Division, Securities
and Exchange Commission, spoke on “The
Accountant and the Securities and E x 
change Commission.”
Luncheon for members and guests was
served at the Michigan Union, Edward J.
Barr, Treasurer of the Michigan Associa
tion, presiding during that hour. Clarence
S. Yoakum, Dean of the University
Graduate School and Vice-President in
Charge of Educational Investigations, dis
cussed “Problems of Allocation.”
At the banquet in the evening George
D. Bailey of Detroit was toastmaster and
Colonel Henry W. Miller of the Univer
sity of Michigan, presented an address on
“The Current Military Situation in
Europe.”
L. E. Borland, C.P.A., of Detroit, has
been elected secretary of the Michigan As
sociation of Certified Public Accountants
to fill the vacancy created by the resigna
tion of W. H. Ball.
N EBR A SK A
The December meeting of the Nebraska
Society of Certified Public Accountants
was held on the evening of December 17,
1935 at the Fontenelle Hotel, Omaha, in
joint session with the Nebraska Council
of Accountants.
There was a round-table discussion on
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the Social Security Act, under the leader
ship of Henry C. Moeller, vice-president
of the Nebraska Society.
UTAH
At the annual banquet and meeting of
the Utah Association of Certified Public
Accountants, held at the Newhouse Hotel,
Salt Lake City, on December 19, 1935,
the following officers were elected: Presi
dent, Alan Grant Mann; Vice-President,
Frank L. Ostler; Secretary-Treasurer,
Ray C. Solomon.
W ISCO N SIN
The fall meeting of the Wisconsin So
ciety of Certified Public Accountants was
held at the University of Wisconsin, Mad
ison, on October 18, 1935.
At the morning session talks were made
by Professor Edwin E. Witte on “The
Federal Social Security Laws,” and by
Clarence H. Lichtfeldt, member of the
State Board of Accountancy, on “The
Wisconsin Accountancy Law of 1935.”
Luncheon was served at the Wisconsin
Union, at which time Fayette H. Elwell
discussed “The Educational Program for
Accountancy at the University of Wiscon
sin.”
In the afternoon Professor W. Bayard
Taylor talked on “The Current Financial
Situation” ; Professor Philip G. Fox on
“The Use of Statistics by the Accountant,”
and Professor Howard Hall discussed
“The Federal Bankruptcy Act,” following
which there was open discussion on the
Wisconsin Accountancy Law.
At dinner in the evening Dean Frank
Holt of the University Extension Divi
sion, presented greetings from the U n i
versity, after which there was an address
by Eric L. Kohler of Chicago on “The
Profession of Accountancy.”
Luncheon, bridge, dinner and the
theatre provided entertainment for the
ladies.
You cannot get service from him you
will not serve.
(F rom A d a m s ' I m p r e s s io n s )
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Too Good to Last
Why invest in Gilt-edged issues at 2½
per cent when you can make a guaranteed
20 per cent? A correspondent, perplexed
by this problem, sends particulars of a
proposition put forward by Mushroom
Growers, Ltd. The plan is simple. One
sends £10, and buys with it a unit in the
company’s hothouses for growing mush
rooms. The company plants the mushroom
mycelium (i.e., spawn), produces and mar
kets the mushrooms, and at the end of six
months sends back the £10, plus the profit,
less a small handling charge. Twenty per
cent is guaranteed.
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beginning this estimate will be attained.
But it cannot go on. It may be true that
there is a big unsatisfied demand for mush
rooms.
But surely, if there are such profits,
there will be a rapid incursion into the in
dustry—helped by the fact that a crop takes
only three months to grow, and that the
capital required is relatively small—prices
will be cut, and the roseate estimates will
gradually dwindle away. On a newish en
terprise there may be ample opportunities
for a few months, but 20 per cent is too
good to last.-—(Financial News, Dec. 9.)

Where Is the Rub?

If we assume that the estimates are right,
that the crop yield will be at least 2lb per
square foot, and that the wholesale price
will be at least 1s 3d a lb, where is the
difficulty? If Mushroom Growers are the
first in this field, it is possible that at the
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Lily—“So yo’ done mortgaged our li’l
home.”
Mose—“Jes’ tem’rarily, honey, ’till de
mortgage am foreclosed.”
—Montreal Star.
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by Robert H. Montgomery

M ail this No-Risk Form

C ounsellor-at-Law ; C ertified P ublic Accountant

C

OVERS co rp o ratio n an d in d i
v id u al incom e tax es, c a p ita l
stock tax , excess p ro fits ta x .
Only ta x guide t h a t gives you a ll
th ese fe a tu re s : a c co u n tin g an d le g a l
view points c o m b in ed a t every step ;
ex p ert c o m m e n ts a n d c o u n sel r e 
g ard in g ap p lic a tio n of each t a x ;
specific reco m m en d ations of
p ro ce d u re to fo llo w ; t r u s t
w o rth y i n te rp re ta tio n of new
o r d o u b tfu l provisions.
F u rn is h e s e x p e rt an aly sis of
com bined effects of R evenue
A cts of 1934 an d 1935. R eli
able h elp to u se now a n d a ll

th ro u g h th e y e a r to see t h a t every
allow ance is being ta k e n ; to in su re
a g a in s t e rro rs in h an d lin g in d i
vidual tr a n s a c tio n s ; to ta k e ste p s
to g u ard a g a in s t excessive or in 
v alid exactions.

Send No Money—5 Days’ Trial
Y OU can examine this new Handbook be
fore you decide whether to buy. No ad
vance payment required—just fill in and mail
approval form, the Handbook w ill be sent
you at once. Test it—then decide. After
five days, either return volume or rem it
$10.00, plus a few cents for de
livery, in full payment. A single
reference may save you many $ 1 0
times this
amount.
Pages,

1050

16th of the famous Montgomery Tax Manuals

Sent on 5 Days' Approval

The Ronald Press Company,
Dept. M80, 15 E. 26th St., New York
Send me Montgomery’s Federal Tax
Handbook 1935-36. W ithin five days
after I receive it, I will either remit
$10.00, plus a few cents for delivery,
or send it back. (We pay delivery if
you send cash with order; same return
privilege.)

Nam e

..............................................
(Please print)

□ F irm or
□ R e f e r e n c e ................................
P o sitio n .........................................
B usiness .......................................
A ddress .........................................
C i t y ............................ S t a t e . . . .
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Notes
Jesse H. Jones, Chairman of the Re
construction Finance Corporation, made a
very significant statement in an address de
livered before the National Paint Varnish
and Lacquer Association. He said, “We
are a generous creditor, never asking any
borrower to pay, so long as our security
is not in jeopardy. But in spite of that, our
repayments are very gratifying.” As illus
trating the spread of the loans he further
said, “The largest amount authorized to
one borrower has been $174,600,000.00 to
a large closed bank—the smallest $2 to the
Fresh Air Taxicab Company, secured by
a mortgage on one taxicab and the personal
endorsement of Amos and Andy.”

Harry Boggs, C.P.A., Indianapolis, In
diana, delivered an address before the 55th
Annual Convention of the American Water
Works Association in Cincinnati on the
subject, “Accounting Uniformity.” The
address was later printed in their Journal
and reprinted in the form of a monograph.
George S. Olive, C.P.A., former presi
dent of the Indiana Association of Certified
Public Accountants, was recently elected
president of the Indianapolis Chamber of
Commerce. He had formerly served for a
number of years as its treasurer.
Henry J. Miller recently spoke to the
student body of Tulane University, New
Orleans, on “Opportunities of the Account
ancy Profession” classifying his remarks
between the “Opportunities of Today” and
the “Opportunities of Tomorrow.”
The Chamber of Commerce of Scranton,
Pennsylvania, has an Anthracite Commit
tee. Recently a week was devoted to the
boosting of the basic industry of the region,
Anthracite. J . F. W. Heinbokel, C.P.A.,
has been Chairman of the Committee for
some time and was appointed as general
Chairman in charge of the week’s program.
The reports in the papers indicated a very
successful campaign.
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“Modern Finance” recently carried two
constructive articles by certified public ac
countants. Edward W. Schietinger wrote
on “The Determination of Taxable Income
to be Allocated to Pennsylvania.” Eugene
A. Conniff wrote on “The Federal Gift
Tax and Its Relation to Death Taxes.”
U. S. Greene, C.P.A., of Binghamton,
had an article in a recent issue of the
Kiwanis magazine entitled “Standard Rec
ord System for Kiwanis Clubs.” He re
cently addressed the Binghamton club on
the subject of “Federal and State Taxes.”
George P. Auld, C.P.A., New York,
spoke on “Economic Internationalism in a
Nationalistic World” before the Third
General Session of the Twenty-second Na
tional Foreign Trade Convention held in
Houston, Texas, in November.

Announcements
Joseph G. Dingle, C.P.A., of Ottawa
and Joliet, Illinois, and Bernard F. Muent
nich, resident manager of the Joliet office,
announce as of December 2, 1935, that
Mr. Olios P. Dixon, of Joliet, will be
associated with them. They also announce
the opening of an office in Aurora, Illi
nois, Suite 404 Graham Building, with
Mr. Dixon as local manager.
Prankard & Zimmerman, Certified Pub
lic Accountants, announce the removal
of their offices to 150 Broadway, New
York.
David Himmelblau & Co., Certified
Public Accountants, announce the removal
of their offices to Suite 820, 110 South
Dearborn Street, Chicago, Illinois.
Reynold, Bone and Hinderer, Certified
Public Accountants, Union Planters Bank
Building, Memphis, and Hamilton Bank
Building, Johnson City, Tennessee, an
nounce the admission to partnership of
J. G. Griesbeck, C.P.A., and the change of
the firm name to Reynolds, Bone, Gries
beck and Hinderer.

Charles S. Rockey & Co., Certified Pub
lic Accountants, of Philadelphia, Pennsyl
vania, announce that Willard R. Ginder
has become a member of their firm.

A

Lee E. Staples, C.P.A., announces the
opening of an office at 1131 Calvert Build
ing, Baltimore, Maryland, for the general
practice of accountancy.
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Ralph F. Mateer, C.P.A., Elmer E.
Burgeson, C.P.A., William F. Packer,
C.P.A., announce the formation of a part
nership for the practice of auditing and
public accounting under the firm name
and style of Mateer, Burgeson and
Packer, Certified Public Accountants, with
offices at 708 Second National Building,
Warren, Ohio and at 302 Union National
Building, Youngstown, Ohio.
Forward & Vender, Certified Public
Accountants, announce the removal of
their offices to 2543 Union Guardian
Building, Detroit, Michigan.
Howard P. Nicholson, C.P.A., and
Lewis P. Fox, C.P.A., announce the for
mation of the partnership of Nicholson &
Fox, Certified Public Accountants, and
the removal of their offices to the Herald
Building, Room 410, 332 South Warren
Street, Syracuse, New York.
Rothman & Willys, Certified Public
Accountants, announce the removal of
their offices to Suite 824-5-6 Insurance
Exchange Building, 318 West Ninth
Street, Los Angeles, California.
Touche, Niven & Co., Public Account
ants, 80 Maiden Lane, New York, an
nounce the admission to partnership of
C. Herbert Gale, C.P.A., of New York,
Carol F. Hall, C.P.A., of New York,
Jesse F. Kaufman, C.P.A., New York, C.
Alvin Koch, C.P.A., Chicago, George J.
Lehman, C.P.A., of Cleveland, and George
C. Ludolph, C.P.A., Minneapolis.

C ertified Public A cco un ta nt; M em ber of the
firm o f L ybrand, Ross Bros. & M ontgom ery
H I S n e w b o o k i s t h e k in d t h a t i s t h e
s t a n d b y o f t h e a c c o u n ta n t w h o h a s t o
m e e t c o n d itio n s o f fa c t, a n d n o t t h e o r y ; a n d
w h o f a c e s t h e d iffic u lt p ro b lem o f p u tt in g in to
s u c c e s s f u l o p e r a tio n m e th o d s t h a t m e e t t h e
im p o r ta n t r e q u ir e m e n t o f b e in g a c c u r a te a n d
a t t h e s a m e t im e f e a s ib le .
I t is the result of many years of experience with
all kinds of retail organizations and conditions, and
every chapter shows it. The book centers, of course,
about the retail method of inventory. The author
anticipates in its turn every m ajor practical diffi
culty th at has to be met, and shows how to meet it,
explaining why and giving wherever possible ex
amples to show ju st how.

T

Covers Ju st the Points That Gome Up
To anyone interested in retail accounting, the fol
lowing list of topics covered gives a good line on the
spirit and scope of Mr. B ell’s w ork:
Conditions governing retail accounting procedures ;
types of retail business, department store organiza
tion ; merchandise accounting terms and what they
mean ; methods of co n tro l; merchandise budgets: re
ta il method of inven tory ; provision fo r future re
ductions ; discounts in inventories; mathematics of
retail merchandise accounting; unit stock co n trols;
taking physical inven tories; control of orders, in 
voices, receiving, and m arking; determination of
departmental sales ; statem ents reporting merchan
dise operations; elements of merchandise profit and
cost of pales ; allocation of expenses to departments ;
workrooms; leased departm ents; some tax problems
and procedures in merchandise accounting.

Sent for 5 Days’ Exam ination
In a word, in Retail Merchandise Accounting M r. B e ll
has made a professional contribution of a type which
everyone sees is needed, but which is one of the hardest
actually to produce. H e takes one specific problem and
covers it, thoroughly and conclusively. T h e book con 
tains nearly 300 pages and every page says something. $ 5
L e t us send you this new book on a 5-day make-good
basis, so that you can see for yourself th e help it offers.

U se th e handy order fo rm below

T H E R O N A L D PR ESS C O M PA N Y
D ept. M 92, 15 E a st 26th S t., New Y o rk , N . Y .

Please send me the new book R etail Merchandise
Accounting:, by Hermon F . Bell. Within five days
after I receive it, I will remit $5.00, plus a few
cents fo r delivery. Or, if the book is not satis 
factory, I will return it. (We pay delivery if you
send cash with order.)
Name ................................................................................... j
(please p rin t)

□ Firm or
□ R e fe re n c e ...................................P osition...................
(above must be fille d in unless you send cash)

Roy A. Wright & Company, Certified
Public Accountants, are now located at
1518 Walnut Street, Philadelphia, Pa.

Business Address

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

City ................................................ S ta te .
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Max Scollar, C.P.A., has removed his
office to 274 Madison Avenue, New York
City.

A N N O U N C IN G a NEW EDITION
"

Samuel L. Yaverbaum, C.P.A., an
nounces the removal of his office to 245
Fifth Avenue, New York City.
Carbis A. Walker, C.P.A., announces the
removal of his offices to suite 1412, R. J.
Reynolds Building, Winston-Salem, North
Carolina.
George D. Earger, C.P.A., has removed
his offices to 220 West 42nd Street, New
York City.

A n Essential Part of Your Preparation
for C.P.A. Examinations” . . .

E N you go before the examining body, you
be prepared to answer not only questions
W Hmust
of accounting but also questions of law. A re you

thoroughly fam iliar with the type of law question
that is asked in C.P.A. examinations? Do you know
how such questions should be answered? I t will pay
you to send for

C . P . A . L a w

Q u e s tio n s

a n d A n s w e rs
By John C . Teevan, LL.M .
Member of the Chicago Bar; Professor of Business Law,
Northwestern University

H IS new series of law questions and
answ ers covers all the exam inations given
by the A m erican Institute of A ccountants
from N ovem ber 1926 through M ay 1935. In
H. E. Van Benschoten & Company, Cer cluded are 20 exam inations and over 200 law
tified Public Accountants, 521 Fifth Ave questions, w ith answ ers by an authority who
nue, New York City, announce that Ar has given special attention to this section of
thur B. Moll, C.P.A., has been admitted the papers.

as a member of the firm.
Maurice N. Newman and Co., Certified
Public Accountants, of Los Angeles, Cali
fornia, announce the opening of a branch
office at 168 Sutter Street, San Francisco,
California.
Announcement is made of the dissolu
tion of the firm of Hicklin and Redmond
of San Francisco, California, as of Octo
ber 15, 1935. Benjamin H. Hicklin,
C.P.A., will continue in practice at 844
Russ Building, San Francisco. J. J. Red
mond, C.P.A., has opened offices at 369
Pine Street, San Francisco.
J. G. Eichenbaum & Co., Certified Pub
lic Accountants, are now located at 521
Fifth Avenue, New York City.
A. L. Minikoff, C.P.A., announces the
removal of his office to 217 Broadway,
New York City.

T

The questions cover a much wider range of law than
included in Mr. Teevan’s first work published in 1925.
Additional subjects on which questions appear for the
first time include Bailments, Carriers, Conditional Sales,
Wills, Real Property, and others. The questions given
in the examinations for the past ten years are more
difficult than formerly.
In fram ing his answers to the questions, Mr. Teevan
has intentionally made them longer than would be justi
fied in an actual examination. This has been done to
bring out in considerable detail all the facts and applica
tion of the rules of law. In short, the author has
attempted to make the answers serve as a review of
the subject of business law insofar as the scope of the
particular question permitted.

Important Suggestions on Technique
In addition to his answers to the law questions, Mr.
Teevan gives numerous suggestions— 16 in all—on the
technique of writing examination papers. These points
are extremely valuable to anyone contemplating the ex
aminations and in themselves are well worth the price
of the volume.
A 23-page index makes it possible to locate all
the questions on any one subject—increasing the
reference value of the book. Appendices include the
Negotiable Instrum ents Law, the Uniform
Sales A ct and Uniform Partnership Act. $ 3 . 0 0

Send for This N ew Book
EFO R E you enter any accounting examination,
you should study carefully, both for form and
substance, the material in this inexpensive new
book. Let us send you a copy on a 5-day make
good basis, so that you can see for yourself the
help it offers.

B

—

TH E R ONALD PRESS COM PANY
Dept. M91, 15 East 26th St., N ew York, N .Y .
Please send me a copy of the newly issued C.P.A. Law
Questions and Answers by John C. Teevan. Within five days
after I receive it, I will remit $3.00, plus a few cents for
delivery. Or, if the book is not satisfactory, I will return
it. (We pay delivery if you send cash with order.)
Name

Barton, Pilie & Sere, Certified Public
Accountants, have removed their offices to
606-609 Carondelet Building, New Or
leans, Louisiana.

U se the handy order form below

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

(please print)
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Reference ...........................................

Position .........................

Business Address .........................................................................
City ..........................................................
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By R o b e r t H. M o n t g o m e r y , Counsellor-at-Law; Certified
Public Accountant; author, Federal Tax Handbooks 1932-36,
etc.; and R o s w e l l M a g i l l , Professor of Law, Columbia Uni
versity; Assistant to the Secretary of the Treasury in 1933-34.
OR executors, administra counsel on debatable p o in ts. No
w here else can you o b ta in spe
tors, trust officers, attor cific
help like th is.
neys, property owners and
Send No Money
their beneficiaries. Covers ap
5 Days' Trial
plication of estate, gift, and
OU can exam ine th is new book
income taxes as they affect
before you decide w h eth er to
estates and trusts.
buy. No advance p ay m en t required
In te rp r e ts th e law , decisions,
an d official ru lin g s in to p lain ,
u n d erstan d ab le p rocedure a n d
advice you can follow safely.
Shows w h at to do now and
th ro u g h th e y e a r to m inim ize
ta x liab ility . D efinite, reliable

o n

-—ju s t fill in and m ail form to
rig h t, book w ill be se n t you a t once.
T est it, th en decide. A fter five days
e ith e r r e tu rn volum e o r re 
m it $5.00 p lus a few cents
for delivery.
450Pages,

$5

M ontgom ery T a x M a n u a ls Issued

Mail this No-Risk Form
Sent on 5 D ay s' A p p ro v a l

The Ronald Press Company,
Dept. M72,

15 E. 26th St., New Y ork

Send

me

Montgomery

&

M agill's

Federal Taxes on Estates, Trusts and
Gifts 1935-36. W ithin five days after

I receive it. I will either rem it $5.00
plus a few cents for delivery, or send
it back. (We pay delivery if you send
cash; same return privilege.)

Nam e ..............................................
(Please print)
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appreciate n ew developm ents which help
them provide clients with more detailed
information about individual em ployees'
PAYROLL

and

E A R N IN G S

R E C O R D S

W hile you are helping your clients meet
any new requirements for information
about earnings and deductions records of
individual employees, be sure to investi
gate Burroughs’ new machine develop
ments affecting this work.
There are now many types and styles of
Burroughs machines for handling this
work, such as machines which compute
earnings and prepare individual’s earn
ings record, payroll sheet, pay check or
pay envelope, all in one operation. They
B U R R O U G H S A D D IN G
DETROIT,

also automatically accumulate such labor
statistics as hours, earnings, various deduc
tions, and net pay for any period. In fact,
much of the needed earnings and deduc
tions information can be obtained as a by
product of the regular work of these
machines.
Our local office will be glad to demon
strate these new machines, and show you
how they can be applied to your problem.
You may telephone or call at our local
office, or write direct to Detroit.
M A C H IN E
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M ICHIGAN
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I N addition to its regular
Course, the International
Accountants Society, Inc.,
offers a special 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 vastly different from
the usual work of making
A

to

C .P .A .

w h o
ta k e
e x a m

P articularly notew orthy
fea tu res o f the training a r e :
100 problems in Practical Accounting
with solutions and comments
100 questions and answers in Account
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory
of Accounts
Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,’’
working 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 be encountered in the examination.
Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant who has 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.

in a tio 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.
WHY? The candidate is
required to 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 A c c o u n t a n t s
Society, Inc., prepares you
to meet such conditions.
The fee is $42, and the text
consists of twenty lessons.

BO O KLET, “How to P repare fo r the C.P.A. Exam ination," is available fo r those who
are interested. F o r a fre 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 , I nc.
A Division o f the ALEXANDER HAMILTON INSTITUTE

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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S E A R S - R O E B U C K

I N C R E A S E

E F F I C I E N C Y

G et m o re s p e e d a n d a c c u ra c y w ith
re d u c e d o p e ra tin g

c o s ts u s in g

P O W E R S PUNCHED CARD M ETH O D S

“ Cataloging as we do 48,000 se
parate items for more than 400 retail
stores, 10 mail order plants and 10
m illion cu stom ers, we have to be
equipped to get merchandising costs
and facts promptly, accurately and
as economically as possible,” says
Mr. T . J . Carney, V ice-President in
charge of operation of Sears-Roebuck
and Company, Chicago.
“The use of Powers Punched Card
Control throughout our organization
provides an efficient method of as
sembling important information.”
W hat about y o u r business?
Powers m ach in es and punched
card accounting are bringing definite
savings to almost every classification

MR. T. J . CA RN EY

V ice P resid en t
S E A R S - R O E B UCK AND COMPANY
CHICAGO

of business. Powers Machines help
control selling costs. They improve
accuracy of material records.
In dozens of cases, Powers equip
m ent has speeded up co llectio n s,
helping to get statements into the
mails ten to twelve days earlier each
month.

B ecau se Pow ers equipm ent is
made by Remington Rand, which
makes all types and kinds of office
machines and systems, our repre
sentative can advise you impartially
and without bias. On request, he will
m ake a com plete analysis, recom
mending Powers only if it will show
a definite saving. Since Powers m a
chines are leased, they can be in 
stalled without capital investment.
Telephone our local office or write
Remington Rand In c., Buffalo, N .Y .

I t costs you nothing to investigate
what Powers machines could do for
you. Our representative will gladly
show them in everyday operation
right in your city if you wish.

Remington Rand

PO W ERS
Accounting Machines

O
K
.it'sr
fom RemingtonRand
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In d is p e n s a b le

to

A c c o u n ta n ts

BOOKS OF
T h e R o n a ld

P re ss C o m p an y

By R o b e rt H . M o ntgom ery, C o u n se llo ra t- L a w , C e rtifie d P u b lic A c c o u n ta n t; o f
L y b r a n d , R o s s B r o s . & M o n tg o m e r y :
Auditing,

$6.00;

Financial

Handbook

(E d ito r) $ 7 .5 0 ; F ed eral Incom e T a x H an d 
book 1935-36, $ 1 0 .0 0 ; Federal T a x e s on
E sta te s, T ru sts, and Gifts 1935-36 ( with
Rosw ell M agill, P r o fe s s o r o f L aw , Columbia
U n iv ersity ), $5.00.

By R o y B. K ester, Ph.D., C.P.A., P r o f e s s o r
o f A c c o u n tin g , C o lu m b ia U n iv e r s ity :
Advanced A ccounting, $4.50.

By L e slie E . P a lm e r and W illia m H .
B ell, P a r tn e r s , H a s k in s & S e lls, C e rtifie d
P u b lic A c c o u n ta n ts :
A ccountants’ W ork in g P apers, $5.00.

By E rn est B . Horwath and Louis T o th ;
P a r tn e r s , H o r w a th a n d H o r w a th :
H otel Accounting, $6.00.

By P r io r S in c la ir,C.P.A., P a r tn e r ,L y b r a n d ,
R o s s B r o s . & M o n tg o m e r y :
Budgeting, $5.00.

By W illia m T . S unley, C.P.A ., P a r tn e r ,
L a w r e n c e S c u d d e r & C o ., and P a u l W .
P in k e rto n , C.P.A., P a r tn e r , H a s k in s &
S e lls :

By E d w in A . G odley, M a n a g e r , R e ta il
S to r e D iv is io n , S . D . L e id e s d o r f & C o .;

and A le x a n d e r K aylin, A s s o c ia te E d ito r ,
“ R e ta ilin g ” :

Corporation A ccounting, $5.00.

Control o f R etail S to re Operations, $6.00.

By S tep h en G ilm an , C e rtifie d P u b lic A c 
co u n ta n t:

By W . A . Paton, Ph.D., C .P.A .:
A ccountants’ Handbook ( E d ito r) , $7.50.

A nalyzing Financial Statem ents, $4.00.

By L. P . A lford, M.E., D r.E n g .:
By H e rm o n F . B ell,

C.P.A., P a r tn e r ,

L y b r a n d , R o s s B ro s. & M o n tg o m e r y :

C o st and P ro d u ctio n H an d b o o k (E d ito r),
$7.50.

Retail M erchandise A ccounting, $5.00.

By D a v id H im m elb la u , C.P.A., P r o f e s s o r
o f A c c o u n tin g a n d H e a d o f D e p a r tm e n t
o f A c c o u n tin g , N o r th w e s te r n U n iv e r s ity ;
D a v id H im m e lb la u & C o .:
Complete
$36.85.

A ccounting

C ourse

( E d ito r) ,

By J a m e s L . D o h r, C.P.A., P r o f e s s o r o f
A c c o u n tin g , C o lu m b ia U n iv e r s ity ; H o w ell
A . In g h ram , I n s tr u c to r in A c c o u n tin g ;
and A n d re w L . L o v e,o f th e A c c o u n tin g
S ta f f, C o lu m b ia U n iv e r s ity :
C o s t A cco u n tin g P rin cip les and P ra c tic e ,
$4.00.
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“ T a le n ts a re b e st n u r tu r e d in s o litu d e ; C h a ra c te r is b e s t f o r m e d in th e s to r m y
b illo w s o f th e w o r ld .” — G o eth e.

T h e P r e s i d e n t ’s P a g e

Natural Aptitude
by Wm. D.

M

o r r is o n ,

C.P.A.

T is indeed fortunate that all persons do not desire a vocation of like
character, and do not wish to live in the same geographical location.
Some persons by their natural aptitude for the enjoyment of a particular
calling are much happier where the living conditions are materially lack
ing than they would be if living conditions were excellent and the em
ployment was not to their liking. There are technically trained men who
will not follow the work for which they were trained regardless of its
remunerative possibilities, while others, by their will power, force upon
themselves tasks they very much dislike because of the compensation.
This condition most generally leads to discontentment.
History informs us that skilled workmen were developed from ap
prentices. The various crafts determined the requisite number of years
of training and study required of an apprentice before he became a fellow
workman or master of his trade. The apprenticeship method did not
give the young man or boy an opportunity to determine if the particular
work in which he set out to perfect himself was to his liking or if he had
a natural ability toward it. After learning his trade he was obliged by
necessity to follow it as a means of livelihood. No doubt the natural
aptitude was present in numerous instances, although it was brought
about through circumstances and not by intentional acts.
The more learned professions of today, as a general rule, set a minimum
educational requirement. Normally, before the prospective practitioner
obtains his educational requirements—which are more rigid in some
states than in others for admission to the same profession—he has come
to the stern realization that his selection, through his study and research,
is either to his liking or it is not. If to his disliking, he usually does
not attempt to enter the profession. There are localities where good
character requirements are necessary as well as the meeting of the edu

I
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cational standards. These conditions are effective as an eliminating
process so far as professions are concerned.
Persons with a cheerful disposition and a great interest for their par
ticular calling, usually get along very well because of this perfect com
bination. Often persons of outstanding ability are unsuccessful because of
lack of having the technique of getting along with their fellow employees,
employers, patients or clients, as the case may be. In such instances they
are sometimes replaced by others who possess less skill or ability, but
have the faculty of working agreeably with those whom they contact. As
unfortunate as it may be, some fellows just cannot get along with the
job, their fellow workman, or the boss.
Natural aptitude for one’s work is the principal factor attributable to
the success of a great majority of the leading professional practitioners
as well as technical workers. The customary measuring stick of success
in the eyes of the world, namely, financial gain, means but little to the
man who with pleasure performs his duty and knows in his own heart
that his work is well done.

T h o r o u g h A u d its O r N o n e *
ECENT embezzlement cases in public office disclose the need for
reform. Three things will help. No person should be elected or
appointed to an office involving financial matters unless he understands
the responsibilities he will assume. Most difficulties start from ignorance
or laxity. Next, the duties and privileges of the office should be clearly
stated in statutes, ordinances or local regulations. These rules should
provide, without exception, that all moneys collected by officials be con
sidered public moneys and be deposited daily in designated banks to the
credit of the local government.
Finally, the audits of public accounts should be made thoroughly.
Audits that fail to find existing shortages give the guilty employees a
feeling of false security that leads them on to further thefts. Too many
audits have been awarded to incompetents who did a cheap job at a cheap
price. Municipalities should pick competent auditors at a fair price to do
a thorough piece of work. Inexcusable negligence ought to bar any auditor
from further municipal work. The municipality, however, must not en
courage poor work by price cutting.
The basis for a thorough audit of cash transactions is simple. It re
quires that a record be made of each and every item of cash received and
that each cash disbursement be recorded and be substantiated by proper
authority. The correct organization of departments, clearly understood
authority, and a carefully planned accounting scheme will make auditing,
accounting and management more efficient and more satisfactory to the
public.

R

* E d ito ria l in F e b r u a r y , 1936 issue of M unicipal F in a n ce .
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I C h o o s e M y O c c u p a tio n *
by

H om er

S. P ace, C.P.A., New York City

“ I

D E S IR E to choose my occupation—
how shall I go about it?” This ques
tion, whether expressed in words or not, is
in the mind of every high-school student
who is looking forward to a position of
some kind.
The question has been asked and the
problem discussed in many personal con
ferences between high-school students and
the writer. The views expressed and the
suggestions made in the conferences have
been brought together in this booklet. It
is written with the hope that it will be help
ful both to students and to their advisers.
Work of some kind lies ahead of you as
a high-school student or graduate—some
activity in which you hope to be useful and
prosperous and contented. That, no doubt,
is why, now , you desire to choose your
occupation.
The work to be performed in your oc
cupation should be suited to your natural
abilities. Moreover, your occupation must
produce satisfactory income if you are to
be happy and successful. What shall the
occupation be?
Will you be a lawyer, a physician, an
engineer, or a business man or woman?
You say, perhaps, that you choose to be a
business man or a business woman.
Very well, but do you realize that busi
ness is a vast activity, and that there are
many kinds of occupations in business ?
Which one of the business occupations is
most attractive to you, everything consid
ered? Which one will you choose?
P r in c ip a l B u s in e s s O c c u p a tio n s

We shall proceed, then, to discuss the
way of making your choice. The principal
business callings from which you can make
your choice, and the character of work re
quired in each may be stated as selling,
advertising, accountancy, credits, and ste
nography.
* E x c e rp ts fro m one o f a series o f V ocational
M onographs.

Accountancy. The work of accountancy
is one of the important business occupa
tions. To the accountant in business, man
or woman, falls the task of recording finan
cial transactions. The work includes the
analysis and statement of the financial ef
fects of various business activities. It in
cludes also such modern office work as
budgeting, cost analysis, and statistical re
search. Large numbers of men and women
have specialized in this work, and many of
them occupy executive positions as treas
urers, auditors, controllers, and the like.
* * * *
A good way to proceed, as you consider
each principal occupation, is to ask your
self questions with respect to your natural
aptitudes for the work; and to obtain all
available facts as regards the opportunities
afforded in the particular calling.
— B u sin ess O ccupation
Closely A ssociated w ith M a n a gem en t

A c co u n ta n cy

In order to test the procedure, ask your
self these questions in respect to your nat
ural aptitudes for the important work of
accountancy:
Do I have habits of accuracy and exac
titude, or do I have the latent capacity to
develop such habits?
Do I have an inquiring turn of mind
that will make agreeable the work of ana
lyzing business transactions, of collecting
and organizing financial facts?
Am I likely to be interested in preparing
statements and tables and graphs that will
help a business executive to manage a busi
ness successfully?
Am I reasonably proficient in my mathe
matical studies, and can I get a good idea
of quantities and values as expressed in
figures ?
If you can answer “Yes” to the forego
ing questions, on the basis of the aptitudes
you now have and the abilities you feel
you can develop, you may be reasonably
sure that you will be happy and productive
in the work of the accountant.
Bear in mind that it is not necessary f or

70

T H E C E R T IF IE D P U B L IC ACCOUNTANT

F eb ru a ry ,

you to have extraordinary abilities in ma as the person who supports these qualifica
thematics, in analysis, or in exact proce tions by knowledge obtained in the study
dure. Nevertheless, you must be inclined of the theory and procedure of accounting
in the general direction of these qualities and business practice. Naturally, promo
if you are to be successful as an account tion to the more advanced and betterpaying positions comes to the people who
ant in a business organization.
With these questions answered in the are best prepared to fill them.
affirmative, you come to the second consid
The field of work of the accountant in
eration. Your questions with respect to the business is so large that it may be subdi
opportunities in accounting may very well vided into various divisions. In many of
these divisions of work, the accountants
include the following:
What opportunities will be open to me have formed organizations comparable to
in business as an accountant? What pros those maintained by the various profes
pect is there for me to obtain a beginning sions. Thus, there is an association made
up of the controllers of banking institu
position ?
Can I reasonably hope for advancement ? tions, another of railroad auditors and con
What ultimate position may I hope to trollers, another of controllers of retail
stores, another of cost accountants, and still
achieve ?
another of public utility accountants.
It would take more space than is avail
Attention is called to these organizations
able to answer these questions fully. Suf
—each
one large and successful— because
fice it to say that a beginning might be
made in any one of many positions that each evidences a large amount of account
are found in the accounting department of ancy activity of an important technical and
a business organization. Among these posi executive character. Many of the members
tions are those held by the bookkeeper, the of these organizations supervise the work
cost clerk, the billing clerk, the timekeeper, of accountants who fill subordinate posi
the cashier, the stores ledger clerk, the tions.
These are the ultimate executive posi
budget clerk, and the like.
If full technical preparation for the work tions to which you may aspire even though
is made in advance by day-school study in you begin as a cashier, cost clerk, or book
a school giving adequate accountancy in keeper. The vocational history of almost
struction, there would not only be a better every controller, auditor, or treasurer will
opportunity for obtaining a satisfactory be disclose progress from a beginning position
ginning position, but there would be a bet of accountancy character to executive sta
ter opportunity for advancement to higher tus—an advancement based not only on
positions and increased income than if such experience but also on related study of
technical subjects.
preparation were not made.
You will inevitably come to the conclu
On the other hand, if a clerical or other
position is obtained without previous tech sion, as you investigate the facts and an
nical preparation, this preparation could be swer your self-imposed questions, that
made by evening-school study of account there is plenty of opportunity in the field
ing and related subjects after the position of accountancy work for the young man
or the young woman who has reasonable
is obtained.
natural qualifications for it, who makes
It is quite sure that only limited advance adequate preparation, and who performs
ment could be expected without school its various duties with energy and effici
preparation in accounting, law, finance, ency.
statistics, and related subjects. Many men
* * * *
and women make this preparation, and you
A c c o u n t a n c y P r a c t i c e — P ro fessio n
will be in competition with them for ad
B a sed on A u d it and Certification o f
vancement.
F in a n cia l R esults and Conditions
The man or woman who expects to go
ahead under present business conditions
Two important callings closely related to
merely on the basis of natural ability and business occupations are likely to be taken
experience is not likely to succeed as well into consideration by a high-school student
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in making a choice of a calling. These two
professions are accountancy and shorthand
reporting, the work of each of which will
be briefly described.
The public practice of accountancy is
defined in the Education Law of the State
of New York as follows:
The public practice of accountancy
within the meaning of this article is de
fined as follows: A person engages in
the public practice of accountancy who,
holding himself out to the public as an
accountant, in consideration of compen
sation received, or to be received by him
offers to perform or does perform, for
other persons, services which involve the
auditing or verification of financial trans
actions, books, accounts or records, or
the preparation, verification or certifica
tion of financial accounting and related
statements intended for publication or
for the purpose of obtaining credit, or
who, holding himself out to the public
as an accountant, renders professional
services or assistance in or about any or
all matters of principle or detail relating
to accounting procedure or the recording,
presentation or certification of financial
facts or data.
Laws are in effect in each of the various
states and in the District of Columbia, ac
cording official status to the accountants
who comply with the prescribed require
ments with respect to general education and
professional experience and qualifications.
In a number of the states, including Mary
land and Michigan, no one can offer his
services to the public as an accountant ex
cept he has been registered under the pro
visions of the State law.
In order to qualify under the New York
law for admission to the C.P.A. examina
tions after January 1, 1938, the applicant
must have completed a course of study, ap
proved by the State Education Department,
covering a period of four years of dayschool instruction or six years of eveningschool instruction in cultural and technical
subjects. He must also have met certain
requirements in respect to experience in
accountancy work and have been graduated
from an approved high school course.
Substantially the same requirements
exist in New Jersey and Connecticut, with
the exception that a preliminary course in
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professional and cultural subjects has not
thus far been prescribed.
There are a number of large accountancy
firms that maintain offices in many states
and that employ in the aggregate hundreds
of accountants. There are, of course, a
much larger number of small firms or in
dividuals that employ staffs ranging any
where from two or three accountants up
to thirty or forty or more. In addition,
there are a considerable number of persons
who practice on an individual basis.
The accountants thus employed by prac
ticing accountants may be beginning ac
countants, known as “juniors,” with limited
experience, who are pursuing at the same
time, it may be, their professional studies
in evening-school courses; or they may be
experienced accountants, commonly known
as “seniors.” Many of the latter may have
met the State requirements and obtained
their credentials as certified public ac
countants.
The opportunities in this field of prac
tice are very fully and authoritatively set
forth in a document prepared by a commit
tee of the New York State Society of Cer
tified Public Accountants. A copy of the
findings of this committee can no doubt be
obtained from the Secretary of the New
York State Society of Certified Public
Accountants.
The profession of accountancy is closely
related to business because the larger part
of its work consists of reviewing and audit
ing business transactions, and in preparing
and certifying financial statements that are
used in the management of business and as
a basis for securing credit with banks or
others.
The knowledge of the essential principles
and procedures of accounting to be acquired
by the student in accountancy practice is
the same as the knowledge to be acquired
by the student in accountancy and business
administration who is making preparation
for work in an accounting department of a
business organization with a view of even
tually becoming a controller or other ac
counting executive. In training for ac
countancy practice, however, emphasis is
usually placed in the later divisions of study
upon audit procedure, upon professional
ethics, and upon other subjects that are not
of prime importance to the student who is
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training for employment in business.
It will be seen, therefore, that in many
respects the training, as well as the work
of the accountant, is the same no matter
whether he elects employment in private
business or in public practice. There is a
different objective, however, and certain
cultural and technical training is required,
under the regulations of New York State,
in preparation for accountancy practice. It
is obvious that students who are preparing
for professional work in accountancy
should develop ethical concepts and judg
ment capacity comparable to what can rea
sonably be expected of professional men
who offer their services to the public as
lawyers, engineers, physicians, surgeons, or
dentists.
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The questions to be asked as to this call
ing are:
Am I willing to take the time and to
incur the expense necessary to make prepa
ration for the practice of a profession?
Do I have an investigative turn of mind,
a desire to analyze facts and to reach con
clusions on the basis of such facts?
Do I work readily with numbers; and
do I have an inclination toward mathe
matical studies ?
Do I desire to serve others in an advisory
capacity as a professional man, and to ad
here to a code of professional ethics?
If your answers are in the affirmative,
you may go ahead with confidence in se
lecting accountancy practice as your life
work.

M u n ic ip a l A c c o u n tin g P r in c ip le s
A s R e co m m en d ed b y th e
N a tio n a l C o m m itte e *
by

L l o y d M o r e y , C.P.A., Comptroller and Professor of Accountancy, University
of Illinois; Vice-Chairman, National Committee on Municipal Accounting

I

F you pick up the financial statements
of two or more banks, comparable in
dustrial corporations, or universities, you
will usually find that the form and termi
nology of these statements are substantially
the same and that ready comparisons are
possible between similar organizations. If
you try to do the same thing to reports of
governmental bodies, however, you will
usually wind up in a state of hopeless con
fusion. Hardly any two reports, even of
the same type of government, except in
certain areas where a program of required
uniformity has been carried out, show any
degree of similarity for each other. The
reason for this condition is the general lack
of understanding of the fundamental prin
ciples essential to the accounts and reports
of governmental bodies and the lack of
agreement as to such principles and as to
the terminology which most correctly ex
presses the facts being dealt with.
* A dd ress at A nnual M eeting o f T h e A m eri
can S ociety o f Certified P ublic A ccountants,
K ansas C ity, O ctober, 1935.

This is why the National Committee on
Municipal Accounting has set for its par
ticular goals the development of sound fun
damental principles of municipal account
ing and the formulation of a correct ter
minology. If general agreement can be
reached on these two subjects and the ap
plication of them to accounting systems
and accounting reports made substantially
universal, the essentials of uniformity in
governmental accounting will not only have
been achieved but the general usefulness
of public accounts and reports tremen
dously increased.
It is essential to recognize that govern
mental accounting and reporting involve
certain fundamental differences from the
procedures commonly followed in the ac
counts of private business. The first of
these differences and one of the major
underlying principles affecting such ac
counts is that the accounts m ust be classi
fied by fu n d s . A fund as defined by the
National Committee is “a sum of money or
other resources set aside for the purpose
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of carrying on specific activities or attain
ing certain objects in accordance with spe
cial regulations, restrictions, or limitations.”
A fund, therefore, is not merely a sum of
money, but may consist either of cash or
of other resources which are ear-marked
for a specific purpose. The accounting for
it includes all accounts necessary to set
forth its operations and condition and these
accounts appear as a distinct balanced
group. In other words, the accounts of a
government are not merely one balanced
group of assets over against liabilities and
surplus, but consist of as many groups of
that kind as there are distinct funds or
fund groups in the particular government
being dealt with.
This requirement in governmental ac
counting results from the fact that the
method of financing various activities, and
the purpose for which particular incomes
are to be used, are often definitely pre
scribed. To meet these conditions, the
money or other assets arising from a defi
nite source must be segregated and held
inviolate for the purpose for which they
were assembled. An accounting for all
obligations incurred and payable out of
these resources is involved as well as an
accounting for the revenues and expendi
tures. The accounts must indicate at all
times the condition of the fund with respect
to its assets and liabilities as well as to its
free or unappropriated surplus. The sur
plus of each fund is separate and distinct
from that of all other funds and must be
separately accounted for and reported.
Each fund is thus a distinct financial
entity and for this reason requires a com
plete balanced set of accounts and accord
ingly a complete balance sheet. No system
of accounts which fails to maintain this
distinction can be considered adequate or
satisfactory. No form of consolidated bal
ance sheet or other statement, which fails
to recognize the various funds and to set
forth their assets, liabilities and surplus or
deficit separately, can be said to measure
up to sound principles of governmental
accounting and reporting.
While a great many individual funds
arise in the operations of the various gov
ernments, these funds in municipal affairs
usually fall under one of the following
groups: (1 ) General, (2 ) Special Rev
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enue, (3) Working Capital, (4) Bond, (5)
Special Assessment, (6) Sinking, (7)
Trust and Agency, (8) Utility. In each
of these groups various funds may appear,
but, because of the fact that the funds of
each group are similar in character, the
accounts may be maintained by fund
groups and the financial statements pre
pared accordingly. On this matter there
has been the widest possible diversity in
practice. The National Committee has felt,
however, after a careful study of hundreds
of reports, that the suggested classification
will cover almost every situation that arises
in any part of the country. The National
Committee urges the use of this fund clas
sification. Of course, where legal require
ments are such that other funds are re
quired, these stipulations must be met at
least until such time as the laws or regula
tions can be changed accordingly.
The next principle which must be kept
constantly in mind and which is a distin
guishing characteristic of governmental
bodies is that the accounts of fixed assets
and liabilities should be clearly segregated
from those relating to current assets, liabil
ities and operations, and that any su rp lu s
rep resen ted by investm ent in fix ed property
should be clearly distinguished fr o m s u r
plus rep resen ted by cu rren t assets. Invest

ment in permanent property is not avail
able to meet current operations of a gov
ernment and, in fact, with few exceptions,
cannot even be made a basis for loans of
any kind. For that reason, the equity rep
resented by it must be clearly segregated
from that represented by expendable assets.
Only the latter constitute the amount avail
able for further appropriation and expendi
ture. A consolidated figure of surplus, in
cluding both that which is expendable and
that which is represented by fixed assets,
is a meaningless figure and one which may
give both officials and public an entirely
erroneous and misleading impression. Such
a plan of financial statement has been used
in certain instances with embarrassing con
sequences.
A third principle peculiar to govern
mental accounts is that rev en u e and e x p e n 
d itu res should be accounted f o r th ro u gh
budgetary control accounts. The budget is

the heart of the financial operation of any
government and is a part of the cycle of
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records which includes the budget, the ac
counts, and the reports. The classification
of accounts for these three records should
be uniform so that they will present a con
tinuous financial picture.
The budgetary accounts deal not only
with revenues and expenditures, but also
with revenue authorizations, appropriations
and encumbrances. These accounts are
necessary in order to provide adequate con
trol of budget operations. This control can
be fully exercised only when the account
ing system provides for a record of every
source of revenue from the time it is
created until it is collected and for every
expenditure from the time the obligation
is incurred through a purchase order or
contract until payment is finally made.
Such obligations are spoken of as encum
brances, which are defined as “obligations
in the form of a purchase order or contract
which are to be met from an appropriation
and for which a part of the appropriation
is reserved. They cease to be encumbrances
when paid or approved for payment.” An
appropriation is defined as “an authoriza
tion by the legislative body to make expen
ditures and incur liabilities for specific pur
poses within stated limits.”
The Committee recommends that both
the budgetary and proprietary accounts o f
each f u n d be ca rried in a single g ro u p .

This will simplify the bookkeeping process,
avoid duplicate entries, increase the accu
racy of accounting control, and facilitate
the preparation of fund statements. The
condition of a fund should be presented in
a single comprehensive statement. The
preparation of two separate balance sheets
— one for proprietary and one for budget
ary accounts—is not recommended.
In preparing a balance sheet of the fund
during the fiscal period, the unrealized bal
ance of estimated revenue is included
among the resources of the fund as of that
date. In the case of appropriations, the
unliquidated balances of appropriation en
cumbrances and the unencumbered balance
of appropriations must be included as obli
gation items in the balance sheet. In this
way, the balance sheet for that fund repre
sents a complete and accurate picture of its
condition at a given date.
Balance sheets prepared during the fiscal
period which do not take these items into
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account are misleading and inaccurate and
cannot be safely used for administrative
purposes. At the end of the fiscal period
estimated revenue accounts and the unen
cumbered balance of appropriation ac
counts are ordinarily closed to unappropri
ated surplus. The balance sheet then shows
the resulting actual surplus or deficit for
the period. Even in statements at this date,
however, allowance must be made for un
liquidated encumbrances or for unexpended
appropriations which continue available in
the succeeding period, and such items
should be included in the balance sheet.
Some annual reports which we have seen
present separate balance sheets for the
“proprietary accounts” and for the “bud
getary” or “funding” accounts. These bal
ance sheets show different figures of sur
plus for the same fund and then attempt
to give a reconciliation between the two.
Such statements are confusing enough to
an accountant, while to the average public
official or citizen they are not only quite
unintelligible but likely to be very mis
leading.
In accounting for revenues and expendi
tures, the use o f the accrual basis is r e c 
o m m en d ed as f a r as practicable . Too often
in the past municipal and other public re
ports have consisted of lists of receipts and
expenditures, poorly classified, and failing
to answer the most important question
which can be asked of such a report, name
ly, what amount has accrued to the city as
revenue for the period and what have been
the charges against that revenue, whether
actually paid or merely incurred? Rev
enues partially offset by allowances for es
timated losses should be taken into con
sideration when earned, even though not
received in cash. Only those sums should
be considered revenues which are certain
of realization in cash, however, within a
reasonable time. Expenditures should be
recorded as soon as liabilities are incurred
and should be accounted for on such a basis
as to include as expenditures all materials
used or services rendered during a given
period.
In recording expenditures, it is essential
to remember that all expenditures, whether
they be for “expense” ( “the cost of opera
tion and maintenance and fixed charges,
irrespective of the date of payment, for
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which no permanent or subsequently con
vertible value is received or receivable”)
or for “capital outlay” ( “those expendi
tures which result in the acquisition of or
additions to fixed assets”), constitute re
ductions in the surplus of some fund. It
is not possible, in making an expenditure
for capital outlay, to debit “fixed assets”
and credit “cash.” The debit must be to
an appropriation or a special fund balance
in the proper fund and the credit to cash.
An additional entry is then necessary, either
at the same time or at the end of the fiscal
period, to set up the account for the prop
erty acquired, the entry being debit “fixed
asset” accounts and credit “investment in
fixed assets.” Such a procedure is essen
tial in order to segregate the surplus or
equity represented by fixed assets from
that represented by current assets which
are available for further expenditure. Fail
ure to do this in accounts and reports has
led to serious consequences in the financial
management of some governmental bodies.
A number of important considerations
arise in connection with the accounting for
fixed assets and long term liabilities. The
desirability of keeping records of fixed
properties need hardly be questioned. They
are necessary to show the acquisition, sale,
retirement, replacement, and maintenancecost of such properties, and they serve
to fix responsibility for the custody and
proper use of the assets themselves.
The Committee recommends that the
accounts f o r fix ed assets be kept separate
fr o m the accounts o f fu n d s , except in the

case of utilities and of municipal activities
financed from Working Capital funds.
They may, however, be included with the
funds to which they are related, provided
the resulting surplus is shown separately
from the surplus of the fund. Fixed assets
of utilities should be included in the utility
accounts. The assets used in an activity
financed from a Working Capital fund may
or may not be included in the accounts of
the Working Capital fund.
Generally, depreciation on buildings and
equipment used by self-supporting activ
ities such as utilities and Working Capital
funds should be charged into their operat
ing costs. This is desirable so that public
and private enterprises engaged in similar
activities may be compared, and so that
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reserves for replacing such assets may be
created. Where depreciation reserves are
established, they should be shown as deduc
tions from the related assets on the balance
sheets. I f depreciation on fixed assets is
calculated only for statistical and compara
tive purposes, no reserves would be es
tablished.
Except as noted above, fix e d p ro p erties
should be carried at cost value or, if ac
quired by gift, at the appraised value on
the date received. There seems to be little
occasion for recognizing in the general
accounting records the depreciation of gen
eral municipal buildings and equipment.
Some of the reasons for this procedure are :
1. It is not necessary to know the depre
ciated or replacement values of municipal
properties, since property values cannot be
used as a basis for credit.
2. Since the municipality as a whole is
concerned with operating profit or loss only
in the case of utilities and other self-sup
porting activities, it is not necessary to ac
count for depreciation in the general ac
counts.
3. If depreciation is accounted for, the
depreciation reserve has no importance
unless it is a cash fund designed to replace
worn-out properties. This is usually im
practical, and often illegal.
The primary purpose of fixed-property
records is to show the municipality’s invest
ment in such assets. This amount has no
particular relation to the amount of the
bonded debt, much of which may have been
incurred for purposes other than the acqui
sition of fixed properties. On the other
hand, a large part of the fixed properties
may have been acquired in ways other than
through bond issues. Rarely is any part
of the bonded debt secured by mortgages
against specific properties, except in the
case of utilities. Fixed properties usually
cannot be seized or sold to satisfy bonded
indebtedness.
For these reasons, the Committee sug
gests that the am ount o f the bonded debt
payable fr o m g en era l re v en u es or taxation
should be displayed in a statem ent in d ep en 
dently o f any fu n d . This is done because

no present assets of the funds (except the
Sinking fund) will be used to retire these
bonds. Since there is ordinarily no relation
between the paym ent of these bonds and
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the value o f the p ro p erties acquired from
their sale, the amount of bonds outstanding
should not be used as an offset to the prop
erty accounts. Instead, the amount of
bonds payable will be offset by an account,
“Amount to be Provided for the Retire
ment of Bonds.”
The purpose of municipal accounting, as
well as of all accounting, is not merely to
provide a record of transactions, but, and
what is more important, to provide financial
rep o rts which will supply information to
those concerned in management or direc
tion. Certain kinds of financial reports are
essential for public bodies. Mention has
already been made of the balance sheet
which, while not having the same impor
tance in public affairs as in private, is
nevertheless an essential financial state
ment. The Committee recommends a sepa
rate balance sheet for each fund or group
of related funds. All accounts of a group
of related funds, such as Trust Funds or
Special Assessment Funds, may be com
bined in a single statement, but this should
be in columnar form, or in sections, so as
to show separately the assets, liabilities and
surplus, both free and encumbered, of each
fund in the group, or be supported by
schedules showing this information.
The following additional statements are
also essential in every annual report:
1. An analysis of surplus of each revenue
fund, department or institution which is
operated as a distinct financial entity, show
ing changes in that surplus during the year.
2. Statements of revenue of each revenue
fund and comparison with budget estimates.
3. Statements of expenditures of each
revenue fund and comparison with budget
estimates. (As already indicated, the state
ments of revenue and expenditure should
be on the accrual basis as far as practicable,
and should include all expenditures, both
current and capital. The National Com
mittee is endeavoring to develop standard
classifications for use in such statements.)
4. Operating statements for each utility
or public service enterprise.
5. Statements of receipts and disburse
ments of special funds, such as trust funds,
bond funds, sinking funds, special assess
ment funds.
6. Statement of debt of all kinds, show
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ing changes during the period under re
view.
7. Statement of changes in fixed asset
accounts.
8. Summary statement of cash receipts
and disbursements.
Many other subsidiary and supporting
schedules are needed under various condi
tions. Suggestions concerning the scope
of such schedules are found in the Com
mittee’s bulletins. Statements of expendi
tures prepared during the course of a fiscal
period must show encumbrances and free
balances of appropriations, in addition to
the amounts of the appropriations and the
expenditures therefrom.
These are some of the major principles
which the National Committee on Muni
cipal Accounting, after extended study, is
submitting for consideration to the account
ants and public officials of the country as
a fundamental basis for the accounting
procedure of municipal and other govern
ments. It solicits the interest and aid of
all who are in any way concerned in this
important problem. Its work has already
aroused wider and more serious thought on
the subject than has ever before been
achieved. The best results will be secured
if those in all sections of the country hav
ing to do with this matter will work in
harmony with the National Committee so
that the greatest possible unity of thought
and action can be brought about. Many
examples of such cooperation have already
taken place, among the most recent of
which may be mentioned the work of the
California League of Municipalities in its
preparation of a uniform plan of account
ing for municipalities in that State, based,
largely on the principles and terminology
recommended by the Committee.
There are nearly 2 0 0 ,0 0 0 distinct units of
government functioning today in this coun
try. Recent years have witnessed a tre
mendous expansion in the business activ
ities of these agencies. Whether we like
it or not, much of this increased activity
is doubtless with us to stay.
If Government is to satisfy the public
of its ability to manage large financial af
fairs, it first of all must put its accounting
in order. Accounting is not an end in
itself. It “is one of the means by which
those responsible for the financial program

T H E C E R T IF IE D P U B L IC ACCOUNTANT

1936

of a community may control the execution
of that program. Accounting fulfills its ulti
mate purposes, therefore, only to the extent
that (1) it assures the execution of the
budget according to the instructions of the
legislative body, (2 ) it protects the muni
cipality against losses due to the illegal
acts or dishonesty of its officials and (3)
it furnishes the information by which the
legislative body, the budget-making author
ity, and the administrative officials are ad
vised of the financial condition and opera
tions of the municipality and are enabled
to conduct their respective activities with
full knowledge of the status of the finances
of the government.”*
*R ep o rt o f the Connecticut T em p o rary Com 
mission to Study the T a x L aw s of the S tate
1935.
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As public accountants, we have a large
responsibility for bringing order, out of
confusion in governmental accounting and
reporting. We can meet this responsibility
with thoroughness and in a way to com
mand respect if we acquaint ourselves with
the nature of the problems involved and
cooperate in the work of the National Com
mittee on Municipal Accounting in the de
velopment of sound standards of procedure
and practice. Such a program will not only
aid in putting public business on a sounder
basis, but will be an indication to the public
of the ability of the accounting profession
to work cooperatively and solve construc
tively a problem of nation-wide importance
affecting the life and welfare of every com
munity and therefore every citizen.

T h e In d e p e n d e n t P r a c titio n e r a n d
M u n ic ip a l A c c o u n tin g *
by

C arl

H.

C h a tte rs ,

Executive Director Municipal Finance Officers’ Association
Chicago, Illinois

H E public officials whom I represent,
as Executive Director of the Munici
pal Finance Officers Association as well as
the members of the National Committee
on Municipal Accounting, appreciate the
cooperation of The American Society in
their work for the improvement of munici
pal accounting.
Your own committee, of which Mr.
George Ellis is chairman, has been active.
We have learned that we must cooperate
if we are going to bring about the im
provement we desire. If the group of
public officials planned to work alone, they
would not have gone very far. I f the ac
countants had planned to work alone, they,
too, would have been handicapped. But
the public officials who actually have to use
the material, working with the accountants
who have had the practical experience in
making audits, together can bring about
what we most desire; namely, some im
provement in municipal government.
The attitude of your group toward
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municipal accounting, on the whole, is
rather a hostile one. That is, you do not
like your municipal practice and many of
you avoid it entirely. As I stood around
the lobby this morning I listened to many
of you and what you said went to prove
this, if it had not been known before.
Yet I think we want to see both sides of
the question and you want to be openminded on it and appreciate the officials’
point of view.
First let me say that public officials as
a group do not distinguish clearly between
your group, as certified public accountants
and other groups of accountants who may
audit their books. I f you are to have the
certified public accountants looked up to as
you want them looked up to, all ac
countants, certified or non-certified, have
to do work that is a credit to the profes
sion, because, most public officials and
citizens generally do not distinguish be
tween the work being done by certified
public accountants and non-certified public
accountants.
We sometimes think that no progress
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has been made in municipal accounting.
We must go back at least twenty-five
years, because we cannot measure progress
by looking at something in a narrow point
of time. Twenty-five years ago, there was
no literature on the subject of municipal
accounting. Apparently only one book on
municipal accounting was copyrighted
before 1900, and that had 57 pages in it.
There have been two or three books writ
ten and probably the only useful ones are
Professor Morey’s books. We do find
that some progress has been made. Budget
ary practices have developed rather well.
Perhaps the greatest progress has been
made in budgetary accounting. Municipal
reporting has been improving and that im
provement has been more evident in the
last three to five years than during any
other period.
Do not let any outstanding examples of
municipal corruption or mismanagement
color your thinking to the extent that you
think all government is bad and all munici
pal accounting is poor, for there is the
good and the bad in it, the same as any
thing else.
Many people have honestly opposed the
movement for uniform municipal account
ing. The difficulty arises from the in
terpretation of “uniform accounting.”
Some have had in mind a rigid system
built around forms and that has caused
them to believe that uniform accounting
was not desirable and not attainable. The
uniformity we desire is a uniformity built
around a standard statement of principles,
around uniform terminology, uniform
classifications o f revenue, expenditure and
balance sheet items and uniform reports.
We can expect uniformity as to account
ing procedure and details of accounting
methods only in reasonably homogeneous
groups, primarily those including the
smaller units of government.
For those of you who want a clear state
ment of what uniformity in accounting
means, I suggest you get the pamphlet
prepared by the Government entitled, “Re
ports to Stockholders.” It was written by
Professor Sanders, and is about the
clearest statement I know of as to what
uniform accounting means, either in
municipal or industrial accounting.
There are several points of misunder
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standing between municipalities and ac
countants. You say of course that the
jobs are political and you do not like the
fact that you have to bid sometimes in
order to get municipal jobs. You say you
cannot get the jobs and make a profit.
On the other hand, the officials often
feel that the accounting work is incom
plete. The most common criticism is that
one auditor will make suggestions for
changes of system and the next year a
succeeding auditor comes in and makes
contrary recommendations. That one
thing alone is the greatest point of criti
cism. An official will change his system
the first time, and perhaps the second time,
but when the third auditor makes sugges
tions contrary to the first two, he thinks
the best thing to do is go his own way.
Another point of criticism is that ac
countants fail to understand the difference
between municipal accounting and their
other accounting practice.
To remedy the situation, the first step
is to do away with the system of bidding.
It is entirely wrong. I don’t think it is
necessary; I don’t think it is compelled
by law, even when municipalities are com
pelled to advertise on other contracts. Do
away with the system of bids and award
the work the same as any other profes
sional service. The auditors must be audi
tors and overlook the political aspects be
cause many auditors are playing the same
kind of politics as the professional poli
ticians whom they condemn.
The greatest help in doing away with
these criticisms is to have some standards
and some principles upon which the public
officials and the accountants can agree. If
there is something that both groups can tie
to, we can do away with a great deal of
misunderstanding. I f we have some com
mon meeting ground, then the officials who
are critical of the auditors or the auditors
critical of the officials, could have some
justifiable basis for their opinions. Now
it is difficult to tell who is right.
The audits should be more constructive,
more thought given to the formulation of
better accounting plans, and more work
done that will bring about better budget
control, etc. Perhaps less emphasis might
be placed on the audit as merely a means
of discovering shortages.
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One of the big arguments, of course,
among your own groups, is the question
of how far the State shall go in controlling
municipal accounting, and whether the
State itself should enter into accounting
practice and audit local bodies. That is
a sore spot with you. There are argu
ments on both sides. Personally, I do not
think it is an open and shut case. Some
time ago, I prepared a comprehensive
memorandum for President Heaton on
that point, and I should like to quote from
it in setting forth the two sides of that
proposition. “There are two things in
volved. One is an audit by a State body,
another control of the accountants who
are doing the audit by a State body; one
where the city employees are the persons
who actually do the auditing, and the other
where the State merely supervises the
work or requires reports to be filed or
licenses municipal accountants who are do
ing municipal accounting work.”
I oppose just as strongly as any of you
do having all of the audits made by a
State agency because I do not believe it
will be successful. On the other hand,
you must strengthen your position if you
are going to avoid something of that kind.
Now what are the arguments for State
audits or for State supervision of munici
pal accountants? The first argument for
supervision by the State or State audits is
that the State employees have a more ac
curate knowledge of municipal law. They
also constitute a thoroughly experienced
group of municipal accountants, at least,
that is the argument put forth. The State
official who discovers an irregularity is
in a better position to report any dis
covered shortages to official bodies. The
reports by State officials assure a greater
uniformity in presentation of the audit re
ports. There is, of course, the danger of
standardized stupidity, as well as stand
ardized intelligence. We run that chance.
Some argue that the cost will be lower
if the audit is performed by a State body.
Others say that the State should require
an audit of local accounts where the State
is granting aid to the local governments.
Then, too, the Federal Government sends
in its auditors to audit the accounts of
local bodies using Federal P.W.A. funds.
I f one audit could be made properly, it
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ought to take care of all these things. The
above arguments have been advanced to
support State audits of local accounts.
On the other hand, there are certain
arguments against a State system of audit
ing. The first is that an audit by the State
tends to become purely legalistic and to
overlook other important factors. Others
say that the State may not have a compe
tent staff to do the work, because of
politics on the one hand and low fixed
salaries on the other. Private accountants
engaged in practice have to keep up the
quality of their work, or else lose their
professional accounting reputations. This
probably is not generally true with respect
to the State employed accountant. There
are many State laws which provide for the
auditing of municipal accounts which are
of no effect because of the failure to ap
propriate the necessary funds.
In many cases the State agencies are no
more qualified to check the localities than
the localities are to check themselves.
Furthermore State regulations, if drawn
too rigidly, do not permit the local of
ficials to use the initiative they should or
permit independent accountants to use the
initiative they should in devising a system
for municipal accounting. The State
auditing may be politically controlled. In
one State, the auditors work in pairs, one
democrat with one republican, to avoid
political bias.
My own opinion on the question is th is:
I believe there should be in every State a
State agency to deal with municipal af
fairs. In the aggregate, in most states,
local governments are spending far more
than the State itself; in fact, in some
states, one single city will be spending
more money than the entire State govern
ment will be spending. Particularly where
municipalities are having difficulties with
their finances, we do need a central State
agency to deal intelligently and coopera
tively with municipal affairs.
I f there is a system by which the State
audits local bodies it should not exclude
auditing by independent accountants.
Some control can be exercised by licens
ing municipal accountants or requiring
them to pass a special examination, as
they do now in New Jersey. The State
agency could prescribe the reports which
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the municipalities themselves must file.
They should review the reports of private
accountants, to be certain that all reports
are up to a required standard. The State
should have a small accounting staff, able
to make supplemental or special audits
where occasion demands.
On the other hand, the bulk of the audit
ing to check the fidelity of the operation
of the public officials should be done by
private accountants. The audit by private
accountants should be used also to check
the efficiency of local officials; and the
private accountant should be able to es
tablish a system of accounting for a local
community which will be useable and
which will consider the information that
the operating executives need. Perhaps
most important of all, the accountant
should be trained to the point where he
can act as a financial advisor of the
municipality.
As a professional group, you ought to
be concerned with the personnel in these
public offices. The engineers, of course,
see that engineers get engineering jobs.
How many accounting societies have tried
to see that only professional accountants
are appointed to important positions in
local government where accounting skill is
required? I f you haven’t, part of the bur
den is perhaps on your own shoulders.
In San Francisco, the Controller’s of
fice has six certified public accountants on
the staff, and a remarkable system all the
way through. The city of Los Angeles
and the county of Los Angeles have the
same high-class personnel. Many of our
cities, too many to mention, have certified
public accountants as city auditor, director
of finance, or as chief accountant in the
department of finance. It should be one
of your primary jobs to see that more of
your group are in there and to see that
salaries are fixed at a point where qualified
people can hold public offices. After all,
there is no striving for the office if it is to
be merely a political appointment at a low
salary.
My own feeling is that there is going
to be a growing place for certified public
accountants who have training in munici
pal accounting. There will be a great
expansion of the teaching of governmental
accounting in the country. This is evi
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dent from the requests that come to us to
recommend people for positions. Yet
there are few people qualified and few
schools in the past that have been teach
ing courses in municipal accounting.
The Municipal Finance Officers Associ
ation published a booklet, “Marketing
Municipal Bonds.” One of your promi
nent members said it omitted to state that
investors might well require an audit by
certified public accountants and might well
look at the audit report. You do that in
private accounting and you do that in cor
poration accounting and yet I haven’t seen
very many municipal reports that would
be of value to municipal investors in help
ing them determine whether or not the
securities of the municipality were valu
able, what the trends were in the munici
pality and what they might expect in buy
ing the securities. This is a field which
offers a remarkable opportunity to you, if
the audit reports are made in the proper
way.
Hundreds of municipalities have re
funded bonds in the past three or four
years. The certified public accountant
should have been in a position to make re
ports on these communities and advise the
investors as to whether or not the plans
were sound, or the accountants should
have formulated the plans themselves.
I know of only two such positions that
have been held by certified public account
ants, one with a Philadelphia concern and
one with a Chicago organization.
Probably all of you say we need better
municipal administration.
If we are to
have it, it will be necessary to have bet
ter systems of control, better organized
public offices, and the detailed procedure
must be organized properly. It seems to
me this is also a field for the accountant.
I think perhaps we have made the same
mistake that many of the city officials
have. We have looked at the problem
through a bookkeeper’s eyes and not a
statesman’s eyes. We must get beyond
that if we are going to get the profession
into this line of activity.
In order to help bring about a better
understanding between officials and ac
countants and in order to establish the
standards in this field which we all want,
there was organized in January, 1934, the
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National Committee on Municipal Ac
counting. That group is composed of rep
resentatives of nine national organizations.
There is one representative on the central
committee from The American Society of
Certified Public Accountants, the American
Institute of Accountants, from the Univer
sity Instructors in Accounting and the
National Association of Cost Accountants.
There are also represented the American
Municipal Association, the National Muni
cipal League, the National Association of
State Auditors, Comptrollers and Treasur
ers, the Municipal Finance Officers’ Asso
ciation, and the International City Manag
ers’ Association.
This committee has only one interest, to
promote better municipal accounting. It
has no commercial interest of any kind. Its
work is financed by the Municipal Finance
Officers’ Association, which in turn gets
the funds for this work from a private
foundation.
To date, the committee has published
four pieces of literature. It has printed
specifications for a detailed municipal audit,
a short bibliography of municipal account
ing, municipal accounting terminology, and
a statement on municipal funds and their
balance sheets. The committee has in prep
aration a model form of financial report
for municipalities showing the balance
sheets and operating statements, as well as
statistical materials.
The committee will also have available
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a classification of municipal revenues and
expenditures.
For the benefit of the
smaller municipalities whose chief problem
is utility accounting, the committee is pre
paring a manual of accounting for small
municipal utilities. There is one other field
into which the committee must go if it is
to take a step forward into absolutely new
territory, and that is the matter of muni
cipal cost accounting. Some of you would
say that is impossible, but it is not impos
sible because it is already being done. Ap
proximately one hundred cities are doing
unit cost accounting to some degree. F if
teen or twenty are doing it in an excellent
manner and providing unit costs of their
various operating activities, particularly as
they pertain to public works. We discuss
politics now on the basis of hearsay, when
we ought to discuss them on the basis of
fact. I f we had cost accounting which
would show the relative cost between dif
ferent gangs in the same city at the same
time, or different groups at different times,
or costs between cities, we would have
taken a big step forward.
The public officials are just as much in
terested in this improvement as you are.
The vast majority of them want to see
their work done right. You ought to take
a cooperative attitude, and go into munic
ipal matters with an open mind. Please
cooperate fully with your own committee
and with the committees of various organ
izations.

C o n s titu tio n a l C a te c h is m
N a th a n

B o o n e W illia m s ,

Q. What is the government of the United
States ?
A . The agency of the whole people estab
lished and maintained by their will for the
conduct of their communal affairs.
Q. What is the “Law of the Land” ?
A . Rules of conduct established by custom
or statute for public guidance accepted and
enforced by the supreme power of the
people.
Q. What is the “supreme Law of the
Land” ?
A . The Constitution of the United States.

Attorney, Washington, D. C.
Q. What else may be the “supreme Law
of the Land” ?
A . The laws “which shall be made in Pur
suance thereof.”
Q. In “pursuance” of what?
A . In “pursuance” of the Constitution.
Q. What is the Constitution?
A . It was and is a document, or charter,
for a form of government.
Q. Was it submitted to and ratified by
the several colonies?
A . It so provided and it was so ratified.
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Q . When did these events occur?
A . More than 150 years ago.
Q. Has the Constitution been changed

since the original draft?
A . Many times in accordance with its terms
and provisions.
Q . But we have wandered away from
our inquiry about “the supreme Law of
the Land," does the Constitution say
anything about this?
A . It does. Article V I of the Constitution
says:
“This Constitution, and the laws of
the United States which shall be made
in Pursuance thereof; and all Treaties
made, or which shall be made, under
the Authority of the United States,
shall be the supreme Law of the
Land;"
Q. Who makes the “laws of the United

States” ?
A . The Congress of the United States in
connection with the President of the United
States are by the terms of the Constitution
charged with this duty.
Q. Are all laws passed by Congress the

“supreme Law of the Land” ?
No, only such “laws of the United
States which shall be made in Pursuance
thereof.”
A.

Q. To what does the word “thereof”
refer?
A . To the Constitution of the United States.
Q. May Congress lawfully pass any law
it wishes to pass?
A . No.
Q. Why is Congress not able to pass any

law it might desire to enact ?
A . For the reason that were Congress per
mitted to pass any law it might wish to
pass, it might ignore or strike down those
safeguards to the citizen written in and
which are parts of the Constitution. It
might decline to pay any attention what
ever to those things written into the Con
stitution, which the Constitution says Con
gress may not do.
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Q. What are some of the things which
Congress is forbidden to do?
A . Congress may not pass an ex post facto

law; nor levy a duty on articles exported
from a State. It may grant no title of
Nobility, nor make any law respecting the
establishment of religion; abridge the free
dom of the press, or of speech. Nor may
the citizen be held to answer for a capital
or infamous crime except by presentment
or indictment of a Grand Jury, and many
other rights and protections in the interest
of the citizen against the encroachment of
the government. And just to clinch the
argument forever, it is provided in Article
I X : “The enumeration in the Constitution,
of certain rights, shall not be construed to
deny or disparage others retained by the
people.”
Then this article is followed by the catch
all reservation by the terms of Article X ,
which reads:
“The powers not delegated to the
United States by the Constitution, nor
prohibited by it to the States, are re
served to the States respectively, or
to the people.”
Q. Does Congress enact statutes in viola
tion of the terms of the Constitution?
A . It has done so on a few occasions.
Q. How has it been determined that such
laws were not “made in Pursuance” of
the Constitution?
A . By decision and declaration of the Su

preme Court of the United States.
Q. What is the Supreme Court of the
United States?
A . It is the body provided for in the Con

stitution as the repository of the judicial
power of the United States for the deter
mination of all controversies
“in Law and Equity, arising under
the Constitution, the Laws of the
United States, and Treaties made, or
which shall be made under their Au
thority; to which the United States
may be a party; between States; be
tween States and Citizens of Another
State; between Citizens of different
States” ; and various other matters.
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Q. What is meant by “judicial power” ?
A . The authority to hear and determine all

questions of rights and legal relations
which may arise under the “supreme Law
of the Land.”
Q. Has this power and authority of the
Supreme Court ever been defined or
regulated ?
A . Yes. In many ways the Congress under
authority of the Constitution has regulated
and restricted appellate jurisdiction from
inferior courts established under the Con
stitution.
Q. Has the Supreme Court ever ex
pressed itself concerning its rights to
review legislation passed by Congress and
to test such legislation by the terms of
the Constitution?
A . On many occasions the Supreme Court

has so expressed itself, in cases running
back for more than 100 years. Such ex
pression is found in the recent case which
involved the Agricultural Adjustment Ad
ministration Act, decided by the Court on
January 6, 1936, wherein the Court said:
“It is sometimes said that the court
assumes a power to over-rule or con
trol the action of the people’s represen
tatives. This is a misconception. The
Constitution is the supreme law of
the land, ordained and established by
the people. All legislation must con
form to the principles it lays down.
“When an Act of Congress is appro
priately challenged in the courts as not
conforming to the constitutional man
date the judicial branch of the govern
ment has only one duty, to lay the
article of the Constitution which is in
voked beside the statute which is chal
lenged and to decide whether the lat
ter squares with the former.
“All the court does, or can do, is to
announce its considered judgment
upon the question. This court neither
approves nor condemns any legislative
policy.”
Q. Why may not Congress be the judge
of the validity and constitutional warrant
of its own acts?
A , Because the “supreme Law of the
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Land” provides that it has only legislative
power.
Q. Why may not the President and other
executive officials be the judge of the
legality of their acts?
A . Because the President has only execu
tive power as provided by the “supreme
Law of the Land.”
Q. How may the rights of the citizen in
disputes or controversies with other citi
zens over his rights under the “supreme
Law of the Land” be determined?
A . By appropriate appeal to the courts to
determine such rights.

Q. If the citizen believes a law of Con
gress violates his rights under that char
ter, or is in violation of the prohibitions
of the Constitution, how may he protect
such rights or have his rights under the
Constitution determined ?
A . By appropriate appeal to the courts.
Q. Why not leave the decision of such
questions to the President?
A . To do so is not in accordance with the
“supreme Law of the Land.”
Q. Why not leave all questions of right
between citizen and citizen, between the
State and the citizen, and between the
government of the United States and the
citizen to the decision of the Congress?
A . That would be accomplished by allow
ing the Congress to be the judge of the
validity of its acts and laws, but it is not
so provided by the “supreme Law of the
Land.” There are many reasons why such
is not advisable, which reasons will occur
to all thoughtful persons.
Q. Who levies the taxes and makes ap
propriations of moneys for the carrying
on of the activities of the government?
A . The Congress, as is provided in the
“supreme Law of the Land,” but for cer
tain purposes no appropriation may be for
a longer term than two years.
Q. May the salary of the President be
“increased” or diminished during the pe
riod for which he shall have been elected ?
A . It may not and is so stated in the “su
preme Law of the Land.”
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Q. May the salary of the justices of the
Supreme Court of the United States be
diminished during their continuance in
office ?
A . Such salary may not be diminished while
such justices are in office, according to the
“supreme Law of the Land.”
Q. Were it not for these provisions in
the Constitution, might not Congress re
fuse to pay the President and the mem
bers of the Court?
A . It certainly could if its acts were not
subject to the provisions of the “supreme
Law of the Land,” and it were the judge
of its own conduct.
Q. Could Congress take the property or
lands of the citizen for public use and
refuse to make payment therefor?
A . It could were it not for the provisions
in the “supreme Law of the Land.”
Q. Can Congress levy taxes in any
amount or for any purpose it might de
sire?
A . It might readily do so but for the pro
visions of the Constitution.
Q. Can the President make laws?
A . The Congress is the law-making author
ity, and the President has only certain par
ticipating relation thereto, but this would
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not be true but for the provisions of the
“supreme Law of the Land.”
Q. Then if we are to have a constitutional
form of government with a Constitution
and laws made in pursuance thereof,
there must be some authority for the
determination of such questions as may
arise over misuse of legislative or execu
tive power?
A . That is correct. Such of necessity must
be so else we shall have no “supreme Law
of the Land,” and a form of government
under which this nation has grown great;
a “supreme Law” which has met every test
of time.
Q. How does the Supreme Court of the
United States secure obedience to its
mandates and its declarations?
A . The Supreme Court is without an army
and without a purse. It secures obedience
to its judgments and determinations of
right and legal relation under a written
Constitution from the Executive, from
Congress, and from every citizen, by that
public knowledge and realization that the
wit of man has not yet evolved a better
plan for the promotion of justice and the
protection of the individual against the ex
cesses inherently present in all forms of
human institutions.

R e fin e ry A c c o u n tin g
by B. R.

Jo h n s to n e ,

NE of the most important accounting
problems today is the auditing of the
O
petroleum industry and yet this subject is
the least discussed either through the
monthly publications or text books. Pos
sibly this is due to the fact that to date
there has not been devised a system which
will give accurate costs of the production
of oils due to the continuous processes used
in the refining industry.
Year by year the oil industry is depend
ing more upon independent auditing firms
to step in and audit their books and yet it
is doubtful if many of the profession are
acquainted with the details of refinery for
any given period, although such costs are

Haddonfield, N.

J.

reflected in the inventories and cost of
goods, which in turn are reflected in the
earning statements.
This article is being written in the hope
that it may lead to a discussion of the
problems involved and thus better acquaint
those interested in the subject under dis
cussion.
The first step necessary in order to as
certain the quantity of products on hand
at any time and thus determine the yield
or production, is the gauging of the tanks.
All tanks are generally calibrated by a rec
ognized firm of Petroleum Inspectors who
furnish certified copies of such calibrations,
showing the capacity of the tanks for each
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foot, inch and fraction thereof. Such ac
curacy is necessary when you consider that
a tank with a capacity of 80,000 bbls. (42
gallons per barrel) will hold approximately
62.22 bbls. in ⅜". This is an actual illus
tration and is given only to illustrate the
accuracy with which tanks must be gauged
and this amount will naturally vary depend
ing upon the height and diameter of the
tank.
There are two methods used in gauging
tanks—first: innages, which is the actual
gauging of the liquid in a tank, sometimes
referred to as ullages, by means of a steel
tape dropped into the tank through a gaug
ing hatch. The gauger knowing the height
of the tank from the calibration table al
lows the tape to reel out the required dis
tance (these tapes have a steel bob on the
end of same which are also marked in frac
tions of inches) and then reels the tape in
and takes the reading of the liquid from
the tape in feet, inches and fractions
thereof. Second: outages, which is the
gauging of the unoccupied space in the
tank and subtracting the same from the
total capacity of the tank, which will give
the amount of liquid in the tank. This
method is more suitable for small tanks
owing to the necessity of being able to see
the top of the liquid in order to be sure that
the bob on the tape just touches the top of
the liquid as otherwise the readings ob
tained will not be accurate by the amount
the bob is submerged in the liquid. This
method is also used when it is necessary to
obtain a gauge of a tank into which oil is
being pumped at the time of the gauging
owing to the liquid being agitated and in
this way preventing the taking of an ac
curate innage gauge.
The next step after gauging the tanks is
to obtain the temperature of the liquid,
owing to the fact that all petroleum oils are
sold on the basis of the volume of liquid
at 60° F. as prescribed by the Department
of Commerce, Circular No. 154. The
correction of the temperature of the liquid
to 60° F. is made by using the tables con
tained in the above circular, although some
times when extreme accuracy is not re
quired, the Abridged Volume correction
tables are used as prescribed by the Depart
ment of Commerce, Supplement to Cir
cular No. 154. In order to use these tables

85

for correcting the volume to 60° F., the
A. P. I. gravity of the liquid must be
known and in that way the proper table
used. The universal method in use to ob
tain the gravity in this Country is by use
of a hydrometer graduated on the so-called
A. P. I. scale and converted to 60° F.
For example if the A. P. I. gravity of an
oil is 28 and the observed temperature is
120° F., we will find that Table or Group
No. 1, which covers oils up to 34.9 gravity,
shows a volume of 0.9763 gallons at 60°
F., or on the basis of 10,000 gallons at 120°
F., observed temperature, the corrected
volume would be 9,763 gallons at 60° F.
When taking temperatures care must be
used to see that the thermometer is sub
merged in the oil for a few minutes, other
wise a correct reading will not be obtained
to the extent of the differential between at
mospheric temperature and the tempera
ture of the liquid. The thermometer
should be submerged in the oil near the
bottom, middle and top of the same in
order to get a more accurate reading, or
average temperature, and these tempera
tures averaged. In the case of tank cars,
or barges with cylindrical tanks, the tem
perature should be taken as stated above
and the average may be obtained by mul
tiplying the bottom and top temperatures
by one and the middle by eight and divid
ing the total by ten.
When gauging a tank for contents of oil,
care should be used to ascertain the BS
(bottom sediment) and/or water in the
tank. These can be obtained by laboratory
analysis. In the case of light oils where the
water has settled to the bottom, it is some
times customary to chalk the tape, the chalk
being affected by the water, and take a
reading of the same in that manner. When
an oil is pumped into a tank which contains
some water and/or BS, it is the practice to
allow the tank to settle for a period of at
least 24 hours before gauging it in order
that the B S and/or water will have had
time to settle out of the oil to the bottom
of the tank. This is particularly true in
the case of crude oil cargoes received at the
refinery which always contain sediment
and water.
In brief, when verifying the quantities
of oils in tanks, the three most important
points to consider are:—
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(1) Accurate gauge in feet, inches and
fractions thereof by gauging the innages
and not outages.
(2) Correct temperatures of the oil—
necessary precautions being taken to see
that the thermometer is left submerged in
the liquid long enough to secure the true
temperature.
(3 ) B S and/or Water by laboratory
analysis by means of an average sample
from the tank.
After the above data has been obtained,
it is a simple matter to ascertain the quanti
ty of any and all products on hand at any
given time.
The usual procedure for working up the
amount of crude oil, or charging stock, run
and the yields obtained from the same,
daily and monthly, is to record all tank
gauges daily, corrected for temperature,
water and/or B S, which gives you the
stock on hand at the end of the period,
which is recorded on what is known as an
“Operating Report” or “Yield Sheet” for
each unit or consolidated for the plant as
a whole, and to which is added all ship
ments and from which is subtracted all re
ceipts plus the stock on hand at the be
ginning of the period—the result being the
yield. For example:
Stock on
Hand end
of period
Receipts
Shipments
100 gals.
20
250
Stock on
Total to
Hand first
Account
of period
Yield
330
150
180 gals.
From the monthly yield sheet is obtained
the information for working up the Cost
of Production for the month. There are
several methods in use at the present time:
(1) Apportionment Sheet, by which the
total yields are extended at the average
wholesale selling price for the month, or
preferably a six month’s average, and the
Manufacturing Cost, i.e., cost of crude run
plus the cost of operation, pro-rated to the
production based on the ratio of the Manu
facturing Cost to the Total Wholesale Sell
ing price of the total production, in which
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case a ratio of less than 100 will mean a
crude equivalent cost for each product of
less than the wholesale selling price and
consequently a spread, and a ratio of more
than 100 will mean a higher crude equiva
lent cost than the wholesale selling price
for each product. (2) Considering the
gasoline yield as the main product and
charging that stock with the total Manufac
turing Cost and crediting it with the whole
sale selling price of all other products
yielded, in which case the selling price and
crude equivalent cost of these products
are the same and the total spread is re
flected in the gasoline production.
The advantages of the first method are
that it gives a crude equivalent cost for
each and every product yielded and does
not consider any product as a main prod
uct. The disadvantages are that the total
manufacturing cost is pro-rated to all prod
ucts, although contained in such costs are
costs which can be and should be definitely
apportioned to a particular product or prod
ucts. For instance, treating cost, ethylizing
costs, Re-running, Reforming costs, etc.,
are costs which can be definitely allocated
and consequently the same should be ex
cluded from that portion of the manufac
turing cost which is to be pro-rated.
As to the second method these do not
appear to be any advantages as at the pres
ent time the gasoline production at a re
finery is no longer the chief aim of the
production department but only one of
many main products desired.
The apportioning of refinery costs is a
subject about which the accounting profes
sion could well afford to give some serious
thought, as the present methods in use do
not reflect the accurate costs and the oil
industry is ready, I believe, for any sug
gestions which will tend to reflect more
accurate costs for their production, pro
viding the same are not too complicated.
The latter is mentioned owing to the fact
that it is very necessary to have some
method by which crude equivalent costs can
be worked up in a short period of time in
order not to hold up the earning state
ments for the month.
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( C ontinued fr o m page 24, Ja n u a ry , 1936)
C ontingent Liabilities. — When state
ments of accounting principles or extended
notations are used, it is, as said, customary
to include therein whatever comments are
needed to describe contingent liabilities.
Federal Water Service Corporation pre
sents such information in two notes:
Contingent liabilities: As noted in the
corporate balance sheet of Federal Water
Service Corporation, that company had
contingent liabilities at December 31, 1934,
of approximately $841,000.00 in connec
tion with guarantees of funded debt and
other obligations of subsidiary companies.
The major portion of these obligations are
shown as direct liabilities in the consoli
dated balance sheet; the contingent liabili
ties not so reflected aggregated approxi
mately $150,000.00.
Certain pending proceedings: In sev
eral of the communities served by the
companies applications have been filed by
the municipalities under condemnation
proceedings or franchise options for the
purchase of the companies’ properties, the
principal cities being Anniston, Alabama;
Sterling and Rock Falls, Illinois; and
Salem, Oregon.
New England Public Service Company
is specific:
The Company had Contingent Liabilities
at December 31, 1934, in respect to :
1. Endorsement of Notes Payable of Util
ity Subsidiaries to Bank aggregating
$5,375,000.00.
2. By resolution of the Executive Commit
tee November 23, 1934, the President
was authorized to guarantee the first
five annual payments of $100,000 each
on the principal amount of certain bonds
proposed to be issued by Keyes Fibre
Company, Inc. if a certain plan of re
organization of that Company be ap
proved by the Court.
3. Claim made by former stockholders of
Utilities Power Company for additional
amount (approximately $100,000.00) in

respect of purchase of the stock of that
Company by New England Public Ser
vice Company in 1928 under an agree
ment providing for an adjustment of
the purchase price under certain condi
tions. This claim is at present under
arbitration.
Puget Sound Power & Light Company
shows its contingent liabilities in a foot
note :
Federal income taxes for the years
1927 to date have not been finally set
tled, and no provision has been made in
the above balance sheet for possible ad
ditional taxes which may have to be
paid in excess of claims for refunds
which have been filed.
In connection with lawsuits threatened
or pending against the company dam
ages have been claimed in an amount
not exceeding $150,000 (including suits
filed during January and February,
1935, of $137,500). On January 10,
1935, the Department of Public Works
of the State of Washington rendered a
bill against the company in the amount
of $65,569.28, purporting to represent
the department’s billable expenses in
curred in its investigation in connection
with a pending general rate and valua
tion case. These claims now in litiga
tion are being resisted by the Company
and no provision has been made for
them in the above balance sheet.
As one of the several notes on contin
gent liabilities, Hearst Consolidated Pub
lications, Inc., says:
In accordance with the usual policy
of subsidiary companies, reserves for
libel and other legal actions pending are
made only in nominal amounts: the ac
tual liability is not determinable at this
time.
Philadelphia Company, which publishes
seven large pages of notations (well worth
study), describes an important federal in
come tax matter :
Suit has been brought by the United
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States Government to recover a portion
($2,216,541.02) of taxes previously re
funded to Philadelphia Company and cer
tain of its subsidiaries for the years 1917
to 1920, 1922 and 1923. Proceedings are
also pending before the United States
Board of Tax Appeals with respect to ad
ditional tax assessments against Philadel
phia Company and subsidiaries for the
period from January 1, 1924 to August
31, 1930, in the amount of $8,986,529.10.
Additional tax assessments also have been
proposed by the United States Treasury
Department against Standard Gas and
Electric Company (Philadelphia Com
pany’s immediate parent company) and
Subsidiaries (in whose returns Philadel
phia Company and subsidiaries’ income
was included for the period from Septem
ber 1, 1930 to December 31, 1933) for
the years 1930 and 1931, amounting to
$2,740,985.22 of which amount $2,537,
306.06 is estimated by Standard Gas and
Electric Company to be applicable to Phil
adelphia Company and subsidiaries. The
principal matters in dispute are deductions
claimed for adjustments of depreciation
and depletion, loss on retirements of equip
ment, debt discount and expense on bonds
or notes converted (before their matur
ity) into stock, debt discount, expense and
premiums on bonds or notes retired (be
fore their maturity) with proceeds from
the sale of refunding issues, profit or loss
on liquidation of former subsidiaries,
profit or loss on sale or exchange of in
vestments and net losses for prior years.
All the foregoing amounts are exclusive
of interest. It is the opinion of Philadel
phia Company that the said amounts are
largely in excess of the maximum liability
which will be finally determined.
Under existing regulations Philadelphia
Company and all other companies included
in such consolidated returns are jointly
and severally liable for any deficiencies in
such taxes which may finally be adjudi
cated. While Philadelphia Company does
not expect that it and its subsidiaries will
be called upon to pay more than their allo
cable shares of these taxes as set forth
above in the event the contentions of the
Commissioner of Internal Revenue are up
held, mention is made of this possible con
tingent liability.
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The income tax returns of Standard
Gas and Electric Company and Subsidi
aries for the years 1932 and 1933 are sub
ject to final review by the Bureau of In
ternal Revenue; those of Philadelphia
Company and its subsidiaries for the year
1934 have not yet been filed.
The accrued tax liability as shown in
the consolidated balance sheet of Phila
delphia Company and Subsidiaries includes
$1,831,009.24 as a reserve against any ad
ditional Federal income taxes which may
have to be paid for 1933 and prior years.
G uaranties .— Guaranties constitute, of
course, a contingent liability, and are de
scribed in the same way. Consolidated
Gas Electric Light and Power Company
of Baltimore shows:
This Company, which owns two-thirds
of the Capital Stock of Safe Harbor
Water Power Corporation (including onehalf of the voting stock), and has avail
able the power output from the latter
Company’s hydro-electric developments,
has endorsed its unconditional guaranty as
to principal and interest on $21,000,000
First Mortgage Sinking Fund Bonds,
4 ½ % Series due 1979, of the Safe Harbor
Company. Interest on such bonds is pro
vided for by operating payments of the
Consolidated Company, which are made
pursuant to power contracts and included
in its operating expenses. Pennsylvania
Water and Power Company has agreed,
in turn, to indemnify this Company to the
extent of one-third of its guaranty.
A ssets P le d g e d .—When it is for any
reason difficult or awkward to indicate the
pledging of assets in the asset-captions,
the pledging is properly made the subject
of a foot-note. The balance sheet of Brown
Company so relates:
Current assets (including most of the in
ventories) and certain plants, timberlands.
and timber cutting rights are pledged as
security for bank loans and loans for log
ging operations, etc., aggregating $3,547,
093.95.
The Twin State Gas and Electric Com
pany discloses:
The entire Common Stock of Berwick
and Salmon Falls Electric Company elim
inated on consolidation, represented by
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9,770 shares, is pledged as additional col
lateral to secure First and Refunding
Mortgage 5% Gold Bonds, due 1953 and
First Lien and Refunding Mortgage 5 ½ %
Gold Bonds, due 1945, of The Twin State
Gas and Electric Company.
Central Maine Power Company says:
Notes Payable of Androscoggin Elec
tric Company to bank amounting at De
cember 31, 1934 to $4,000,000.00 are se
cured by the pledge of the following se
curities :
$3,780,000.00 Face Value of matured
and paid First and Refunding Mortgage
5% Gold Bonds of Androscoggin Elec
tric Company due October 1, 1934.
$1,087,000.00 of redeemed and paid
First Mortgage 5 % Gold Bonds of the
Lewiston and Auburn Electric Light
Company, due June 1, 1939 (called for
redemption on December 1, 1934).
D efau lts. — Defaults in payments of
principal of an interest on obligations are
well covered by notations. The United
States Finishing Company says:
Three sinking fund instalments of $16,
125, $16,050 and $15,975, respectively,
which, under the terms of Hartsville Print
and Dye Works mortgage bond indenture,
were due to be deposited with the trus
tee on December 15, 1932, December 15,
1933 and December 15, 1934, respectively,
are in default, except that bonds of $9,000
principal amount have been deposited with
and retired by the trustee to apply against
the December 15, 1932 instalment.
D iv id en d A rre a ra g e s .— In the same way
arrearages in the declaration of cumulative
dividends on preferred stocks are best set
forth in notations. New England Public
Service Company shows:
Dividends on Preferred Stocks have not
been declared or paid since the following
dates:
P re fe rre d P r i o r L ien S to c k ..M a r c h 15, 1932
P re fe rre d ............................................ April 15, 1932
$6.00 Convertible P r e f e r r e d .. .A p ril 15, 1932

The arrears of dividends at December
31, 1934 amounted to $6,049,260.45.
Federal Water Service Corporation sets
out the information in a slightly different
form:
Cumulative dividends on Federal
Water Service Corporation stock to
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December 31, 1934, not declared and not
reflected in the foregoing consolidated
balance sheet are as follows:
A t D ecem ber
31,1933
$2,251,057.50

A dd itio n a l
A ccrued
Year 1934
$1,000,697.50
1,136,522.00

3,786,726.67

$4,901,262.17

$2,137,219.50

$7,038,481.67

P referre d
Class A
Common
Stock . . 2,650,204.67

Total
December
3 1 , 1934
$3,251,755.00

Engineers Public Service Company says
that the earned surplus is
Before provision for cumulative divi
dends not declared, including those nor
mally payable o n :
$5

(C um ulative)
Dividend Con
vertible
P r e 
ferred ,
$7.50
(1933 — $2.50)
per share .........
$5.50 Cum ulative
Dividend
P re 
ferred , $ 8 . 2 5
(1933 __ $2.7 5 )
per sh are . . . .
$6
Cum ulative
Dividend
P re 
ferred , $ 9 . 0 0
(1933 — $3.00)
per sh are ..........

$1,185,600.00

$ 395,200.00

1,624,689.00

541,563.00

675,000.00

225,000.00

$3,485,289.00

$1,161,763.00

El Paso Electric Company explains
that:
Preferred dividends of $48,749.50
which normally would have been de
clared in November, 1933, were actually
declared in January, 1934.
F o re ig n E x c h a n g e .—The principles fol
lowed in the conversion of amounts in
foreign currencies are required to be di
vulged in Form 10 of the Federal Securi
ties and Exchange Commission, and are
explained in a number of the 1934 reports.
American & Foreign Power Company,
Inc. presents a full exposition, which is
repeated in its entirety not only as an
illustration but also as a contribution on
the subject of conversion:
The operating subsidiary companies of
American & Foreign Power Company,
Inc., are situated in thirteen foreign coun
tries. The companies derive their revenues,
and keep their accounts, in foreign cur
rency. In the preparation of the statement
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of consolidated income, the United States
dollar equivalents of the accounts in each
foreign currency have been computed each
month at an average of the daily rates for
that month. The “Net Equity of American
& Foreign Power Company Inc., in In
come of Subsidiaries,” as shown in the
statement of consolidated income, accord
ingly represents, as nearly as is practicably
determinable, the dollar value of the Com
pany’s equity in net earnings of subsidi
aries at the time when such earnings arose.
The dollar value of the equity, so com
puted, is unavoidably subject to the differ
ences between the exchange rates prevail
ing at the time the earnings arose, and
the rates prevailing when the earnings
are ultimately converted into United
States dollars or invested in capital assets
in the countries of origin. These differ
ences are absorbed in the net exchange
adjustment on working capital in the Sum
mary of Consolidated Surplus.
For a time, the generally confused
foreign exchange situation made the com
putation of reasonably accurate dollar
values for income extremely difficult. In
six of the countries where subsidiary com
panies operate, there were so-called “offi
cial” rates of exchange, and limitations on
the amounts of funds that could be trans
ferred at those rates. Since reliable quota
tions of free market rates, excepting for
the Chilean peso, were generally not avail
able up to the end of 1933 the official rates
were used in preparing the Statement of
Consolidated Income. As the official rates
did not always reflect the rates at which
funds could be transferred and also be
cause of restrictions on remittances the
Net Equity of American & Foreign Power
Company, Inc., in the Income of Subsidi
aries for the year 1933 could not be
regarded as representing United States
currency actually received or available.
Restrictions on foreign exchange opera
tions have gradually become less severe
and reliable free market rates have become
available.
For the year commencing January 1,
1934, the United States currency equiva
lent of the foreign currency income has
been computed at exchange rates which
closely approximate the rates at which
funds were transferred to New York, and,
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therefore, in comparing the Consolidated
Income results for the years 1934 and
1933 it should be noted that the “Net
Equity of American & Foreign Power
Company Inc. in Income of Subsidiaries”
for the year 1934 is not subject to the
above mentioned qualifications pertaining
to the year 1933, except to a relatively un
important degree.
For example, had the net equity of
American & Foreign Power Company Inc.
in the income of the Chilean subsidiaries
for 1933 been computed on the basis of the
export draft rate (as done for the year
1934) instead of the official rate, the net
equity would have been approximately $1,
950,000.00 less than the amount included
in the statement of consolidated income
for the year 1933.
The United States dollar equivalents of
foreign currency assets and liabilities of
the subsidiary companies are computed on
two bases:
1. The accounts which reflect capital
assets and liabilities, i.e. Plant, Invest
ments (exclusive of foreign currency
bonds), Unamortized Debt Discount and
Expense, Capital Stock, Funded Debt, De
ferred Purchase Money Obligations, Pro
perty Retirement Reserves, and Statutory
and Contingency Reserves, are stated in
United States dollars at amounts which
represent, as nearly as is practicably de
terminable, the dollar values at the various
dates when the transactions reflected in
such accounts took place.
2. Other assets and liabilities (including
foreign currency bonds carried as invest
ments) are stated at the exchange rates
prevailing at the balance sheet date.
Foreign currency purchase money obli
gations of certain subsidiaries incurred in
connection with the acquisition of their
properties are stated at the exchange rates
prevailing when the obligations were in
curred. Exchange differences resulting
from payments on such obligations at
lower rates, are reflected in the item “E x 
change Gain on Funded Debt Liquidated”
in the Summary of Consolidated Surplus.
The difference between the dollar equiv
alent of outstanding foreign currency
funded debt at the original rates when the
obligations were incurred, and the dollar
equivalent at current rates of exchange,
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is shown in the consolidated balance sheet pany in Brazilian currency and pounds
as an “Exchange Differential.” This sterling. During 1934, net exchange gains
amount represents the net gain, subject to amounting to $234,058.59 were similarly
unamortized debt discount and expense realized.
applicable, that would be realized if the
The exchange gain on the liquidation of
foreign currency funded debt were retired funded debt for 1934 in the amount of
at current rates of exchange.
$234,058.59 has been left in Surplus, and
The “Net Exchange Gain on Working not transferred to the foreign exchange re
Capital” shown in the Summary of Con serve as was done in prior years, and the
solidated Surplus, is the net amount of all balance in the foreign exchange as of Jan
exchange adjustments for the year, both uary 1, 1934, has been credited back to
realized and unrealized, except for differ surplus account. The foregoing adjust
ences arising on retirement of purchase ments are set forth in the summary of
money obligations referred to in the fore consolidated surplus.
going, and excepting for the adjustment
In preparing the consolidated state
from official to free market rates for the ments, the currencies of Cuba, Guatemala,
working assets in Brazil and Ecuador and Panama have been regarded, as here
which is shown as a separate item and tofore, as being at parity with the United
also charges of $208,452.37 arising from States dollar. The United States dollar
payments in pounds sterling on note of equivalents of all other foreign currency
South American Power Company, origi balance sheet accounts other than those
nally payable January 8, 1934, in United regarded as capital assets and liabilities,
States dollars, which was refunded in have been stated in the consolidated bal
pounds sterling. The item of $208,452.37 ance sheet at free market or unrestricted
has been charged to “Interest to public and exchange rates. Where available, the rates
other deductions,” in the statement of con used are those quoted by the Federal Re
solidated income. The net exchange ad serve Bank of New York.
Rates not
justment on working capital arises because quoted by the Federal Reserve Bank of
the foreign currency working capital at New York have been obtained from rep
December 31, 1933 (including Materials resentative banks or from published quota
and Supplies as working capital) which tions.
was expressed in United States dollars
Colgate-Palmolive-Peet Company ex
at the exchange rates then prevailing, and plains :
the foreign currency working capital aris
Net current assets of foreign subsidi
ing during the year through income, which
aries and branches were converted to
was stated in the consolidated income
U. S. Dollars at rates of exchange pre
statement at its dollar value at the time
vailing at December 31, 1934, except
it arose, have been converted into dollars
that, in the case of Germany the rate of
or invested in capital assets at different
.2382 was used. In those cases where
rates, or revalued in dollars at the De
there were both an open rate and an
cember 31, 1934, rates of exchange.
official rate, the lower rate was used.
As of January 1, 1934, an adjustment
The net credit from conversion of bal
was made from official to free market rates
ance sheet accounts, $30,980.66, has
in the valuation of the net working assets
been credited to surplus account par
in Brazil and Ecuador. This adjustment
tially offsetting similar charges thereto
in prior years.
resulted in a net exchange loss of $1,132,
825.27 in the Brazilian assets and a loss of
International Paper and Power Com
$63,015.05 on the net working assets in pany says:
Ecuador.
In the accompanying consolidated
At December 31, 1933, the balance in financial statements foreign accounts are
the foreign exchange reserve amounted to stated on the basis of $4.85 for the pound
$806,786.49 which represented foreign ex sterling and at parity of exchange for
change gains realized in connection with Canadian and Newfoundland currencies
the liquidation of contracts and notes pay without adjustment of differences. It is
able of the Brazilian Electric Power Com the practice of the companies to reflect in
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current operations any differences between
these rates and the current quotations at
the time funds are actually purchased or
transferred.
The statement of Gillette Safety Razor
Company is fu ll:
The current assets and current liabil
ities of foreign subsidiaries without serious
exchange restrictions have been converted
into dollars at rates of exchange prevail
ing on December 31, 1934, except as to in
ventories manufactured in the United
States which are carried at not in excess
of manufacturing costs, plus transporta
tion and duty.
Foreign current assets subject to serious
monetary restrictions on December 31,
1934, with their related liabilities, are
shown separately on the balance sheet and
have been converted at exchange rates sub
stantially below current quotations. Earn
ings subject to such exchange restrictions
which had not been distributed by Decem
ber 31, 1934 or were held in restricted ac
counts on that date in the amount of $209,
923.36 were excluded from Net Income
by providing a reserve for that amount.
The net amount as shown on the books
for real estate, machinery and equipment
of subsidiaries subject to such serious for
eign exchange restrictions is $261,583.29,
the amount in foreign currency having
been converted in accordance with usual
accounting practices at rates prevailing on
the dates the assets were acquired. The
goodwill, trade-marks and patents of such
subsidiaries are carried in the consolidated
balance sheet at $1,103,425.04.
C onsistency o f A c co u n tin g P ra ctice. —
The matter of consistency in the treatment
of transactions is one of vital importance
in the longer form of accountants’ certi
ficate. When there is no inconsistency, no
comment need be made; when changes in
practice have a material effect it is required
that they be covered in the certificate if
they are not disclosed in the statements.
Columbia Gas & Electric Corporation in
cludes in its notes:
There has been no substantial change
in the principles of accounting employed
by the Corporation and its Subsidiaries in
preparing the income accounts for the pe
riods reported on Page 17. These state
ments are, therefore, as comparable as
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the exigencies of changing business con
ditions permit.
The amount set aside from income for
Reserve for Retirements and Depletion are
calculated generally on the same basis for
the years 1932, 1933 and 1934 except that
part of the increase in the provision for
1934 over 1932 and 1933 is accounted for
by the increased rate of accrual on one
property (The Dayton Power and Light
Company). Figures for the year 1934 are
affected by this increased rate to the ex
tent of approximately $298,000. The com
pany’s policy for providing property re
serves is generally based upon a fixed rate
per unit of sales for retirements, and a
fixed rate per unit of production or sales
for depletion. This policy has been fol
lowed over a period of years, except that
in certain cases the rates have been
changed when experience indicated that
such adjustments are necessary to meet re
serve requirements.
A b n o rm a l C onditions. — No financial
statements which fail to mention abnor
malities in the operating results for the
year can be considered complete. Bell Sys
tem makes such a disclosure:
The Income Statement for 1934 reflects
adjustments in certain accounts of two of
the companies consolidated therein (Illi
nois Bell Telephone Company and The
Chesapeake and Potomac Telephone Com
pany) made in connection with court de
cisions rendered during the year which
upheld rate reductions previously ordered
by regulatory authorities but suspended
pending court review. The effect of these
adjustments on the accounts involved is
as follows:
Accounts decreased:
Local Service Revenues . . . $16,916,059
U n c o lle ctib le Operating
995,000
R even ues..........................
Depreciation Expense . . . .
15,948,059
Taxes ....................................
574,905
Accounts increased:
Interest D eductions........... $4,805,738
Public Service Company of Northern
Illinois, in a note at the foot of the in
come statement, says:
The company charged to expense of
1934 the space heating campaign expendi
tures incurred and the losses realized on
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customers’ equipment removed in that year
together with the balance of such expendi
tures and losses for 1933 which had not
previously been written off. The amounts
charged to expense during 1933 and 1934
were $38,333.55 and $521,476.43, respec
tively.
O th er M a tters .— The above illustrations
cover only a few of the many matters dis
cussed in notations in 1934 published re
ports, in order that the statements may not
fail to disclose any fact necessary to make
them not misleading. Other notations will
be found to include mention of the detail
schedules filed as a part of Form 10 for
Corporations, the preference requirements
of certain series of capital stock, sinking
fund requirements, the possible effect of
pending rate cases, qualifications of the
surplus caption, treasury securities, the
amortization of debt discount, surplus at
acquisition, important contracts having a
continuing duration, deposits under es
crows, etc.
In two separate notes, Niagara Hud
son Power Corporation presents recon
ciliations of the parent company’s surplus
(first, paid-in; and second, earned) with
the consolidated surplus: Each statement
starts with the parent’s individual surplus
of the type covered, and lists the additions
and eliminations required to reach the
amount of the consolidated surplus of the
same type.

93

In fact, there is no limit to the extent
to which the use of such notations may be
carried in the effect to tell investors e x 
actly what is the condition of the corpora
tion, not only at the balance sheet date, but
since. For example, the company men
tioned just above discloses the fact that
“on January 28, 1935 the amount of the
notes payable to banks was increased by
$4,500,000 in order to provide funds for
the redemption of certain bonds of a sub
sidiary company.”
E x p la n a tio n s in P res id e n t’s L e t t e r .— It
is, of course, not uncommon for the Presi
dent to make in his letter whatever com
ments he considers desirable in reference
to the financial statements. Those in the
report of The Detroit Edison Company,
for example, are voluminous.
One does not readily see, however, how
such comments can wisely be considered
to take the place of notations to the state
ments themselves. The accountants’ certi
ficate is to the statements, “together with
the notes thereon.” In the above case the
only note is the following which appears
on each statement:
“N O T E : Please refer to the comments
hereon, in the text of the Report.” While
this notation would make the certificate
subject to the comments, it would also
almost seem to place the accountants in the
position of certifying to the President’s
letter.

In fo r m a tio n F ile s in A c c o u n t a n t s ’ O ffic e s
by

W illia m

M a rg u lie s ,

C.P.A., Newark, New Jersey

ACCOUNTANTS who interest them
selves in acting as advisors to their
clients on accounting, management, and re
lated problems will find after a while that
they have accumulated a vast fund of in
formational material to which they con
stantly refer. This material will consist of
copies of their own analyses and reports
on particular situations and of reports,
pamphlets, statistics, and article-clippings
related to business in general and to the
affairs of their clients. To make the best
use of this material it is necessary that a
systematic filing system be adopted so that
all information on any subject or problem
can be found when desired.

The foundation of an adequate filing
system is the proper classification of sub
ject matter. Papers improperly classified
will often be incorrectly filed. In such
cases it will be practically impossible to
find them when needed. For this reason
too much thought cannot be given to an
analysis and classification of the subjects
to be filed.
I f the quantity of material is large, the
classification will be found to be broad and
include subjects on all phases of business.
S o m e of these subjects may never become
part of a report of the accountant; but all
of them are needed in order for the ac
countant to have a clear understanding of
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his clients’ problems. A suggested classi
fication of subjects suitable for an account
ant’s information file is as follows:
Accountants’ Responsibilities
Advertising and Advertising Agencies
Analysis of Financial Statements
Automobile Business
Banking and Finance
Bankruptcy and Receivership
Breweries and Distilleries
Budgets
Building and Loan Associations
Capital Assets
Chain Stores
Collections
Control
Corporate Practice
Credits
Department and Specialty Stores
Depreciation
Distribution
Economics
Financial Statements
Forecasting
Furniture Business
Government and Municipal Accounting
Graphic Methods
Grocery Business
Installment Selling and Accounting
Insurance and Insurance Agencies
Inventory Control
Machinery—Accounting and Tabulating
Management—General
Management— Factory
Management—Office
Management— Sales
Marketing and Market Analysis
Organization
Personnel Administration
Research
Retailing
Statistics
Systems
Taxes
Wholesaling
Except for the headings of specific busi
nesses, this classification can be used by
almost any accountant with very little
change. As here shown it has been serving
satisfactorily for almost ten years in a file
where several thousand items are constant
ly being referred to.
While the headings are in the main selfexplanatory, errors may arise due to a mis
understanding of the exact nature of each
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subject. When misunderstanding arises,
material will often be filed under one head
ing, and when needed will be looked for
under another. Of course, filing of this
sort is valueless; and every means should
be taken to prevent misfiling.
A brief description of the content of
each subject-heading will go far in making
clear the purposes of the information file
and prevent loss of papers due to misfiling.
Such description should be written up in
the form of a combined index and stand
ard-practice manual, and should be used by
everyone who has access to the files. This
manual should contain a step-by-step ex
planation of the exact procedure to be fol
lowed in looking for information in the
files, this explanation being accompanied by
a listing of all subjects, a brief description
of what is covered by each subject, and
references to related subjects in the file.
The following is an extract from an in
struction manual explaining the steps to be
used in looking up information:
“ I n s t r u c t io n s F
I

or

L

o o k in g

up

n f o r m a t io n

“1. If the subject pertains to any par
ticular line of business, such as De
partment Stores or Paint Business,
look under the name of the business
in the Information File.
“2. After looking up all material under
the line of business, or if there is
no file for that business, look under
the name of the subject under which
the material could most logically be
filed.
“3. I f not under that classification, try
another classification that resembles
closely the subject you are looking
for.
“4. Look under Bibliographies and Cir
cular Advertising for other litera
ture that may be found elsewhere.
“5. After looking through the Informa
tion File, look on the book shelves.
“6. Then look through the indexes of
all magazines on file.
“7. Finally, go to the public library.
“ I l l u s t r a t io n

“Suppose you are making a survey or
audit of a men’s clothing store and want
all the information you can find relating to

1936

T H E C E R T IF IE D P U B L IC ACCOUNTANT

this business. You will proceed as follows:
“1. You will look in the Information
File under Men’s Clothing Stores
or Clothing Stores.
“2. Not finding a file for either Men’s
Clothing Stores or Clothing Stores,
you will look under Retailing. Here
you will find information about re
tail stores in general, and in addition
will be referred to the files for Ac
counting, Budgets, Chain Stores,
Collections, Credits, Department
Stores, Distribution, Grocery Busi
ness, Inventory Control, Jewelry
Business, Management — General,
Management — Sales, Merchandis
ing, Personnel Administration, Pur
chasing, and Systems.
“3. Or you might look under Specialty
Stores. In this case you will be
referred immediately to Department
Stores, which file contains informa
tion on methods of operation and
accounting for both department
stores and specialty stores.
“4. You will then look under Bibliogra
phies and Circular Advertising for
the names of books and pamphlets
which are not in our file.
“5. Then you will look through the
books in the office library.
“6. Next you will look through the in
dexes of The American Accountant.
The Bulletin of the Taylor Society,
T he Certified P ublic A ccount
a n t , The Journal of Accountancy,
The New York Certified Public Ac
countant, and The Tax Magazine.
Complete files of these magazines
are maintained in our office.
“7. If you want still more information,
you will then go to the public
library.”
It will be noticed that the accountant has
been told in these instructions to look first
in the Information File, second in the books
in the office library, and finally in the pub
lic library. It may be suggested that the
public library should be the first source of
information, and either the pamphlet file
or the office library next. When an office
library of books or pamphlets is first
started, the public library will of course be
found to have much more information than
the private collection. However, after the
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accountant has been accumulating his mate
rial for several years, his files will become
specialized to the extent that they will cover
his particular needs and those of his clients.
As a matter of fact, the accountant from
whose manual the above extract was taken
has files on several subjects more complete
than those of the public library in his city;
and this is so notwithstanding that that
library is acknowledged to be one of the
outstanding libraries in the country. The
accountant in this case, therefore, saves
time and perhaps obtains more information
by consulting his own files first. As to the
preference of the files over books in the
office library, the pamphlet file ought to be
consulted first merely because the informa
tion there to be found usually is more cur
rent than that appearing in books.
The explanations of the subject-matter
of each heading do not in the least have to
be formal or extensive. They should only
be detailed enough to explain the exact
nature of each heading and if necessary
refer to related subjects. The following
illustrates the sort of explanatory index
that should be used:
“A n a ly s is

Contains information on analysis of
business and financial statements.
See also: Accounting, Control, Cost
Accounting, Credits, Department
Stores, Distribution.
“ D is trib u tio n

Contains information on distribution,
cost of distribution, and accounting
for cost of distribution.
See also: Advertising, Analysis, Bud
gets, Control, Cost Accounting, De
partment Stores, Grocery Business,
Machinery, Management— General.
Management— Sales, Marketing and
Market Analysis, Merchandising,
Paint Business, Purchasing, Re
search, Retailing, Transportation,
Wholesaling.
“ G ro c e ry B u s in e s s

Contains information on retail and
wholesale grocery business, including
operations and statistics.
See also: Analysis, Budgets, Chain
Stores, Collections, Control, Credits,
Distribution, Financial Statement
Analysis,
Forecasting,
Graphic
Methods, Insurance, Inventory Con
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trol, Management—General, Man
agement — Office, Management—
Sales, Merchandising, Organization,
Personnel Administration, Purchas
ing, Retailing, Statistics, Systems,
Transportation, Trucking and De
livery, Wholesaling.”
Assume that the accountant is in the
midst of an examination of the books of a
wholesale-grocery concern. He finds that
the client’s business has been growing rap
idly but the profit has been dwindling. His
files on Grocery Business and on Analysis
should furnish him with several methods
by which he can analyze the operations of
the company to find the cause of the
shrinking return. By following up the ref
erences to Control and Distribution the ac
countant should find other information that
will suggest a solution to his client’s prob
lems. In the wholesale-grocery business he
will probably find that the cost of distribu
tion is excessive; and his files can supply
him with proven methods whereby costs of
distribution may be analyzed and controlled.
The accountant may look up his files on
inventory control and as a result recom
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mend to his client the adoption of a new
inventory record. The other cross-refer
ences under Grocery Business offer un
limited possibility for study of that busi
ness and for profitable recommendations
to the client.
Information making up the Information
File will consist of pamphlets, booklets,
digests of articles, clippings of articles,
forms, and almost any other kind of pub
lished material. It will probably be found
easiest to file these papers in a regular ver
tical filing-cabinet with folders for each
subject. The folders can be placed in al
phabetical order, thus making reference
simple, rapid, and direct.
The original accumulation and the cur
rent maintenance of a file such as here de
scribed calls for the expenditure of a con
siderable amount of money and time. How
ever, the accountant derives his livelihood
from the sale of his services and knowl
edge; and just as he recommends to his
clients that they always maintain fresh and
up-to-date merchandise, so should he him
self maintain always fresh and up-to-date
information on matters affecting his clients.

Broadening the Scope of Professional
Endeavor
by

J u l iu s S in k e r ,

C.P.A., Washington, D. C.

VERY practicing accountant has a duty
to his community to serve it, in his
E
professional capacity, to the best of his
ability. He must not shrink one iota from
his responsibility. The community should
be fully informed as to his abilities in order
that it may avail itself of his services.
Oftentimes, the determination of the extent
to which the practitioner is to offer his
services must have regard for the scope of
the work performed by those in other pro
fessions—particularly lawyers, engineers,
appraisers and economists. As account
ants, we should avoid (and doubtless this
is the aim of most accountants) encroach
ing upon the field of other professions. A
proper understanding of the extent of the

field of each profession will do much to
prevent misunderstandings resulting from
the overlapping and duplication of activ
ities. As an illustration, let us take our
dealings with lawyers. Our work brings
us in constant contact with attorneys. Each
of us has a well-defined course of work.
Accountants should not undertake the re
sponsibility of advising in legal matters nor
attempt the preparation of legal papers
such as those necessary in corporate mat
ters, contracts, etc. In matters involving
corporation procedure, the services of both
the accountant and the attorney are often
essential. Lawyers should seek the advice
of accountants in matters involving the
stating of values and the determination of
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the interests of the parties concerned. At
times the rights of stockholders and others
have been jeopardized by lawyers attempt
ing work of this nature. On the other
hand, accountants have attempted, and
often with disastrous results, work which
is in the field of the attorney.
In Great Britain, the accountant’s ser
vices are more widely availed of than in
this country. He is called upon there not
only to render services such as those cus
tomary here but, in addition, is consistently
being appointed as trustee, receiver, etc. In
this country, the accountant is not employed
in these capacities to the extent that his
abilities warrant. The general practice here
is to assign matters involving trusteeships,
receiverships, etc., to attorneys. Undoubt
edly an enormous amount of legal work is
involved and no accountant ought to at
tempt the handling of this phase of the
work. However, his experience as a busi
ness diagnostician and adviser makes him
well qualified to handle the various prob
lems that must be met by the appointees
of these duties, as well as to set up the ac
counts involved, audit the transactions and
properly present the essential reports re
quired by law.
A peculiar situation exists with respect
to tax work. Many taxpayers, considering
tax matters just another business problem,
will consult their business counsellor or at
torney. They do not realize that in order
to advise properly in a matter of this type,
the person called upon to do so, must have
spent considerable time—not just a few
months, but years of careful study and
research on the subject. We find bankers
and brokers are being imposed upon by
customers who seek assistance in the prep
aration of tax returns. They are compelled
to perform this service in order to retain
the customers’ good will. Lawyers are
confronted with the same situation. The
handling of tax matters should be assigned
to those who have specialized in this field
and are in a position to render an intelligent
service. Income tax fundamentals are gen
erally in accord with accounting principles,
the stock-in-trade of the accountant. How
ever, legal questions constantly crop up in
this connection and it would be well for
accountants to seek the cooperation of at
torneys who specialize in tax matters. It
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is true that as Certified Public Accountants
we have the right to practice before the
Board of Tax Appeals but as accountants
we are not trained in rules of evidence and
court procedure and should, therefore, have
the assistance of tax attorneys in trying
cases before the Board. Lawyers should
likewise avail themselves of the services of
accountants in cases which depend to a
large extent upon the presentation of ac
counting facts.
We have an opportunity of greatly en
hancing our standing in the community and
at the same time of broadening our prac
tices if we will take concerted action. A
spirit of cooperation should prevail in our
dealings with other professions and organ
izations. Joint action by the various groups
will do much to bring about such a spirit
of cooperation and should result in material
benefits to all.
JU S T TH A T
“Father, what’s a committee?”
“A committee is a body that keeps min
utes and wastes hours.”
— P e a r s o n ’s W e e k ly .
T E N COMMANDMENTS O F
B U S IN E S S
1. Honor the Chief. There must be a
head to everything.
2. Have confidence in yourself and make
yourself fit.
3. Harmonize your work. Let sunshine
radiate and penetrate.
4. Handle the hardest job first each day.
Easy ones are pleasures.
5. Do not be afraid of criticism— criti
cise yourself often.
6. Be glad and rejoice in the other fel
low’s success— study his methods.
7. Do not be misled by dislikes. Acid
ruins the finest fabric.
8. Be enthusiastic—it is contagious.
9. Do not have the notion success means
simply money-making.
10. Be fair, and do at least one decent
act every day in the year.
F. T a y l o r ,
In "Old Colony News Letter.”

— Sam uel

February,
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T r e a s u r y O r R e a c q u ir e d S to c k *
by
I

n t r o d u c t io n

R

o bert

E.

P

a yn e,

:

The average or casual reader of finan
cial statements wonders why any particu
lar discussion is necessary in regard to
the treatment of treasury or reacquired
shares. However, while shares of capital
stock necessarily represent undivided frac
tional or pro rata interests in corporate
net assets, nevertheless, the old axiomatic
equation “assets minus liabilities equals
net worth” does not definitely establish
the fact that treasury shares must fall
exclusively on one side of the equation
or the other. Also regardless of whether
treasury stock should be shown as an
asset or as a deduction from some part of
net worth, the circumstances surrounding
its acquisition and the State or Federal
law which governs its acquisition, have
an important bearing on what constitutes
a clear and adequate method of display.
The circumstances referred to concern
the intent regarding resale; the quantity
of treasury stock purchased or owned in
relation to the total stock outstanding;
the market if any, at the date of acquisi
tion and later; and the cost of the shares
purchased. In other words the problem
of proper display must concern itself also
with questions of intent, valuation, com
parative quantity and the law, as well as
with balance sheet position or effect on
surplus and income accounts.
Financial statements are prepared in
order to convey information, and readers,
of course, include the management, stock
holders or owners, other security holders,
credit grantors, and the general public as
well, and the public accountant’s average
audit report is prepared for each of these
classes. Naturally readers are seldom
accountants and in most cases they are
not even account-minded. Therefore, the
information contained in a report must be
arranged to show each important and sig
nificant matter in a clear and concise man
* P a p e r presented b efore the Chicago Chap
te r o f the N ational A ssociation o f Cost A c 
countants.

C.P.A., Chicago, Illinois
ner without undue confusion or unessen
tial detail.
Any attempt to obtain standardization
or uniformity of reports which kills ini
tiative in the handling of any individual
case is, of course to be avoided, but cer
tain broad limits of standardization a re
desirable. The new Forms 10 and A-2
released by the Securities and Exchange
Commission which concern the registra
tion of old and new securities, fairly illus
trate certain of these broad principles of
uniformity. However, the only statement
made in them in connection with the own
ership of treasury shares reads as follows:
“Reacquired stock (treasury stock)
is preferably to be shown as a deduc
tion from capital stock or from either
the total of capital stock and surplus,
or from surplus, at either par or cost
as circumstances require.”
F

u n d a m en tal

P

ro blem

:

Treasury stock may be defined as
shares of capital stock which, after having
been issued fully paid, are subsequently
reacquired (by purchase or gift) by the
issuing corporation but not cancelled. Its
status as treasury stock is lost when it is
formally cancelled by legal procedure.
The fundamental problem involved in
its treatment is whether the purchase of
treasury stock represents an exchange of
one asset for another thus resulting in
the acquisition of another salable asset,
or whether it represents a reduction of
some part of net worth. In other words,
which side of our axiomatic equation
“assets minus liabilities equals net worth”
does it affect?
In a paper presented before the Ameri
can Association of University Instructors
in Accounting on December 28th, Pro
fessor David Himmelblau commented on
one phase of this problem as follows:
“Those who favor the first interpre
tation (i. e. treatment as an asset)
argue:
(a) that cash has been exchanged into
something;
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(b) that this something is salable in the
open market and therefore possesses
all the characteristics of an asset;
(c) that its characteristics of an asset
disappear only when the laws of the
State under which the corporation is
organized or certain obligations of
the corporation make it illegal for the
corporation to purchase the stock in
the first instance, or prevent the cor
poration from selling the stock after
it has been acquired.
“Those who favor the second inter
pretation (i.e. as a deduction from
capital stock) take the position:
(a) that the purchase of the treasury
shares is in fact, if not in law, a re
duction in the capital stock;
(b) that in many states the resale of this
stock involves the same procedure as
the original sale of unissued stock;
(c) that in such cases it is meaningless
to draw a distinction between trea
sury shares and unissued shares and
therefore such treasury shares should
appear as a deduction from capital
stock to show that the capital stock
has in fact been reduced, even though
it has not been legally reduced;
(d) that when the final step is taken le
gally to cancel the shares, the balance
sheet would appear unchanged under
the second interpretation whereas
there would be a material change un
der the first interpretation.”
He went on to say:
“It is clear that the two points of
view cannot be reconciled. It is
equally clear that neither presentation
can cover all the different circum
stances which may surround treasury
stock at any given date in each case.
It would seem that either presenta
tion may be used, preference being
given to that one which more clearly
sets forth the facts in a particular
case. Where circumstances indicate
that the treasury shares are in fact
an asset in that the shares have actu
ally been resold or resale will be
made and other assets derived there
from, then the shares may appear on
the asset side of the balance sheet.
I f it appears that the treasury shares

99

are not in reality an asset, then the
clearest presentation is to show them
as a deduction from capital stock
until formal cancellation takes place.”
I n c id e n t a l P

ro blem s:

In addition to the question of its treat
ment as an asset or as a deduction from
Capital Stock, surplus or the combination
of capital and surplus, there are questions
regarding valuation and other treatment
necessary in order to conform to sound
principles of accounting and to comply
with State or Federal laws and in order
to display all significant facts to the reader
of the balance sheet.
The valuation problem arises from the
question whether treasury stock is to be
displayed (a) at cost, (b) at market, or
(c) at par or stated value. In connection
with cost there are other problems to
consider:
(a) Is cost in excess of or less than par
or stated value and, if so, what dis
position, if any, is to be made of the
difference ?
(b) Is cost represented by an expendi
ture of cash or by an exchange of
some other asset i.e. notes or accounts
receivable, inventory, etc. ?
(c) Is cost indeterminate due to the stock
having been received in settlement of
litigation, such as patent suits, etc. ?
Other problems arise as follows:
1. When cash is exchanged for stock
the cost is definite, but if a lower
valuation is necessary because subse
quent resale was made at lower than
cost, surplus is affected by the indi
cated loss. The Treasury Depart
ment considers the profit on the sale
of treasury shares as taxable income,
although accountants are not in the
habit of considering it as an increase
to earned surplus. Also where can
cellation is certain or has occurred
some adjustment is necessary for the
difference between par or stated value
and cost, and the Securities and E x 
change Commission recognizes con
ventional accounting practice by a
rule that any such excess shall be
transferred to capital surplus.
2. When an asset other than cash is
exchanged for treasury stock, the
cost of treasury stock may not be so
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readily ascertainable because much
may depend upon the value of the
asset exchanged. For example—if an
account receivable is exchanged, is
there a fair possibility that the ac
count might have been settled for
cash if exchange had not occurred?
Also if there is a ready market for
the quantity of stock received this
market value may have a bearing on
the current value on the asset ex
changed.
3. Treasury stock may also be acquired
in settlement of patent or other suits,
and I understand that the Treasury
Department has ruled that the value
of treasury stock in this case is de
termined by its market value, if any,
at the date of settlement. Therefore,
the question of taxable profit enters
here before resale occurs as well as
after.
4. The valuation and other balance sheet
treatment of donated treasury stock
is one of the most interesting prob
lems presented. This is partly be
cause the real intent is often camou
flaged by those who are inclined to
rationalize. Donated stock is usually
contributed to provide working capi
tal from an ultimate sale of the do
nated stock. It is often shown on
corporate books at par or stated
value; at appraised value by the
board of directors; at actual or sup
posed market value; etc. Also it is
often carried as an asset with a cor
responding credit to surplus. In my
opinion, there should be no credit to
surplus until resale has taken place,
and then of course, only for the net
amount received.
A special committee of the American
Institute of Accountants made a report to
the Institute Council on October 4, 1934,
which concurs with rulings of the Securi
ties and Exchange Commission. This re
port deals with “The treatment to be ap
plied to a series of unrelated transactions
comprising—
1. The issue of capital stock of a cor
poration ostensibly for property;
2. The donation of a part of such stock
to the corporation;
3. The sale of a part of the donated
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stock for cash by the corporation.”
The report continues as follows:
“In the past it has not been uncom
mon, especially in the case of cor
porations formed to develop a new
mine, to charge the par value of the
stock issued to property account and
to credit to surplus the cash received
from the sale by the corporation of
the stock donated to it. It is clear,
however, that such a procedure re
sults in an overstatement of the prop
erty account and of the surplus ac
count.
"S to c k f o r P r o p e r t y

“During the year, a registration state
ment in which this procedure has
been followed was disapproved by the
federal trade commission, and the
committee believes that the Institute
should also indicate its disapproval.
Your committee therefore recom
mends that the following rulings on
this point should receive the formal
approval of the Institute:
I f capital stock is issued nominally
for the acquisition of property and
it appears that at about the same
time, and pursuant to a previous
agreement or understanding, some
portion of the stock so issued is
donated to the corporation, it is
not permissible to treat the par
value o f the stock nominally issued
for the property as the cost of that
property. I f stock so donated is
subsequently sold, it is not permis
sible to treat the proceeds as a
credit to surplus of the corporation.
“Your committee believes that mem
bers of the Institute should recognize
an obligation in any case in which
they are called upon to prescribe or
pass upon the treatment of capital
stock donated to a corporation to sat
isfy themselves that the transaction
is a gift in good faith and is not an
artificial or Unsubstantial transaction
designed to create an improper credit
to surplus.”
It is interesting to note that this report
recommends that the par value of such
stock should not be treated as the cost of
property and that the proceeds from re
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sale should not be credited to surplus.
However, the first entry setting up prop
erty purchased for capital stock is usually
based on a directors resolution and under
most State laws the property valuation set
by the directors is conclusive in the ab
sence of fraud. It is difficult, therefore,
to know just how the accountant should
proceed. Second, if this excess value is
to be segregated, and we assume that the
proceeds are to be credited to this segre
gated excess, what will become of the bal
ance of the amount so segregated? There
is an evil from such over-valuations which
should be overcome, and one answer may
be to leave the excess standing on the
asset side properly and thoroughly de
scribed.
V

a r io u s

M

eth o d s

of

D

is p l a y

:

The various methods of setting forth
treasury stock on the balance sheet are
as follows:
(1) As an asset—
(a) Under current assets
(b) under a separate caption such as
treasury stock, investment, etc.
(2) As a deduction from net worth—
(a ) from capital stock
(b) from surplus only
(c) from the combined total of capi
tal and surplus.
As A n A sset :
I f treasury stock is carried as an asset
it should be carried as such only if resale
occurred between the date of the balance
sheet and the date of its publication or
certification, or (2 ) if it were purchased
under such conditions as would clearly in 
dicate that the shares are salable without
restriction; have a ready market for the
quantity held; and that resale will un
doubtedly occur. I f such resale occurred
or will occur below cost, it is suggested
that the resale price should be used for
valuation purposes instead of cost, and
proper provision be made for the indi
cated loss.
At times it m ay even be advisable to
consider treasury stock as a c u rre n t asset.
For example where resale takes place im
mediately after the date of the balance
sheet but before publication or certifica
tion, and where such resale is made with
a definite intention to increase the work
ing capital this fact is important and some
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other method of display such as the use
of foot notes or comments may be less
adequate and more confusing. The pur
pose in preparing a balance sheet is to
present clear and understandable facts,
and also it is conceded that pro forma con
ditions should not be presented by public
accountants. Nevertheless certain events
take place so near to the balance sheet
date as to materially affect the financial
position shortly after that date and there
fore are of vital importance to the reader.
It may be shown as a separate asset, if
there is a ready market for the quantity
held and a definite knowledge that resale
will occur, but this resa le k n o w led ge
sh o u ld be definite. For example shares
may have been purchased for definite re
sale to employees or for some equally defi
nite purpose as indicated by contracts, di
rectors minutes, etc., but the intent should
not be determined by someone’s mere idea
of what will or will not be done with it.
The “Illinois Business Corporation Act”
states that “Net assets for the purpose of
determining the right of a corporation to
purchase its own shares and of determin
ing the right of a corporation to declare
and pay dividends and the liabilities of
directors therefor, shall not include
shares of its own stock belonging to such
corporation.” Some contend that this pre
cludes the possibility of showing treasury
stock of an Illinois Corporation as an
asset, but I cannot see that it does if the
surplus restrictions are properly noted,
and if in addition treasury shares are al
ways carried under a separate caption in
dicating the number of shares owned and
the cost thereof.
As a D e d u c t i o n F r o m C a p i t a l S t o c k :
When treasury stock is deducted from
capital stock at par or stated value it is
implied that the capital stock or legal capi
tal has been reduced though no legal re
duction may have taken place through
formal cancellation.
No-par treasury
shares which do not have a declared or
stated value are sometimes deducted from
their paid-in value at cost. This treat
ment implies that capital has been dis
tributed in an amount equal to the cost
but ordinarily this is not the case as the
purchase price usually covers both ele
ments — capital and surplus. A better
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practice is to deduct it from capital at the
average price.
I f it is certain that final disposition will
result in formal cancellation, the above
method of deducting it from capital stock
at par or stated value seems preferable be
cause it is apparent that such shares are
not assets and that the intent is to retire
them. For example, preference stock
agreements may contain a stipulation that
upon repurchase cancellation must take
place, or other contractural obligations
may exist which make final cancellation
inevitable. Also, it is possible that the
directors or stockholders may authorize
such purchase only for cancellation or
may take some formal action to cancel
stock already purchased but without the
necessary formal notification to the Sec
retary of State.
As a D e d u c t i o n F r o m S u r p l u s :
Under the circumstances outlined above
(i.e. its treatment as an asset or as a de
duction from capital stock) it is assumed
that its final disposition as a sale or as a
cancellation is fairly certain. The two re
maining methods of treatment are there
fore, (1 ) as a deduction from surplus or,
(2) from combined capital stock and sur
plus, and it is assumed here that its final
disposition (as is true in the majority of
cases) is uncertain.
It was mentioned above that some con
tend that the definition of net assets as
contained in the “Illinois Business Cor
poration Act” precludes the possibility of
showing treasury shares as an asset. It
is further contended that the wording
which grants an Illinois corporation the
power to purchase its own shares makes
it necessary to deduct the cost of such
shares from earned surplus if the shares
were purchased subsequent to the passage
of the Act in July 1933. The Act reads
as follows:
“—it shall not purchase either directly
or indirectly, its own shares when its
net assets are less than the sum of its
stated capital, its paid-in surplus, any
surplus arising from appreciation in
value or revaluation of its assets and
any surplus arising from surrender to
the corporation of any of its shares, or
when by so doing its net assets would
be reduced below such sum—."
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This wording contains a back-handed
definition of earned surplus and of course,
it restricts earned surplus available for
the further purchase of treasury shares.
However, it is a restrictio n and not a d e 
d u ctio n as would be implied if the cost
of treasury shares were deducted directly
from earned surplus. This impression is
incorrect because a distribution of surplus
must be pro rata to all stockholders and
furthermore it is misleading because com
parative balance sheets may show an in
crease in surplus which the casual reader
will interpret as a profit.
Notwithstanding the above, certain at
torneys believe that the cost of treasury
shares deducted from surplus is the only
effective presentation to be made to direc
tors, because notice is necessary to them
that earned surplus is restricted both for
the declaration of dividends and the fur
ther purchase of shares. The importance
of such notice is readily granted but it is
believed that an equally effective and less
confusing method of presentation may be
found. As one of the original exponents
of the foregoing idea I am not embar
rassed to argue against it at this late date.
As a D e d u c t i o n F r o m C o m b i n e d C a p i 
ta l

S to c k a n d S u rp lu s :

This method avoids the implication that
surplus has been distributed and indicates
that the total equity rather than one ele
m en t of equity has been reduced. This
method has the following advantages:
1. It shows the shares of stock outstand
ing in the hands of the public, and
also the par and stated value of trea
sury shares by classes and in total.
2. It shows the sum of the above totals
and thus displays the total capital
stock which in most states represents
the “legal capital” which might not be
disclosed in other forms of display.
3. It avoids the transfer of the difference
between cost and par or stated value
to a surplus account until cancellation
actually occurs, and therefore surplus
is not credited with an amount which
may or may not be realized depending
upon later sale or cancellation.
4. It shows the number of treasury shares
and the cost, and by implication (or
direct reference) d e s i g n a t e s the
amount by which surplus is restricted
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5.

6.

7.
8.

E

as to payment of dividends or the pur
chase of additional shares.
It is a uniform method of display ap
plicable to the requirements of various
State laws where it is necessary to in
dicate a restriction of total surplus or
surplus by classes.
It avoids fluctuations of surplus in
comparative balance sheets which to a
casual reader may indicate fluctuations
due to profit or loss.
It presents no problems in handling
no par shares without par or stated
value.
It places the directors and other
readers on notice as to all significant
facts, many of which would not be dis
closed in other methods of display.
ffec t

of

S tate L

a w s

:

If State laws permitted corporations to
purchase their own capital stock only un
der certain restrictions such as to elimi
nate fractional shares, etc., no problem
would exist because such shares would be
automatically cancelled or immediately re
sold. Some feel that it is unfortunate
that this is not the case. Accountants
may contend that the ownership of its
own shares by a corporation reduces its
capital but treasury shares do not legally
reduce capital until some formal action is
taken to cancel them, and it therefore
places on us the burden of analyzing the
facts for the purpose of proper presenta
tion.
Nearly all State laws excepting Kansas
either permit or fail to prohibit the pur
chase by a corporation of its own capital
stock. In some states authority arises
through the power of a corporation to
deal in personal property. In Kansas
purchase is prohibited.
Wording of the following nature is
usual where permission is specifically
granted:
(a) “not when it would cause an impair
ment of capital,”
(b) “except from surplus,”
(c) “not at a time when the net assets
of the corporation are less than its
stated capital, or which would reduce
its net assets below its stated capital,”
(d) “only out of the surplus of its assets
over its liabilities including capital,”
(e) “out of its surplus funds by resolu

103

tion of its stockholders,”
( f ) “out of surplus available for divi
dends” and
(g) the good old language of Illinois
quoted above which results in a backhanded definition of earned surplus.
C o n c l u s io n s :

The conclusions which may be inferred
from the above points are as follows:
1. That treasury stock wherever placed
in the balance sheet and regardless of
the valuation adopted must be shown
separately from other accounts and the
number of shares owned and the cost
thereof must be disclosed.
2. That where resale has occurred before
publication or certification of the bal
ance sheet, or where conditions indi
cate that the shares are salable with
out restriction; have a ready market
for the quantity held and that resale
will undoubtedly occur, treasury stock
m ay be shown as an asset at cost or
resale price whichever is lower.
3. That it may be deducted from capital
stock at par or stated value (or at
average price if without par or stated
value) if conditions indicate that can
cellation is fairly certain.
4. That it should not be deducted from
surplus only, as this implies a distribu
tion of surplus, or a red u ctio n of sur
plus as contrasted with restriction.
5. That where resale or cancellation is
not certain the best method of display
for the purpose of disclosing all sig
nificant facts is to deduct the cost of
treasury shares from the combined
total of capital stock and surplus.
6. That, in the latter method of display,
the capital stock section should be ar
ranged to disclose the number and the
par or stated value of shares, (1) with
the public, (2 ) in the treasury, and
(3 ) in the total.
7. That the very important fact that the
cost of treasury shares restricts sur
plus in total or by classes for the pur
pose of future dividends or further
purchase of treasury shares, may be
indicated parenthetically after the class
of surplus involved or by a foot note
to the balance sheet if treasury stock
is carried as an asset.
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I l l u s t r a t io n s :

For the purpose of illustration let us
assume a corporation has,
(a ) 1,000 shares of $100.00 par value,
common stock—$100,000.00, author
ized and fully issued.
(b) 125 shares having a par value of
$12,500.00, repurchased at a cost of

$8,000.00.

(c) No capital surplus other than the dif
ference between cost and the par
value of the treasury shares.
(d) Earned surplus of $8,000.00.

( 1)

Treated as an asset at cost the balance
sheet would appear as follows:
Various assets ........................ $100,000.00
Treasury s to c k ........................
8,000.00
$108,000.00
Capital stock .......................... $100,000.00
Capital Surplus .............................................
Earned surplus ......................
8,000.00
$108,000.00

(2)

Treated as a deduction from capital
stock the balance sheet would appear as
follows:
Various assets . .
$100,000.00
Capital stock . . .
Capital surplus . . $4,500.00
Earned surplus
8,000.00

$ 87,500.00
12,500.00

$100,000.00
(3)
Treated as a deduction at cost from
surplus only, the balance sheet would ap
pear as follows:
Various assets . .
$100,000.00
Capital stock . . .
Capital surplus . .
Earned surplus . $8,000.00
Less: C o s t o f
treasury stock. 8,000.00

$100,000.00
...................
...................

$ 100,000.00
Treated as a deduction from combined
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capital stock and surplus the balance sheet
would appear as follows:
(4)
Various assets ........................ $100,000.00
Capital stock ............................$100,000.00
Capital surplus .....................
.......
Earned surplus ......................
8,000.00
Less: Cost of treasury stock

$108,000.00
8,000.00

$100,000.00
Illustration (1 ), which treats treasury
stock as an asset, correctly states the legal
capital at $100,000.00 and does not in
crease surplus by the difference between
the par value and cost, but it fails to indi
cate that equity has been reduced by such
purchase, and a foot note is required to
indicate that surplus is restricted.
Illustration (2 ), which deducts treasury
stock from capital stock, implies a re
duction of capital but does not show any
restriction of surplus. Also it credits capi
tal surplus with a sum which will be
realized at cancellation but unless cancel
lation has already occurred or will occur
soon, it mis-states the amount of the “legal
capital.”
Illustration (3 ), which deducts cost
from surplus, states the legal capital cor
rectly at $100,000.00 but implies a r e 
du ction of surplus although in fact it may
be only a restriction. Also fluctuation will
appear in comparative balance sheets at
the time of resale which might be con
strued as profit.
Illustration (4 ) states the legal capital
correctly; does not credit capital surplus
with something which will not be realized
excepting through later concellation or re
sale; adequately discloses the cost of
treasury stock; implies a reduction of the
total equity instead of only one part of
equity; and is in a form which lends it
self readily to uniformity as between dif
ferent states, and to full disclosure of all
significant facts regarding surplus restric
tion.
Illustration (4 ) may be expanded as
follows for the purpose of further illus
trating the facts disclosed by its use:

T H E C E R T IF IE D P U B L IC ACCOUNTANT

1936
C a p it a l

and

S u rplu s :

Capital Stock— Common. Authorized
1,000 shares having a par value of $100.00
per share.
O utstanding with the
public ..........................
In

T re a su ry — s e e
cost below ..............

875 sh ares $ 87,500.00
125 sh ares

12,500.00

T o ta l Issued Capital
S to ck .......................... 1,000 shares $100,000.00
E arn e d Surplus — re 
stricted as to the
paym ent o f d i v i 
dends o r fu rth e r pur
chase
of
tre a su ry
shares by the cost
o f tre a su ry
sh ares
owned (se e below ) .
8,000.00
T o ta l Issued Capital
stock and Surplus
L E S S : Cost
shares o f

$108,000.00

o f 125
tre a su ry

105

stock purchased ------1934 ................................

8,000.00

T o ta l Capital a n d
S u rp lu s .....................

$100,000.00

In conclusion it may be suggested that
treasury shares should b e:
(a ) Shown as an asset if resale has oc
curred immediately after the balance
sheet date, or where resale is defi
nitely certain.
(b) Deducted from capital stock at par
or stated value where cancellation has
occurred immediately after the bal
ance sheet date or where ultimate
cancellation is definitely certain.
(c) Deducted from surplus at cost in the
few states where surplus is actually
re d u c e d by the ownership.
(d) Deducted from combined capital and
surplus at cost in states where surplus
is merely restricted and where its
ultimate disposition is at all uncertain.

A n E x p e r ie n c e in A r b it r a t io n *
by J.

P r y s e G o o d w in , C . P . A . ,

A R B IT R A T IO N in contrast with court
procedure saves time, money, pub
licity, credit and friendship. Let me il
lustrate this by a case drawn from per
sonal experience as an arbitrator.
The American Arbitration Association
phoned to my office on a Friday to know
if I would arbitrate a case at 2 P. M. on
the following Thursday (in New York
County Supreme Court it would take two
to two and one-half years to obtain a
hearing and another two years in case of
an appeal).
At the appointed hour there appeared
before me the plaintiff and his attorney,
the defendant, and the secretary of the
American Arbitration Association. With
the taking of the usual oaths by the arbi
trator to discharge his duty to the best of
his ability, and by the plaintiff and de
*T h is a rticle is reprinted fro m a previous
issue, the w rite r having been d rafted as C h air
m an o f the A rb itratio n C om m ittee to succeed
the late H o m e r A . Dunn.

New York City

fendant to tell the truth, the whole truth,
etc., the attorney for the plaintiff pro
ceeded to outline the case as follows:
His client had a claim for arrears of
salary as Secretary of the defendant, a
corporation. These arrears had accrued
over a period of months up to the date
plaintiff left the employ of the defendant,
amounted to approximately $1,200 and
were still unpaid.
The attorney then turned to the plaintiff,
a man of approximately 35 with mechanical
training and experience, and said: “Now
you tell his honor the story and tell it
briefly.”
Sensing embarrassment on the part of
the plaintiff, who apparently was more
familiar with nuts and bolts than speeches,
and visualizing the many sleepless nights
he may have spent in nursing his grudge
and preparing his story, to set him at ease
I said: “Pay no attention to the instructions
of your attorney, to tell your story ‘briefly.’
You have already saved two years by com
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ing to arbitration instead of going to court.
Further, arbitrators are not interested so
much in saving time as in serving justice
and saving friendships. You go ahead and
tell your story in your own time and in
your own way.”
Don’t forget that in this manner I felt
more confident as arbitrator of obtaining a
truer picture and a better knowledge of
the facts of the case. The plaintiff pro
ceeded with his story somewhat as follows:
For nineteen years he had been in the
employ of the defendant corporation, first
as office boy, then as mechanics’ helper
graduating to mechanic, then to chief
mechanic and ultimately to secretary of the
corporation. About this time the corpora
tion ran into financial difficulties. To ease
its bank account plaintiff among others
refrained from drawing his salary. Condi
tions instead of improving went from bad
to worse, and to support a growing family,
he had eventually to find another position.
This he did, but all the while allowed his
salary to remain in arrear. Some time later
it came to his attention that another em
ployee somewhat similarly situated, by
threat of bringing suit had collected his
salary arrears. Up to this time plaintiff was
content and happy for his salary to remain
unpaid, but when he heard that a contem
porary by threat had collected, there was
let loose within him all that jealousy to
which human nature is heir. Even now he
was loath to sue. A relationship borne of
nineteen years does not readily accommo
date itself to such action. In the interval,
while hesitating between friendship on the
one hand and injustice on the other, some
one suggested arbitration. Here was a
chance to obtain a fair hearing of his rights
without committing an unfriendly act. It
won its immediate acceptance, hence, the
hearing.
The defendant corporation was repre
sented by its vice-president, a man of sixty
with wide experience and pleasing person
ality. On taking the stand, he straightway
admitted the debt. However, he went on
to explain, that while he regretted that the
plaintiff found it necessary to leave, never
theless, as he did leave, it would have
helped the corporation had he made up his
mind sooner, there being no work for him
to do during the latter part of the period
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covered by the claim. He also stated that
the corporation at that time was staving
off a receivership, and that while it was
still in business and in better shape finan
cially, yet it would be difficult to pay out
$1,200 at one time. (In the privacy of
chambers this admission could be made
without injury to the corporation’s credit.)
On a suggestion from the secretary of
the Association, I declared a recess in the
hearing and urged the parties to adjourn
to another room and, with his aid try to
arrive at a basis for settlement. In twenty
minutes they were back with a plan for
payment to be spread over four months.
With a stipulation of the terms signed by
both parties, the one agreeing to pay and
the other to accept, I now made the award
for the plaintiff in full.
At this point up jumped the plaintiff’s
attorney and claimed interest for his client.
“Your honor,” he said, “if this case were
tried in court my client would certainly be
granted interest and I therefore so claim.”
Addressing myself to the plaintiff I
said: “In your testimony you spoke about
some stock you had in the corporation. Tell
me more about this.” He replied, that as
an officer of the corporation, he had re
ceived some stock, bonus stock, for which
he had paid nothing but to which he felt
he was entitled as, in his words, “there
were no strings tied to it.” “Well,” I said,
“you realize that as a bonus stockholder
you share in profits and conversely you
must be prepared to share in losses. I
could not allow you interest while presum
ably there are other creditors who have
not yet collected their principal. The claim
for interest is therefore denied. However,
I want to say this, your attorney was quite
right in making the claim. Had he not
made the claim he would have been negli
gent in his duty to you.
Without a moment’s hesitation the attor
ney was up again with “Your honor, I
withdraw the claim for interest.”
At this moment, exactly 3:15 P. M., the
award was ready for signature and I de
livered a copy to each party. The plaintiff
then came forward, shook hands, thanked
me for the service, and proceeded to take
his leave. Then up stepped the defendant.
He also shook hands and thanked me for
( C ontinued on page 128)
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A
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epartm en t

C o n d u cted

by

L

Too late for the January issue, we at
tended the A.A.U.I.A. (and sometimes
W & Y ) convention in New York City on
December 27 and 28 and enjoyed most of
it. The dinner at which Henry Hatfield
and John Madden exchanged quips from
the speaker’s table was fully worth the
price of admission; the mental food being
worth more than that for the stomach.
Our Hobby Department is still open,
though not well patronized. Hermann Mil
ler of Columbus, Ohio, shares with us the
Naval Reserve in which he is a LieutenantCommander. Lloyd Morey of Urbana, Ill.,
was a student of music before he took up
accounting, and the success of the Alpha
Kappa Lambda fraternity glee club is said
to be due to his graduate coaching. H. L.
Seidman owns and operates a sloop rigged
yacht.
According to Scotty, the primary class
in his native land learns the alphabet this
way:
A stands for Account.
B
“
“ Balance.
C
“
“ Credit.
D
“
“ Debit.
E
“
“ Economy.
T axes

On page 173 of the March, 1934, issue
we said of the General Utilities and Op
erating Co. case, ‘'Watch the appeal.” The
U. S. Supreme Court handed down its
decision on December 9, 1935. Read it
again. Many a married couple was glad
dened by the Court of Claims’ decision on
December 2, 1935, in the case of Ewing
Hall. Losses of one spouse may be de
ducted against gains of the other, even on
a joint return. In the fraud case of Gleck
man (CCA 8th, November 26, 1935),
Judge Woodrough said, “Taxation is a
practical matter.” He’s telling u s ! If you
Were contemplating divorce we beg your

e w is
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pardon for not citing Douglas vs. Will
cuts, which the U. S. Supreme Court de
cided on last Armistice Day. We did not
realize its importance until four weeks
later when three more cases were decided
by mere reference to that one. It is note
worthy that in this group the highest bench
reversed all the Circuit Courts. The fol
lowing is quoted from a syndicated “Broad
way” Column by Louis Sobol on January
16:
“The scowling bogeymen of the in
come tax have scared some of the baby
fluffs of the nite-clubs into jitters. Most
of the kids whose earnings average be
tween $30 and $50 weekly, and whose
ages range between 16 and 20, have never
filed one of those scary blanks. Some
of them have been just too dumb.
Others have thought that since most of
the meager pay goes to support their
families, they were exempt. But now the
revenue men have been checking up, and
the kids are scared and tearful, having
read where men like Capone and Gordon
were sent to jail.”
To which we want to remark, “What do
you mean: M EA G ER?” And that’s all
there is, there is no more!
Way back in 1928 we ran, in this mag
azine, an article entitled “Realty and In
surance” in which we introduced what was,
as far as we know, the first dialogue pre
sentation ever made in an accounting pub
lication. (I f we are wrong as to that
“first,” please tell us with dates and
places.) A long while afterwards we tried
it again with what immediately became a
most popular department of this Shop,
namely, Oldtimer and the Kid. Now Eric
Kohler follows our lead with “Standards:
A Dialogue,” a paper presented at a meet
ing of the Wisconsin Society of C.P.A’s
last October 18. Imitation, it has been said,
is the sincerest form of flattery; and if this
be boasting, make the most of i t !
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You all know “the inquiring photog
rapher.” Well, Al Hirsch read his column
in the N. Y. D aily N e w s for December
28 and got such a kick out of it that he
clipped it and sent it to us. What tickled
him is the remark made by one of the boys
who had his picture in the paper. He said :
“A certified accountant is the best job I ’ve
heard about. It pays a lot of money. In
school mathematics is easy for me, and I
think I ’ll make a good C.P.A.”
Good
mathematicians are so rare in our profes
sion that the boy probably will make a lot
of money for lack of competition. But
Hirsch thinks (and after preparing our
own personal tax return, we agree) that
someone has been telling the boy fairy
tales.
Latest addition to our “Father & Son”
club are the Levy’s of New York City.
Joseph A., the Dad; Ralph G., the Kid.
Philo’s theory of balance has a note
worthy example in the Chase family. Stu
art, C.P.A., son of a C.P.A. father, is wide
ly known as a writer of liberal, not to say
radical, economics. Harvey, the senior, has,
in the January Jo u rn a l o f A cco u n ta n cy , an
article on the theory of money that is as
conservative as one would get from a Bank
of England director. We wish it were
possible to compel every member of Con
gress to read that article twice.
As nearly as we could learn, the speaker
at the N. Y. meeting on January 14 was
no kin of Colonel Montgomery. He cer
tainly did as much as could be done to ex
plain 77b of the Bankruptcy A ct; and we
hope the changes he recommends go
through this session of Congress. The at
tendance, small for N. Y., would probably
have made a record for any other society.
There were so many visiting credit men
that one would have thought the meeting
was a joint one with the Robert Morris
Associates.
On January 15, in company with about
two million other New Yorkers, we went
through one of the most amazing experi
ences that has come to the big city; a fail
ure of electric current. We could write
pages and pages about the queer way the
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town acted and reacted to it; and the way
things looked. But the thing that im
pressed us most was the criminal negligence
in big hospitals which not only did not
have auxiliary dynamos to guard against
such emergencies; or a storage battery cir
cuit for the operating room, but several
did not even have candles, and flashlights
were the result of luck, not planning. One
hospital had to complete an operation by
the light of matches. No matter where you
live, even if you are not a good citizen, but
merely a selfish person who might some
day be a patient in a hospital, check up on
the standby equipment of the hospital to
which you might go. Remember this the
next time there is a community chest or
united hospital drive.
T h e Shop T a lk e rs

“I hear,” began Blank, “that the State
Board is planning some rather drastic re
visions of the experience qualification to
take effect in 1938. What do you know
about it, Oldtimer?”
“You have heard correctly,” he replied,
“but I think any discussion is premature.
It is still in the planning stage, and it may
be reversed a dozen times before it is even
submitted to the Regents for approval.”
“Anything that will really produce bet
ter accountants,” said Philo, “is greatly to
be desired. No amount of schooling makes
a good professional man; experience is ab
solutely essential.”
“True,” said Oldtimer, “but just take
the oldest regulated profession. As a mat
ter of expediency, young physicians act as
interns for a year or two before hanging
out shingles. But nothing in the statute
requires it. Once past the State Board,
they may practice if they can find patients.”
“Ha, ha!” chuckled the Kid. “Look
who’s doing the premature discussing!”
“All right,” said Dash. “Instead of dis
cussing experience requirements, let’s talk
about something that I experienced last
week. I have a client who is a job
printer— ”
“Do you know any C.P.A. who hasn’t? ”
interrupted the Kid.
“Not many,” said Dash. “But let me
finish. He has a typical small shop. I f he
grosses a thousand a month, he does well.
It was hard enough to get him to keep
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anything but a check book and customers’
ledger until a few years ago, when he had
some trouble with the Income Tax Unit.
But now he has pretty comprehensive ac
counts under my direction— ”
“Paid for in flossy stationery,” said the
Kid.
“— and all is well until the Census Bu
reau sends him a questionnaire, which I
had to fill out for him. Most of it just
asks for the same information that is on
the Income and Capital Stock tax forms.
So that’s kick number one. P ublication
of income tax data is wrong. But why one
government department may not get the
use of the data another one has, is incom
prehensible.”
“Oh, come Blank,” said Oldtimer.
“You’re not as innocent as that. Just think
of the thousands of government employees
who would be jobless if that were per
mitted.”
“Cripes!” said the Kid. “Listen to the
old boy getting ironic.”
“I ’m thinking of John Q. Taxpayer,”
said Blank. “Anyhow, the data as to num
ber of employees is in order. But then
came the thing that burns us up. There is
a tabulation dem anding the detailed analysis
of the kind of printing done; over a dozen
classes; and the value of each.”
“And the answer is,” said Oldtimer,
“that your client hasn’t the dope; doesn’t
need it; and won’t pay to get it. And a
lot of bigger printers are in the same fix.”
“Thanks for the assist,” said Blank.
“But just listen to the climax. Not only
must pamphlets and leaflets be segregated
from the other kinds; but they must be
subdivided into those used for direct mail
advertising and other purposes. Most cus
tomers would tell a salesman it was none
of his business what use was made of the
printing as long as it was paid for; and
few salesmen would bother to ask.”
“No use talking,” said Oldtimer. “The
bureaucrats are getting too numerous and
powerful. I wouldn’t object to many of
the things they attempt; or even enforce,
provided something was done with the data
collected. But much of it is never pub
lished, and little of it is ever used. They
collect statistics like a boy collects string,
marbles and fishhooks; and then bicker
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among themselves as to whose statistics are
the nearest right.”
“Aren’t we getting too close to the for
bidden subject of politics?” queried Dash.
“I don’t see how we can avoid it lately,”
said Oldtimer. “And this year, with a
Presidential campaign already started, I
think we may have to let down the bars
a little.”
“Well,” said Sinbad, “as long as we
don’t become personal, I ’ll agree. But right
now let me say a few words about the
Social Security laws. I think that they
have a good ideal behind them.”
“Which is more than can be said for the
coal and silver acts,” said the Kid.
“And just because I do approve of them
in principle,” continued Sinbad, “I am con
cerned about what seems to me to be a
joker in them, which may cause their com
plete upset by the Supreme Court. Just
why merchant sailors should be exempted
is beyond me. They grow old, and lose
jobs the same as anybody else. In fact,
if anything, they need the benefits more.
They are relatively few in number; and
they ought to be included. I ’m no consti
tutional lawyer, but I think this is dis
criminatory class legislation.”
“How about the other exempt groups?”
said Dash.
“Let me answer,” said Oldtimer.” I
think Sinbad has made a good point, but
if he is right, Congress can easily remedy
that. I think the exemption of farm and
domestic labor is a much more serious flaw,
because those groups are so large. Con
gress is back in the horse-and-buggy age,
when it exempts them. Modern farming
is a highly mechanized industry; the sea
sonal fluctuations in employment are as
great as in our profession. And house
keeping, with its growing number of elec
tric devices to do everything except change
the baby, is now an industry just as hazar
dous as a garment factory. Social security
is a fine thing, but it must be for all, just
as Sinbad says.”
“Well, anyway you look at it, it’s more
work for us,” said Dash.
“More work, but no more pay,” said the
Kid. “So where is our security?”
“I ’ve some good ones in my safe deposit
box,” said Scotty.
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F eb ru a ry ,

W e e B its o n A c c o u n ta n c y
R e g u la rly

C o n trib u te d by L o u is

S.

G o ld b e rg ,

C.P.A., Sioux

C i ty ,

Iowa

Learning To Be Wrong
Paradoxical as it may seem, our prog
ress, personal and social, depends on our
capacity to learn to be wrong, learning our
limitations, developing an awareness of our
errors. Life advances through the process
of trial and error.
We are quite prepared to admit that all
our yesterdays were spent in groping in
the darkness; at least, we will grant that
that was true of our ancestors, if not of
ourselves. But we are quite sure that
today we see the light. Tomorrow, if we
have grown, we shall not be so sure that
we were right today.
The scientist is the great experimentalist.
Trial and error are his stock in trade. To
day he disproves the certainties of yester
day; tomorrow he varies his conclusions
to accord with his new discoveries. To
him, if not to the poet, we owe the truism
that nothing is permanent but change. He
battles the forces of Nature, they soon
overcome his self-assurance, he learns by
his own demonstrations that he must from
time to time recast his conclusions if he
would keep in the path of progress.

So, too, the man of affairs: with the
confidence built on the successes of yester
day, he faces the problems of today and
tomorrow. But he recalls that his triumphs
have not been unattended by failures, and
thus he is one of the readiest of men to
concede that he may be in error.
The lawyer needs must stand prepared
at every hour to test the correctness of his
findings of fact and his legal theories in
contest with his opponent, with the evershifting trend of judicial decision, and with
the swiftly-changing facts of social, eco
nomic and political life.
Nor can the accountant remain static in
the current of events. His contacts are
largely with the man of affairs and with
the attorney, and their problems and ex
periences are in a measure his. Then, too,
the concepts of accountancy are ever in a
state of flux.
Only those walks of life are static where
dogmatism prevails. There above all is the
need pressing for learning to be wrong, so
that life and growth may go forward.

Q u e s t i o n s and A n s w e r s D e p a r t m e n t
E d ito r,

G i l m a n , C.P.A., Educational Director
International Accountants Society, Inc.

S te p h e n

This department has been asked to present a solution of the problem in
Practical Accounting given in the examination of the State Board of Accountancy
of Ohio on the afternoon of May 9, 1934.
The problem follows:
P R O BLEM 2, OHIO C.P.A. EXA M IN A TIO N , M AY 9, 1934
The Water Softener Sales and Service Company was incorporated January
1, 1932, under the laws of the State of Ohio, for the purpose of distributing and
servicing water softeners. Terms of sale: Net, 30 days; repair service, cash. The
authorized capital stock all of which was issued, consisted of 1,000 shares 6 %
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cumulative preferred and 5,000 shares common, the shares in each case having a
par value of $100.
You were retained by the board of directors to make an audit of the books
of the company for the two years ended December 31, 1933. The following post
closing trial balance, as of that date, was furnished by the chief accounting
officer:
C r e d its

D e b its

Cash .................................... $ 75,000
Notes receivable...............
15,000
412,500
Accounts receivable.........
Inventories— 12/31/33 . .
312,000
Prepaid expen ses.............
1,000
Bond discount .................
4,265
30,600
Land ....................................
Building ..............................
170,000
Service shop equipment .
120,000
Delivery equipment .........
16,000
Office equipment .............
8,000
Stock in A Company . . . .
130,000

Capital Stock ................... $ 600,000
Surplus ..............................
305,100
Bonds payable .................
100,000
Notes payable ...................
220,500
Accounts p ay ab le.............
39,750
Accrued t a x e s ...................
5,250
Accrued payroll ...............
4,500
Reserve for bad debts . . .
14,265
Notes r e c e i v a b l e dis
counted ........................
5,000

$1,294,365

$1,294,365

The profit and loss account for the years ended December 31, 1932, and
1933, was shown by the books as follows:
1932
1933
20,000
25,375
Total water softeners sold . . . ................................................
Net sales ...................................................................................... $1,000,000 $1,522,500
Gross profit on service sales ................................................. ....... 1,000
500
Other income ............................................................................. ....... 1,000
500
$1,002,000
Cost of goods sold ..................................................................
Selling expenses .........................................................................
Shop expenses .............................................................. ............
Administrative and general expenses ............... ..................
Miscellaneous expenses ............................................................
Bond in terest...............................................................................

Net p r o fit......................................................................................

$1,523,500

$659,750
121,000
39,500
49,200
12,000
5,000

$878,250
296,000
39,700
100,000
15,000
5,000

$886,450

$1,333,950

$115,550

$189,550

At December 31, 1933, the cash consisted of the following:
National Bank and Trust Company.................................................................. $35,000
City Bank and Trust Company (Overdraft) ................... ...........................
10,000
State Bank— Bond sinking fu n d ............................................................ ............
40,000
Customers’ post-dated checks in payment of 1933 accounts........................
5,000
Customers’ dishonored checks in payment of 1933 accounts........................
2,000
Petty cash ...............................................................................................................
3,000
$75,000
On January 1, 1932, the company sold an entire issue of first mortgage, five
year, 5 % bonds amounting to $100,000 for $95,735, to net 6 % ; interest payable
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June 30 and December 31. The bond discount is to be amortized by the scientific
method. The agreement provided for annual contributions to a sinking fund of
$20,000, without interest and the creation of a sinking fund reserve.
An analysis of the accounts receivable at January 1, 1933, and December 31,
1933, showed the following:
1/1/33 12/31/33
Customers’ regular accounts (1932 sales) ........................... $200,000 $ 90,000
Customers’ regular accounts (1933 sales) ...........................
0 200,000
Type A softener sales on consignment basis billed at the
average unit selling price of all types, which was 125% of
the unit cost of Type A Softeners—shipped Dec. 28/33..
0
22,500
Customers’ accounts (1933 sales) assigned to The Finance
Company, Terms: Cash $70,000, discount fee $5,000 to be
charged to expense, balance deferred. The check from The
Finance Company was received December 30, 1933 but not
entered ........................................................................... .
0
100,000
$200,000 $412,500
The inventories at December 31, 1932, were valued at the lower of cost or
market, and in checking the prices, you found the inventories understated $9,750.
The inventories at December 31, 1933, were taken and priced under your super
vision. They were summarized as follows:
Cost

Type
Type
Type
Type

A
B
C
D

Softeners
Softeners
Softeners
Softeners

Market

.................................................................... $ 20,000 $ 30,000
.................................................................... 100,000
70,000
.................................................................... 162,000 200,000
....................................................................
30,000
40,000
$312,000 $340,000

On January 1, 1933, the company purchased 1,000 of the 1,500 shares in
the A Company at book value; Par $100 per share. The A company reported a
loss of $30,000 for the year ended December 31, 1933. The directors of A Com
pany declared a 6% dividend to stockholders of record, December 15, 1933, pay
able January 15, 1934. No financial statement was available and the management
requested that the A Company stock be shown on the Water Softener Company
balance sheet at book value.
The Water Softener Company purchased the plant and equipment from a
former competitor on January 1, 1932. No additions had been made to the
property since that date, and no provision had been made on the books for
depreciation. On January 1, 1933, an appraisal was made by a reputable concern
and the directors authorized you to enter on the books the appraised values as
summarized below:
Reproduc Sound
tive New Value
$ 35,600 $ 35,600
Land .............................
Building .......................
250,000 210,000
175,000 150,000
Service shop equipment
Delivery equipment . ..
12,000
16,000
Office equipment..........
10,000
9,000
Disregard depreciation on appreciation. Compute depreciation in conformity
with the federal income tax law at the following rates: Building—5%; Service
shop equipment—10%; Delivery equipment—25%; Office equipment—10%.
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The management desires to know the reasons for the change in the net profit
for the year ended December 31, 1933, from the net profit for the year ended
December 31, 1932. Your opinion was also asked as to what the net profit for the
year ended December 31, 1933, would have been if the sale of softeners for 1932
and 1933 had been on the installment contract basis and if the accounts receivable
had not been assigned to The Finance Company.
R e q u ir e d :
(a) Balance sheet as of December 31, 1933.
(b) Comparative statement of profit and loss, years ended December 31,
1932 and 1933.
(c) Statement of variation in net profit.
(d) Statement of profit and loss on the installment sales basis, year ended
December 31, 1933.
(e) Work sheet.
Submit requirements (a) and (b) in ink. Disregard computation of
income tax.
SO LU TIO N
The solution of this problem requires consideration of the most effective
method of making adjustments for two years at one time since one of the re
quirements of the problem is the preparation of a comparative profit and loss
statement for the two years 1932 and 1933.
In this solution we have followed the plan of substituting for the Surplus
of $305,100 in the trial balance, the profit and loss details from which this net
figure for Surplus was derived as shown in the profit and loss account for the
two years. Then, by making the adjustments that affect Surplus applicable directly
to the specific year affected the net figures for the profit and loss of each year
may be extended directly to the columns provided for each year.
Some of the adjustments require side calculations, as for example, the bond
discount to be amortized in adjustment (2 ). Such calculations may be made on a
separate sheet and referred to in the “Explanation of Work Sheet Adjustments.”
Complete journal entries, including the details shown in the separate calculations,
might be employed in place of the “Explanation of Work Sheet Adjustments,”
but such procedure would probably require considerably more time without add
ing substantially to the real merits of the solution.
Adjustment ( 7 ) is based on the fact that the figure of $312,000 for the
inventories of December 31, 1933, obviously does not include the cost ($18,000)
of Type A Softeners shipped on consignment December 28, 1933, since this ship
ment was recorded as a sale with an offsetting debit in accounts receivable. Since
the Type A Softeners on hand costing $20,000 have a market value of $30,000,
the Type A Softeners on consignment costing $18,000 must have a higher market
value, and accordingly are inventoried at cost.
In conformity with the instructions given in the problem no effort has been
made to calculate federal income tax, or to adjust the balance in the Revaluation
Surplus Account.
The Water Softener Sales and Service Company
Balance Sheet
December 31, 1933
A
C urren t A

ssets

ssets

:

Cash in B a n k ......................
Petty Cash ..........................
Notes Receivable...............
L e s s — Notes Receivable
Discounted ......................

$105,000.00
3,000.00
$ 15,000.00
5,000.00

10,000.00
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sse ts

Brought Forward ..................................................................................... $118,000.00
Accounts Receivable........
$397,000.00
Less —Accounts Receivable
Assigned .......................
100,000.00
$297,000.00
Less — Reserve for Bad

Debts .............................

14,265.00 282,735.00

Due from The Finance
Company.......................
Dividends R e c e i v a b l e
(Company A) ..............
Inventories .......................

25,000.00
6,000.00
300,000.00

Total Current Assets . . .

$731,735.00

I nvestm en ts :

Bond Sinking Fund . . . . .
Stock in Company A
(book value) ................

$ 40,000.00
104,000.00

Total Investments . . . .

F ix e d A

sse t:

Land ...............................
Building .........................
Service Shop Equipment.
Delivery Equipment........
Office Equipment ............

Reserve
Replacement for Depre
Cost, 1/1/33 ciation

. $ 35,600.00
. 250,000.00
. 175,000.00
.
16,000.00
.
10,000.00

48,500.00
37,000.00
8,000.00
1,800.00

Net
$ 35,600.00
201,500.00
138,000.00
8,000.00
8,200.00

Total Fixed Assets.......... $486,600.00 $ 95,300.00 $391,300.00

391,300.00

Deferred Charges and Prepaid Expenses:
Prepaid Expenses........................................................ $ 1,000.00
Bond Discount............................................................ $ 2,708.48

3,708.48

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

$1,270,743.48

L ia b il it ie s

Current Liabilities:
Bank Overdraft .......................................................... $ 10,000.00
Notes Payable.............................................................. 220,500.00
Accounts Payable ......................................................
39,750.00
Accrued Taxes ............................................................
5,250.00
Accrued Payroll..........................................................
4,500.00
Total Current Liabilities...........................................
Fixed Liabilities:
Bonds Payable ............................................................

$ 280,000.00

Total Liabilities ......................................................

$ 380,000.00

100,000.00
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Total Liabilities ............................................................
N

et

W

$ 380,000.00

orth

Capital Stock:
6% Cumulative Preferred— Par $100
(1,000 shares) .................................. $100,000.00
Common Stock— Par $100 ( 5,000 shares) 500,000.00 $600,000.00
Surplus and Reserves:
*E arned Surplus:
Net Profit for 1932........... $99,244.74
Net Profit for 1933........... 94,198.74 $193,443.48
L e s s — Appropriation

for Sinking
Fund Reserve .......................................

40,000.00

153,443.48

Revaluation Surplus ........................................................
Sinking Fund Reserve......................................................

97,300.00
40,000.00

Total Net W orth...............................................................................

890,743.48

Total Liabilities and Net W orth................................................. $1,270,743.48
* E arn ed Surplus subject to deduction o f $12,000 fo r cum ulative dividends fo r two years
to p referred stockholders, and o f federal income taxes.

The Water Softener Sales and Service Company
Comparative Statement of Profit and Loss for the
years ending December 31, 1932 and 1933
Y e a r E n d in g Y e a r E n d in g

In c r e a se
or

D e c. 3 1 , 1932 D ec. 31, 1933 D ecrea se *
Net Sales— Softeners .............................. $1,000,000.00 $1,500,000.00 $500,000.00
650,000.00
900,000.00 250,000.00
L ess —Cost of Goods Sold— Softeners

Gross Profit on Sales of Softeners. . $ 350,000.00 $ 600,000.00 $250,000.00
500.00*
500.00
1,000.00
Gross Profit on Service Sales.................
Total Gross Profit........................ $ 351,000.00 $ 600,500.00 $249,500.00
Operating Expenses:
Selling Expenses .................................. $ 121,000.00 $ 296,000.00 $175,000.00
39,500.00
39,700.00
200.00
Shop Expenses.......................................
Administrative and General Expenses
49,200.00
100,000.00
50,800.00
Depreciation ...........................................
25,300.00
25,300.00
...........
Miscellaneous Expenses .....................
12,000.00
15,000.00
3,000.00
Total Operating Expenses........... $ 247,000.00 $ 476,000.00 $229,000.00
Net Profit from Operations. . . . $ 104,000.00 $ 124,500.00 $ 20,500.00
Other In co m e.............................................
1,000.00
500.00
500.00*
$ 105,000.00 $ 125,000.00 $ 20,000.00
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Deductions from Income:
Bond In te re st......................................... $
Discount on Accounts Receivable
Assigned .............................................
Share of Subsidiary’s Loss (Com
pany A) .............................................

5,755.26 $

F eb ru a ry ,

5,801.26 $

46.00

...........

5,000.00

5,000.00

...........

20,000.00

20,000.00

$

5,755.26 $

Net Profit for Y ears................... $

99,244.74 $

30,801.26 $ 25,046.00
94,198.74 $

5,046.00*

Statement of Variation in Net Profit for the
years ending December 31, 1932 and 1933
1932
A c tu a l

1933 Volume
at
A c tu a l
1932 P r ic e s
1933

Sales:
N o. o f
U n its

U n it
P r ic e

20,000
$50.00
25,000
60.00
25,000
50.00
Cost of Goods Sold:
N o. o f
U n its

U n it
P r ic e

20,000
25,000
25,000

$32.50
36.00
32.50

$1,000,000
$1,500,000
$1,250,000

650,000
900,000
812,500

Gross Profit on Sales........................................... $ 350,000

$ 600,000

Increase in Profits:
Due to increased sales price:
1933 Sales (at actual price)................... $1,500,000
1933 Sales (at 1932 price).....................
1,250,000

$ 250,000

Due to increased sales volume:
1933 Gross Profit (on basis of 1932 price) $ 437,500
1932 Gross Profit (A ctual)........................
350,000

87,500

$ 437,500

$337,500
Decrease in Profits:
Due to increased unit costs:
1933 Costs (at actual price)..................... $ 900,000
1932 Costs (on basis of 1933 volume) . .
812,500
Due to changes in other factors:
Gross Profit on Service Sales (decrease)
Total Operating Expenses (increase) . .
Other Income (decrease)........................
Deductions from Income (increase)..
Decline in Net Profit for the year
1933 as compared with 1932...........

87,500

$ 250,000

$

500
229,000
500
25,046
255,046
$

5,046
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Statement of Profit and Loss (Installment Sales Basis)
for the year ending December 31, 1933
Sales— Softeners ....................................................................
$1,500,000.00
L e s s —Cost of Goods Sold— Softeners............................
900,000.00
Gross Profit on Sales of Softeners (40% ) . . . .

$ 600,000.00

L ess — Gross Profit Deferred:

Accounts Receivable, Dec. 31, 1933 on 1933 Sales $307,000.00
Deferred Profit included in above accounts— 4 0 % ..

122,800.00

Gross Profit Realized on 1933 Sales........................

$ 477,200.00

A d d —Gross Profit Realized on 1932 Sales:

Accounts Receivable— 1932 Sales:
Balance, January 1, 1933............................................. $200,000.00
Balance, December 31, 1933.......................................
90,000.00
Collected in 1933.................................... ................... $110,000.00
Gross Profit Realized on 1932 Sales— 3 5 % .............

38,500.00

Gross Profit on 1933 Service Sales..................................

$ 515,700.00
500.00

Total Gross Profit................................................. ..

$ 516,200.00

L ess —Operating Expenses:

Selling Expenses ..........................................................
Shop Expenses ...................................................................
Administrative and General Expenses............................
Depreciation ........................................................................
Miscellaneous Expenses ..................................................

$296,000.00
39,700.00
100,000.00
25,300.00
15,000.00 $ 476,000.00

Net Profit from Operations. .......................................
Other Income .........................................................................

$

500.00
$

Deductions from Income:
Bond Interest .................................................................... $ 5,801.26
Discount on Accounts Receivable Assigned...............
5,000.00
Share of Subsidiary’s Loss (Company A ) ...................
20,000.00
Net Profit for Year (Installment Sales Basis) . . . .

4 0 ,2 0 0 .0 0

40,700.00

30,801.26
$

9,898.74

E xpla n a tio n o f W o rk S h e e t A d ju stm en ts.
1— R ecording analysis o f Cash A ccount.
2— A m ortization o f Bond D iscount (see separate calculation fo r d etails).
3— Setting up Sinking Fun d R eserv e fo r two y ears @ $20,000 fo r year.
4— A dju sting accounts fo r erroneous billing o f consignm ents.
(C o st o f goods $22,500
125% = $ 1 8 ,0 0 0 .)
5— R ecording assignm ent o f cu sto m ers’ accounts.
6— C o rrectin g undervaluation o f D ecem ber 31, 1932, inventory.
7— Reducing inventory to basis o f “cost o r m ark et w hichever is low er.”
(S e e separate
calculation .)
8— R ecord in g the p roportionate share ( 2/3 ) o f loss and dividend o f Company A to give
effect to the net reduction in the value o f stock o f Company A .

÷
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9—Giving effect to appreciation of asset values resulting from appraisal of January 1, 1933.
(See separate calculation.)
10—Recording depreciation of assets (on cost) for 1932 and 1933. (See separate calculation.)
11—Setting up classes of stock outstanding.
Calculation of Adjustment fo r Appraisal of Assets. (Adjustment 9)
Service Delivery Office
ShopEquip Equip Equip
ment
ment Totals
Land Building
ment
Reproduction Cost ........................... $35,600 $250,000 $175,000 $16,000 $10,000
Actual Cost .......................................
3 0 600 170,000 120,000
16,000
8,000
Debit Asset Accounts....................

$ 5,000 $ 80,000 $ 55,000

Reproduction Cost ............................
Sound Value (1/1/33)......................

$35,600 $250,000 $175,000
35,600 210,000 150,000

Depreciation per Appraisal................
Depreciation for 1932 (on cost)___
Credit Reserve for Depreciation..

. . . . $ 2,000 $142,000
$16,000 $10,000
12,000
9,000

$ 40,000 $ 25,000 $ 4,000 $ 1,000
8,500
12,000
4,000
800
$ 31,500 $ 13,000

.... $

200

Credit Revaluation Surplus .........

44,700
$ 97,300

Calculation of Depreciation on Cost. (Adjustment 10)
Depreciation
Cost
Annual Rate
1932
1933
5%
$ 8,500
$ 8 500
Building ........................................ $170,000
Service Shop Equipment.............
120,000
10%
12,000
12,000
Delivery Equipment ....................
16,000
25%
4,000
4,000
8,000
10%
800
800
Office Equipment ..........................
Totals .......................................

$25,300

$25,300

Totals
$17,000
24,000
8,000
1,600
$50,600

Calculation of Bond Discount to be Amortized. (Adjustment 2)
Bond Discount
Interest
Principal Less UnInterest at 3%
Interest Paid
to Bondholders
Payment Dates amortized Discount (6% Annually)
to be Amortized
6/30/32
$2,872.05
$95,735.00
$2,500.00
$372.05
12/31/32
2,883.21
383.21
96,107.05
2,500.00
$755.26
6/30/33
12/31/33

96,490.26
96,884.97

2,894.71
2,906.55

2,500.00
2,500.00

$394.71
406.55
$801.26

Calculation of Inventory, December
31, 1933. (Adjustment 7)
Details
Cost
Market Inventory Value
On Hand:
Type A Softeners.................................................
$ 20,000
$ 30000
$ 20,000
Type B Softeners.................................................
100,000
70,000
70,000
Type C Softeners..................................................
162,000
200,000
162,000
Type D Softeners............. ....................................
30,000
40,000
30,000
On Consignment:
Type A Softeners ..............................................
18,000
(?)
18,000
Total ................................................................
Inventory per trial balance
(including consignment) ......................................

$300,000

Adjustment (reduction) .....................................

$ 30,000

330,000
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The Water Softener Sales and Service Company Work Sheet
December 31, 1933
Accounts

Trial Balance
12/31/33

Adjustm ents
Debits

75,000 ( 5 ) $ 70,000.00
15,000
Notes R e ceiv ab le.........
Accounts Receivable.. . 412,500 ( 1 )
7,000.00
Inventories, 12/31/33. 312,000 ( 4 )
18,000.00
1,000
Prepaid Expenses . . . .
4,265
Bond Discount .............
5,000.00
30,600 ( 9 )
80,000.00
Building ......................... 170,000 ( 9 )
55,000.00
Service Shop Equipment 120,000 ( 9 )
16,000
Delivery Equipment . .
Office Equipment ___
8,000 ( 9 )
2,000.00
Stock in Company A . . 130,000
Cost of Goods Sold
(1932) ....................... 659,750
Cost of Goods Sold
(1933) ....................... 878,250 ( 6 )
9,750.00
30,000.00
(7 )
Selling Expenses (1932) 121,000
Selling Expenses (1933) 296,000
39,500
Shop Expenses (1932).
39,700
Shop Expenses (1933).
Administrative and Gen
49,200
eral Expenses (1932)
Administrative and Gen
eral Expenses (1933) 100,000
Miscellaneous Expenses
12,000
(1932) .......................
Miscellaneous Expenses
(1933) .......................
15,000
5,000 ( 2 )
755.26
Bond Interest (1932) ..
801.26
5,000 ( 2 )
Bond Interest (1933).
Bond Sinking Fund
40,000.00
(State Bank) ..........
(1 )
3,000.00
Petty Cash ...................
( 1)
Due from The Finance
25,000.00
Company ...................
(5)
Discount on Accounts
5,000.00
(5 )
Receivable Assigned.
Dividends Receivable
(Company A) ..........
6,000.00
(8 )
Share of Subsidiary’s
20,000.00
Loss (Company A) ..
(8 )
25,300.00
Depreciation (1932) ..
(10)
25,300.00
Depreciation (1933)
(10)
Total Profit and Loss
Debits .................
Totals

$ 3,514,765

Credits

Profit and Loss
1932
1933

( 1 ) $ 40,000.00
(4 )
(7 )

22,500.00
30,000.00

(2 )

1,556.52

(8 )

26,000.00

(6 )

9,750.00

(4 )

18,000.00

Balance Sheet
12/31/33
$ 105,000.00
15,000.00
397,000.00
300,000.00
1,000.00

2,708.48
35,600.00
250,000.00
175,000.00
16,000.00
10,000.00
104,000.00
$ 650,000.00
$ 900,000.00
121,000.00
296,000.00
39,500.00
39,700.00
49,200.00
100,000.00
12,000.00
15,000.00
5,755.26
5,801.26
40,000.00
3,000.00
25,000.00
5,000.00
6,000.00
20,000.00
25,300.00
25,300.00

$ 902,755.26

$1,406,801.26
$1,485,308.48
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Trial Balance

12/31/33

A ccounts

Capital Stock ........... $
Surplus

A djustm ents
Debits

F eb ru a ry ,

Profit and Loss

1932

Credits

B alance S h eet

1933

600,000

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

( 3)

12/31/33
(11)

600,000.00

$

40,000.00*

4 0 ,0 0 0 .0 0

Bonds Payable .........

100,000

100,000.00

Notes Payable .........

220,500

220,500.00

Accounts Payable . .

39,750

39,750.00

Accrued Taxes .........

5,250

5,250.00

Accrued P a y r o ll___

4,500

4,500.00

Reserve for Bad Debts

14,265

14,265.00

Notes Receivable Dis
counted ....................

5,000

Net Sales (1932) . . .

1,000,000

Net Sales (1933) . . .

1,522,500

Gross Profit on Ser
vice Sales (1 9 3 2 ) ..

5,000.00
$1,000,000.00
( 4)

22,500.00

$1,500,000.00

1,000

Gross Profit on Ser
vice Sales (1 9 3 3 ) ..

500

Other Income (1932)

1,000

Other Income (1933)

500

1,000.00
500.00
1,000.00
500.00

Bank O v e rd ra ft___

( 1)

10,000.00

10,000.00

Sinking Fund Reserve

( 3)

40,000.00

40,000.00

( 5)

100,000.00

100,000.00

Accounts Receivable
Assigned

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

Reserves for Deprecia
tion :
Building ..............

( 9)
(10)

31,500.00
17,000.00

48,500.00

(10)

24,000.00

37,000.00

Deliver Equipment

(10)

8,000.00

8,000.00

Office Equipment

(9)
(10)

1,600.00

1,800.00

( 9 )

97,300.00

97,300.00

Service Shop
Equipment . . .

Revaluation Surplus

(9 )

13,000.00

200.00

Capital Stock:
6% Cumulative Pre
ferred ..................

(11)

100,000.00

Common ..................

(11)

500,000.00

Total

Profit

and

100,000.00
500,000.00
-------------------- ------------------- -

Loss Credits

$1,002,000.00

$1,501,000.00

L ess — Profit and
Loss Debits

902,755.26

1,406,801.26

Net Profit for
1932 and 1933
T otals ......................$3,514,765

* Deduction

$

99,244.74

$

94,198.74

193,443.48
$1,4 8 5 ,3 0 8 .4 8
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E x a m in a tio n
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Q u e s tio n s

November, 1935

E c o n o m ic s

and

P u b lic

F in a n c e

Q U ESTIO N 1:
List the various economic effects upon the United States which will result
from the conflict between Italy and Ethiopia, distinguishing with regard to each
one as to the difference if Italy is successful or if Ethiopia is successful, and also
indicating the differences arising from a short conflict and those which would
follow a prolonged war, together with a statement of different effects which might
be produced if the conflict became general rather than confined to the two nations
in question.
Q U ESTIO N 2 :
Economic policies are often determined by political expediency. With the
Presidential election coming on in 1936, if you were a candidate for the Presidency
against the present incumbent either in his own party or in another party, realizing
the importance of the “farm vote,” so called, what economic idea would you put
forth as being better for the farmer than the agricultural policy under which the
country is now operating. Give reasons therefor.
Q U ESTIO N 3 :
On the theory that “land is the original source of all material wealth, and
that life itself is dependent upon it” and defining land from an economic viewpoint
as including all natural resources and productive power included in and controlled
by the possessor of the earth’s surface, explain the various ways in which land is
a productive agent, including a statement as to the ways in which the productive
power of land is limited.
Q U ESTIO N 4 :
A Governmental unit needs the auditing services of a hundred men. It
establishes an auditing staff and employs a hundred C.P.A’s. Another Govern
mental unit need auditing information which would require the same number of
men for the same period of time. It decides that instead of establishing a staff
of its own it will employ enough independent accountancy practitioners to furnish
them with independent audits based on procedure which it determines. Three
groups are interested as the result of these audits: a. The Government as a whole,
by reason of the possible returns to it from powers of taxation enjoyed by it;
b. The business units whose records will be examined and who may later be
obliged to report to the Government for errors of omission or commission, and
who may be benefited by suggestions brought out in the reports; c. The hundred
T h e S ervice o f E xam in atio n questions conducted by T h e A m erican S ociety furnishes
p ractically tw ice as m any questions in T h eo ry , Auditing, C om m ercial L a w and E conom ics
and P ublic F in an ce as could be used by any S tate B o ard fo r a fo u r-h o u r exam ination period,
and tw ice as m any problem s in P ra ctic a l A ccounting as would be required fo r tw o exam in a
tion periods o f fo u r to five hours each. A B o ard using the service m akes its own selections
and adds any special questions o r problems which it desires. T h e questions in E conom ics
and Public F in an ce follow .
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certified men who in the first instance will be Government employees and in the
second will be independent practitioners, either employers or employees.
Explain the different ways in which each group may be affected, depending
upon whether the work is done by a Government unit for itself or by an inde
pendent practitioner for the Government.
Q U ESTIO N 5:
List the various factors which have their effect in determining the efficiency
of labor, indicating in each case your idea as to how labor efficiency may be
increased in connection with each of the factors named.
Q U ESTIO N 6 :
Much was said in connection with the Utilities Bill before the last Congress,
which would lead one to believe that utility magnates are highly dangerous citi
zens. The official records show that the cost of electricity in 1913 averaged 8.1c
per kilowatt hour; in 1930, 6.6c; in 1932, 6.4c; in 1935, 5.6c.
List and explain the various factors involved in this decrease in the cost of
electricity to the individual consumer.
Q U ESTIO N 7 :
Name what you consider to have been the greatest accomplishment of the
various types of legislation usually denominated as the New Deal, giving your
reasons. At the same time indicate the attempt which you believe has had the
most serious lasting effect upon the economic condition of the country.
Q U ESTIO N 8 :
In discussing economic conditions and measures there has been a consistent
attempt to label humanity as belonging to either the industrial or business class,
the laboring class or the consumer class and then to attempt to develop balanced
equations in their respective relationships. In general the consumer wanted to
buy things cheaper; the laborer wanted to get more for his services; the indus
trialist wanted to obtain a larger profit, which usually meant a higher price.
Economic life is as full of hazards as physical life. List the ever-present
risks confronting each of these groups.
Q U ESTIO N 9 :
It has often been said that we are passing through a peaceful revolution.
Indicate the differences which history will record between the recent and present
years as distinguished from the changes occurring in that period usually referred
to as the Industrial Revolution.
Q U ESTIO N 10:
Explain the part which credit plays in the maintenance of an extended busi
ness system.
Q U ESTIO N 11:
Define Value, Price, Demand, Diminishing Utility, Distribution.
Q U ESTIO N 12:
Explain the differences between economic and business concepts of cost.
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STATE SOCIETY NEWS
CA LIFO RN IA
At the December meeting of the Los
Angeles Chapter of the California State
Society of Certified Public Accountants,
James K. Gregory led a discussion on “The
Social Security Act and the Unemployment
Reserve Act.”
At the meeting held on January 13 at
the Los Angeles Athletic Club the discus
sion was on problems arising in accounting
examinations required under the Securities
Act and Securities Exchange Act. Messrs.
Robert W. Williams, W. R. Simpson and
Thornton G. Douglas and members of the
staff of Peat, Marwick, Mitchell and
Company, were speakers.
D IS T R IC T O F COLUM BIA
The D istrict of Columbia Institute of
Certified Public Accountants held a meet
ing on Thursday evening, December 12,
1935, at the Hay-Adams House, Wash
ington.
E. Barrett Prettyman, Corporation Coun
sel for the District, gave an interesting and
informative talk on the District of Colum
bia Unemployment Compensation Act.
FLO RID A
The semi-annual meeting of the Florida
Institute of Accountants was held on De
cember 13 and 14, 1935, at the Princess
Martha Hotel, St. Petersburg.
Hugh F. Purvis, of Miami, presented a
paper on “The Legal Responsibilities and
Rights of Public Accountants,” which was
followed by an interesting discussion. Rus
sell S. Bogue, of Tampa, talked on the
Federal Social Security Act. Bryan Willis,
State Auditor, spoke on School Finances.
Harlie Howard, Internal Revenue Agent
in Charge, gave an interesting talk on the
presentation of cases at tax hearings.
Frank Falsone discussed the administration
of the Florida gross receipts tax.

INDIANA
At a meeting of the Indiana Association
of Certified Public Accountants, held on
November 9, 1935, Professor H. A. Fin
ney, of Northwestern University, Chicago,
spoke on “What Good Is a Holding Com
pany ?”
Special guests included Dr. James W.
Putnam, president of Butler University,
who introduced the speaker; William P.
Cosgrove, president of the Indiana Board
of Certified Accountants; Dean Herman
Wells of Indiana University School of
Commerce, and more than forty students
from Butler University accounting classes,
utility executives, bankers and members of
the National Association of Cost Account
ants.
M ARYLAND
A joint banquet of the Maryland Asso
ciation of Certified Public Accountants, the
Robert Morris Associates and the Balti
more Bank Auditors was held on the eve
ning of December 10, 1935, at the Emerson
Hotel, Baltimore.
Frank A, Shallenberger, president of the
Maryland Association, presided and Ernest
E. Wooden, C.P.A., and chairman of the
Robert Morris Associates, was toastmaster.
The principal speaker of the evening was
Robert O. Bonnell, president of the Morris
Plan Bank, whose remarks were mainly a
criticism of the Government’s system of
accounting.
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 November 22, 1935, at the
Chamber of Commerce Building, Boston.
A. B. Gunnarson, Manager of the De
partment of Manufacture of the United
States Chamber of Commerce, was prin
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cipal speaker and had for his subject
“What Social Security Legislation Will
Do to Costs.” Following Mr. Gunnarson’s
presentation there was a question-andanswer forum on the subject.
James B. Toner, Professor of Account
ing at Boston University, explained briefly
the Massachusetts Unemployment Com
pensation Act and led the discussion on
that act.
At a meeting of the Society on December
30, 1935, Mr. Edward J. Keelan, an attor
ney of Boston, talked on the Federal Rev
enue Act of 1934 and 1935 Amendments.
M IN N ESO TA
A meeting of the Minnesota Society of
Certified Public Accountants was held at
the Curtis Hotel, Minneapolis, on Tuesday
evening, November 19, 1935.
Lewis Ashman, C.P.A., of Chicago,
spoke on “The Practical Value of Profes
sional Cooperation.” Members of the Rob
ert Morris Associates and credit men of
the local banks were special guests.
The December meeting of the Society
was held on Wednesday December 18, at
the Minnesota Club, St. Paul.
A Certificate of Recognition was pre
sented to Past-President, Herman C. J.
Peisch. Moving pictures of the University
of Minnesota football team were shown,
after which there was a bowling tourna
ment.
N EW JE R S E Y
A meeting of the New Jersey Society of
Certified Public Accountants was held on
Thursday evening, November 14, 1935, at
the Newark Athletic Club, Newark.
Special guests included members of the
judiciary, officials of county bar associa
tions and members of the New Jersey Bar.
“Cooperation of Accountants with Bench
and Bar” was the subject for the evening’s
discussion. Harold A. Eppston, chairman
of the society’s Committee on Cooperation
with the Bench and Bar, traced the devel
opment of the accountancy profession,
showing its relationship to the legal profes
sion. Arthur T. Vanderbilt, Second VicePresident of the New Jersey State Bar
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Association, presented the lawyer’s point
of view and Walter A. Staub spoke for the
accountants. These presentations were fol
lowed by general discussion.
The Tenth Annual Conference of the
New Jersey Society was held at the Rob
ert Treat Hotel, Newark, on December 12,
1935.
The meeting opened with a luncheon at
which an address was given by James F.
Welch, past-president of the New Jersey
Society and of the New Jersey State Board
of Public Accountants. He spoke on
“Trends in Educational Requirements for
Admission to Certified Public Accountant
Examinations.” Special guests included
members of the New York State Board of
Certified Public Accountant Examiners.
The afternoon session was devoted first
to the subject of “Building and Loan Asso
ciation Accounts.” Honorable Ernest A.
Minier, Deputy Commissioner of Banking
and Insurance, spoke on “Audits of Build
ing and Loan Association Accounts by Cer
tified Public Accountants.” William F.
Ackerson, chairman of the Committee on
Building and Loan Accounts, presented a
paper on “Proposed Revision of Building
and Loan Association Balance Sheet and
Income Statement.” The discussion fol
lowing these two papers was led by Samuel
Leopold. William H. Compton, former
member of the New Jersey State Board,
delivered an address on “Expanding the
Scope of Accountancy Services.”
At the evening session Honorable Wal
ter R. Darby, Commissioner of Municipal
Accounts and State Auditor, spoke on
“Accountants’ Sphere in Municipal Gov
ernment.” Professor J. Douglas Brown,
director of the Industrial Relations Section
of Princeton University, talked on the Fed
eral Social Security Act. Harry Meixell,
member of the Natural Business Year
Council, discussed the current drive to
promote the adoption of a natural business
year by business enterprises.
The first regional meeting of the New
Jersey Society was held at the Stacy Trent
Hotel, Trenton, on January 27, 1936, with
one hundred and twenty-seven members
and guests present.
Addresses were delivered by Joseph W.
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At a meeting of the Buffalo Chapter of
the New York State Society of Certified
Public Accountants, held at the Hotel Stat
ler on December 6, Herman A. Gray, chair
man of the Unemployment Insurance State
Advisory Council and professor of consti
tutional law at New York University, dis
cussed the New York Unemployment In
surance law and interpreted the official
instructions.
At the January m eetin g, Federal incom e,
inheritance, and gift taxes were discussed
by John W . Sanborn, Edwin E. Leffler
and A. J. Bloodsworth.

and Research Laboratories, Miami Valley
Hospital, delivered an address on “The
Lost Art of Conversation.”
Friday morning was devoted to business
sessions and in the afternoon there were
group discussions under the leadership of
Jacob B. Taylor. On the subject “Finan
cial Statements for Credit Purposes,” the
banker’s viewpoint was presented by
George R. Gaskell, Vice-President Winters
National Bank and Trust Company, Day
ton, and the accountant’s viewpoint was
given by Cyril H. Wideman of Toledo.
“Office Procedure Relating to Fees,” was
discussed by Abner J. Starr of Cincinnati,
and “Office Procedure Relation to Collec
tion Methods,” was discussed by Leo J.
Bouchard, Secretary-Manager of the Day
ton Association of Credit Men. Virgil
Stewart of Toledo, talked on “Estate Ac
counting and Karl K. Morris, of Cleve
land, discussed “T ax Problems and Proce
dure.”
President Miller presided at the banquet
in the evening, presenting John L. Lovett,
General Manager of the Michigan Manu
facturers Association, Detroit, who spoke
on “Recent Federal Legislation and Its Re
lation to Industry.”
The following officers and directors were
reelected: President, Hermann C. Miller,
Columbus; Vice-President, Vernon J.
Moore, Cleveland; Secretary-Treasurer,
Harry W. Cuthbertson, Dayton; Directors:
Berl G. Graham, Cincinnati; Gordon S.
Battelle, Dayton; Homer L. Dalton, Cleve
land ; and Ralph F. Mateer, Warren.
Saturday morning was given over to the
golf tournament which had been postponed
from Friday because of rain.

OHIO
The annual meeting of the Ohio Society
of Certified Public Accountants was held
at the Miami Valley Golf Club, Dayton,
on September 26-28, 1935.
Golf was enjoyed following registration
on Thursday afternoon, no set program
having been arranged. At the evening ses
sion Honorable Charles J. Brennan, Mayor
of Dayton, gave an address of Welcome
which was responded to by Hermann C.
Miller, president of the Ohio Society. Wal
ter M. Simpson, M.D., Director Diagnostic

OREGON
The October meeting of the Oregon
State Society of Certified Public Account
ants was held in the Benson Hotel, Port
land, on Wednesday evening, October 16,
1935.
M. L. Goldschmidt of the Department
of Political Science, Reed College, spoke
on “The Political and Economic Back
ground of the Social Security Act,” fol
lowing which there was an open forum
discussion on the subject.

Wyks, District Superintendent of the Pub
lic Service Electric & Gas Company, and
Honorable E. C. Stokes, former Governor
of the State of New Jersey.
N EW Y O R K
The New York State Society of Cer
tified Public Accountants sponsored a
Credit Conference held at the WaldorfAstoria on December 9, 1935. Represen
tatives were present from the Robert Mor
ris Associates, New York Credit Men’s
Association, Bank Credit Association,
Downtown Textile Credit Group and Up
town Credit Group.
Philip F. Gray, Vice-President of the
Irving Trust Company, discussed “Mate
rial Facts for Credit Purposes.” The busi
ness man’s views on the extension of credit
to industry was presented by William H.
Pouch, chairman of the Industrial Advi
sory Committee of the Second Federal Re
serve District and president of the Con
crete Steel Company.
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PEN N SY LV A N IA
The Philadelphia Chapter of the Penn
sylvania Institute of Certified Public Ac
countants held a meeting jointly with the
Philadelphia Chapter of the National Asso
ciation of Cost Accountants on October
17, 1935.
M. A. Linton, president of the Provident
Mutual Life Insurance Company, spoke
on “Federal Social Security Legislation.”
At a meeting held on November 26,
Henry Varay, C.P.A., of New York, spoke
to Chapter members on “Further Reflec
tion on Reserves for Depreciation and In
flation.” Alvin Wilkins, president of the
Wellington Foundation, Inc., outlined the
many difficult problems present in the safe
investment of funds.
The Christmas party of the Chapter was
addressed by Strickland Gilliland, poet and
humorist. His subject was “From a Ring
side Seat in Washington.”
The Philadelphia Chapter has recently
installed a tax library in the office of the
Secretary, Land Title Building. The library
is to be used for consulting purposes only,
no books to be borrowed.

TEXA S
The Twentieth Annual Meeting of the
Texas Society of Certified Public Account
ants was held at the Hotel Plaza, San An
tonio, October 10 and 11, 1935.
At the morning session C. Aubrey Smith,
C.P.A., read a paper on “Accounting Prac
tice Under the Securities and Exchange
Commission.” Judge Perry S. Robertson
of San Antonio, substituting for the Attor
ney General of the State who was unable
to be present, gave an interesting im
promptu speech.
In the afternoon Wm. D. Morrison,
president of The American Society of Cer
tified Public Accountants, talked on the
proposed merger of the two national ac
counting societies, following which Presi
dent T. W. Leland reported on the Atlantic
City meeting of State Society Presidents.
Anson Herrick, C.P.A., of San Francisco,
a member of the Council of the American
Institute of Accountants, spoke on “The
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Social Security Law — Its Social and
Economic Aspects.”
An informal banquet and dance was held
in the evening.
The morning session of the second day
was devoted to business, hearing reports of
officers and committees and electing the
following officers: President, Frank G.
Rodgers; Vice-President, Clifton H. Mor
ris; Secretary-Treasurer, C. F. Milledge;
Directors, Leon O. Lewis, Lyle R. Sproles,
C. C. Parfet, F. L. Wilcox, T. W. Mohle,
L. C. Nye and J. G. Bixler.
During the afternoon about twenty-five
members and their ladies left for a week
end trip to Monterrey, Mexico, the ar
rangements having been made by the soci
ety’s committee.
U TA H
The January meeting of the Utah As
sociation of Certified Public Accountants
was held on Friday evening, January 10,
1936, at the Newhouse Hotel, Salt Lake
City.
Wm. M. Knerr, head of the Industrial
Commission of the State of Utah, spoke
on the subject of the Unemployment In
surance Act which was then awaiting the
Governor’s proclamation to become law.
Ray C. Wilson, Vice-President of the First
National Bank of Salt Lake City, spoke on
the Natural Business Year. Mr. Wilson
has been appointed to represent the Robert
Morris Associates on the Utah Natural
Business Year Council.

Announcements
James C. Thompson, C.P.A., formerly
of Perkins and Company, now dissolved,
announces the opening of an office for the
practice of accounting under his own name
at 603 Security Building, St. Louis, Mo.
Julius F. Wells, C.P.A., is now located
at 1819 Broadway, New York City.
P. Willett Hagan and Eugene M. Heim
erdinger announce the formation of a part
nership for the general practice of ac
counting under the firm name of Hagan
& Heimerdinger, Certified Public Account
ants, with offices at 1510 Kentucky Home
Life Building, Louisville, Kentucky.
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rill C. Patten, of Greenville; Vice-Presi
dent, E. T. Campbell of Columbia; Secre
tary-Treasurer, L. L. Wilkinson of Colum
bia.

State Board News
FLORIDA
The State Board of Florida has reorgan
ized as follows: Chairman, Roger W. Cole,
of Lakeland; Vice-Chairman, Leonard L.
Abess, of Miami; Secretary, H. P. An
drews of Tampa; Members, Wilbur F.
Divine of West Palm Beach, and C. Cecil
Bryant of Ocala.

TENNESSEE
John T. Menefee of Chattanooga has
been appointed as a member of the Ten
nessee State Board of Accountancy to suc
ceed Orville E. Johnson, also of Chatta
nooga.

PH ILIPPINE ISLANDS
Announcement has been made of the
appointment of Santiago Ramos and Santi
ago F. de la Cruz as members of the Board
of Accountancy, to succeed Irineo J. Reyes
and Rufino Melo. D. T. Dikit remains
Chairman of the Board.

Committee Work
“Here’s one name on the committee that
I never heard of.”
“Oh, that’s probably the person who ac
tually does the work!”

SOUTH CAROLINA
E.
T. Campbell of Columbia has been
“If you would trust men, you must train
appointed to the South Carolina Board of
Examiners. The Board met on January 13 them.”
— Thomas Jefferson.
and organized as follows : President, Mer
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Arbitration
( C ontinued fr o m page 106)
the service. Before relinquishing his hand
I said: “There is one thing would please
me more than this.” Yes, your honor, what
is it?” “Why,” I said, “to see you two
men shake hands. For nineteen years you
have been together in business. I would
feel that I had failed as an arbitrator if I
did not somehow restore a friendship that
had endured that long.”
The old gentleman blushed and, if I may
so put it, I sensed him swallow his “cud.”
In turn, I found myself coloring up. Then,
all of a sudden, as though gripped by a
great emotion, he swung around in the di
rection of the plaintiff (who by this time
had reached the door) and, at the top of
his voice, shouted, “Fred! come on over
here.” Fred came—they shook hands and
walked out arm in arm.
Yes—arbitration saves time, money, pub
licity, credit and friendship.
Maybe this is one way of curtailing the
depression.

Announcements
Hadfield, Rothwell, Soule & Coates, Cer
tified Public Accountants, Hartford-Con
necticut Trust Building, Hartford, and
First Stamford National Bank & Trust
Building, Stamford, Connecticut, announce
the admission of James W. Hickey and
Albert Dixon, Jr., as general partners.
Announcement is made that the general
accounting practice heretofore conducted
under the firm name of Escott and Escott
will be continued under the firm name of
Escott, Grogan & Co., Certified Public Ac
countants, Lincoln Bank Building, Louis
ville, Kentucky.
O. I. Boekle, C.P.A., announces the re
moval of his office to 2126 Union Guard
ian Building, Detroit, Michigan.

In Memoriam
JO S E P H DAVID COHEN, C.P.A.
(N. H. No. 130, 1920; Calif. No. 900,
1930), passed away on December 6, 1935,
at his home in Los Angeles, California,

F eb ru a ry ,

after three years of professional inactivity
due to heart trouble.
Mr. Cohen was born in Libau, Russia,
in 1881. He served with British forces in
South Africa during the Boer War, 1901-2,
and practiced accounting in South Africa
for ten years. At the age of thirty-one he
came to the United States and engaged in
the practice of accounting in New York
City, later moving to California. Mr.
Cohen was a charter member of The Amer
ican Society of Certified Public Account
ants and had been a member of the New
York, Connecticut and California State
Societies.
CLARENCE R E N S SE L E A R CRAN
M ER, C.P.A. (D. C. No. 12, 1923), part
ner of F. W. Lafrentz & Company, Wash
ington, D. C., succumbed on December 16,
1935, to a heart attack in Seattle, Wash
ington, where he had gone on a vacation.
Born in Sparta, New York, December
14, 1866, he was brought to the District
of Columbia when a young child and was
educated in the District public schools, be
ing president of his graduating class at
Central High School. As a young man he
was employed on the engineering force of
the Union Pacific Railway Company and
helped make a preliminary survey across
the State of Nebraska. He was later asso
ciated with the Puget Mill Company, Port
Gamble, Washington, the Dexter Horton
& Co. Bank of Seattle, and the American
Audit Company, predecessor of F. W. La
frentz & Company. He became Washing
ton, D. C., resident manager of that com
pany in 1912 and was admitted as a part
ner in 1923.
A L B E R T E. HAM ILTON, C.P.A.
(Colo. No. 39, 1912; Calif. No. 188, 1920),
of Los Angeles, California, died on August
26, 1935.
For many years he was associated with
Klink, Bean and Company, later with Ly
brand, Ross Bros. & Montgomery, and for
the last six or eight years he had been prac
ticing on his own account. He was a
member of the California State Society of
Certified Public Accountants and of The
American Society of Certified Public Ac
countants.
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NEW BURROUGHS MACHINE DEVELOPMENTS
PROVIDE SHORT-CUTS A N D ECONOMIES
IN O BTAINING DETAILED INFORM ATION
ABOUT INDIVIDUAL EMPLOYEES'

P A Y R O L L a n d E A R N IN G S R E C O R D S

W hile you are helping your clients meet any new requirem ents for inform ation
about earnings and deductions reco rd s o f individual employees, be sure to
investigate B urrou gh s’ new m achine developments affecting this w ork.
T h ere are now many types and styles of Burroughs m achines for handling this
w ork, such as m achines w hich com pute earnings and p repare individual’s earn
ings record , payroll sheet, pay check o r pay envelope, all in one operation. They
also automatically accumulate such labor statistics as hours, earnings, various
deductions, and net pay for any period. In fact, much o f the needed earnings
and deductions inform ation can be obtained as a by-product o f the regular w ork
of these m achines.
Our local office w ill be glad to dem onstrate these new m achines, and show you
how fully they meet today’s new requirem ents. Telep h on e o r call at our local
office, or w rite d irect to D etroit.
B U R R O U G H S
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How this training
meets the needs of the individual
O N E of the interesting features of the course in Accounting offered
by the International A ccountants Society, Inc., is its wide range of
selectivity, which affords the student specialized instruction.
The chart shows how the student can select m ore 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 will gladly m ail our booklet, "H o w to L ea rn
A ccounting,” to anyone who is in terested in obtaining fu ll inform a
tion regarding I .A .S . training. A d d ress the International A cco u n t
ants Society, In c., 3411 South M ichigan A v en u e, C hicago, Illinois.

In 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 , In c .
a Division of the

ALEXANDER HAMILTON INSTITUTE
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How
United Drug controls
S E V E N
T R A N

with

M

I L L I O N

S A C T I O N

1 0 ,0 0 0 R E X A L L

SINCE 1 9 2 0 , U nited D rug has de
pended upon Powers Punched Card
methods to give complete analyses
of its sales both from accounting and
statistical points of view. Each
m onth Powers M achines analyze
sales and cost data giving them the
information contained in some 100,
000 customers’ invoices.

and

S

Y E A R

L IG G E T T ST O R E S

purchases, broken down by the twenty
sales departments.
6. An inventory record showing total stock
on hand in dollars and quantity in each
branch.

All reports are promptly submitted
giving executives an accurate and
constant picture of sales operations.

The
same essentials which bring to
United Drug and hundreds of other
1. Complete daily analyses o f sales by
well managed firms, quick, accurate
branches.
control over sales and inventory at a
2. Monthly sales recapitulation for account
ing purposes.
reasonable cost can easily be ap
plied to your business. Right now
3. Monthly analyses for the five branches
of sales by sales territories. These analy
Powers Machines are serving banks,
ses are broken down by the twenty sales
chain stores, public utilities, Federal,
departments into which the 8,000 cata
State and Municipal governments,
log items are divided.
railroads, insurance companies and
4.
Monthly reports showing actual sales
every type of industrial and com
cost of each item handled and reports
m ercial concern. W hen it costs
of sales by items.
nothing, why not find out what
5.
Purchase cards — every four months
and annually— to show each agent his
Powers Machines can do for you?
Among the vital reports that United
Drug takes off its Powers cards are:

A

ADAPTABLE TO A N Y BU SINESS.

Our rep
resentative will gladly arrange for
you to see Powers Machines in oper
ation in your own city. More than
that he will study your business, give
you his definite findings without the
slightest obligation to you. You may
rely upon his advice because he
represents Remington Rand . . .
which makes all types and kinds of
office equipment. His only interest
is in providing you with the one
method which will deliver the great
est profit to you. Phone him today
. . . or write Remington Rand In c.,
Buffalo, N. Y .
ASK FOR DEMO NSTRATION.

Remington Rand
PO W ERS

Accounting Machines

OK..it'sfrom RemingtonRand
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Accountants’ Working
Papers
B y Leslie E. Palm er and William H. Bell,
P a rtn ers, H a sk in s & S ells, C ertified P ublic
Accountants. $5.00.

By Stephen Gilman, Certified P ublic A c 
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Advanced Accounting
Federal Income T ax Hand
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B a r ; W alter A. Staub, C.P.A ., P a rtn er,
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Hotel Accounting
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Accounting
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“ The real test o f a great man is what he does in case of emergency.”

T h e

P r e s i d e n t ’s

P a g e

The Price Tag
by W m . D.

M o rriso n ,

C.P.A .

G

OODS, wares, and merchandise of all descriptions, have their price
ta g s ; this is equally true of wages, salaries, and services. Included
in the price of tangible commodities is the labor cost of production. As
a general rule, few purchasers ever consider this item as one of the prime
elements included in the cost price that they pay when purchasing an
article. Their only thought is the price of the finished product, whereas,
the m ajor amount of the value may be represented in work and labor.
N aturally the finer the workmanship, the better the article and the higher
the price.
Labor, compared with tangible commodities, has its price according
to the type of work, number of hours, working conditions, along with
innumerable other factors. It is a well-recognized principle that salaries
are usually determined upon the recipient’s experience and ability, as
well as the responsibility th a t is attached to the particu lar employment.
Em ployers fully realize there is a definite loss to them in changing
from one employee to another because their selection was poor in their
original choice. This experience has taught them to exercise the greatest
care in hiring employees and not to employ the person who will work
for the lowest price.
The price of services performed by professional practitioners is cus
tom arily measured by their past accomplishments. If their experience
has been along a highly specialized line and their reputations extensive,
those who call upon them usually have implicit confidence in their ability
and expect to rem unerate them accordingly. Because of the highly
specialized character of the services these practitioners expect greater
compensation than do those in the particu lar work who do not have re
nowned reputations. This condition has the effect of regulating the
amount of work placed at the disposal of the more widely known spe
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M a rc h ,

c ia lis t; oth erw ise, he w ou ld be w orked to excess and u n n ecessarily called
upon regard in g m atters of little consequence. The p rice tag, under such
circum stan ces, perform s the d u ty o f re g u la tin g th e am ount o f work and
keeps i t w ith in reasonab le lim its.
D o C ertified P u b lic A ccou n tan ts fa ll w ith in th e class o f sp ecialized
p ractitio n ers? T his q u estion should, beyond a doubt, be answ ered in th e
affirm ative. H ow sh ou ld th ey be com pensated fo r th eir services and re
sp o n sib ilities— on th e b asis o f the tim e consum ed as d a ily w ages, or upon
w h a t th ey accom p lish for th eir clien ts? T his q uestion is one th a t can
o n ly be answ ered by each in d ivid u al p ractition er, as he is th e one who
w rites th e p rice tag.

T a x L e g is la tio n
A S u r v e y o f th e D a y ’s T r e n d s in W a s h in g to n

by

T h e A m e r ic a n

T r a d e A s s o c ia tio n

E x e c u tiv e s ,

M arch 7, 1936

U A L IF IE D opinion in W ashington sums up the ta x situation to
day about as follow s:

Q

1. B u sin ess need n o t be u n d u ly d isturbed by th e ta x prospects.
W h ile th e P re sid en t’s proposal is far-reaching in its im p lica tio n s, Con
gress m ay be exp ected to safegu ard its en actm en t from w ork in g undue
hardships.
R e p o rt E x p e c t e d in T e n D ays

2. T he p rop osals p resen t few com p lication s from a leg isla tiv e d ra ft
in g p o in t o f view and con seq u en tly, once p o lic ie s are determ ined, a b ill
can q uick ly be p u t together. P resen t in d ica tio n s are th a t th e sub-com 
m ittee headed by C ongressm an H ill w ill finish its report in about ten
d ays and th a t h earin gs w ill th en be u ndertaken by th e W a y s and M eans
C om m ittee probably based on th e sub-com m ittee report. There is n oth in g
in th e ta x b ill alon e w h ich needs to keep C ongress in session beyond a
May date.
E x p e c t e d L im it $700,000,000
3. W h ile no d ecision s have y e t been reached by eith er th e fu ll com 
m ittee or it s sub-group, th ere is a good d eal of op in ion th a t th e H ou se
w ill lim it its u n d ertak in g to an ou tsid e to ta l of $700,000,000 w ith som e
w here around $600,000,000 a s a m ore lik e ly figure. Of th is am ount, com 
p eten t observers b elieve fou r to five hundred m illio n w ill be sou gh t from
ta x es on u n d istrib u ted earnin gs, th e rem ainder from p rocessin g taxes
perh ap s reach in g ou t su fficien tly to cover com p etitive p rod ucts w ith com 
p en satory levies. B eer and liq u or have a lso been su ggested as p ossib le
sources for $100,000,000.
4. There is no w eig h t of op in ion th a t C ongress w ill deal ad eq uately
or co m p letely w ith th e ta x program a t th is session . “In an electio n year,
th e first q u alification i s : D o n ’t tw ist th e ta il o f th e voter an y m ore th an
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you have to .”
5. The lack o f d eta il in th e P re sid en t’s m essage has led to a good
deal o f d ifferen ce o f opin ion as to th e m eanin gs o f “su rp lu s” and “re
serves” as w ell as to th e probable ex ten t of th e tax.
6. C on gression al in terp retation s run in th ese d ir e c tio n s:
(a ) T he su rp lu ses of p a st y ea rs w ill n o t be disturbed. T he tax
w ill probably be effective as of Jan u ary 1 of th is year.
(b ) T axes w ill n ot be cu m ulative. T hat is, th e su rp lu s of one year
w ill n o t be ta x a b le in a su cceed in g year.
(c ) T he ta x m u st be grad u ated if th e sm all corporation is to receive
som e p rotection and i f the w ea lth y m an is n o t to be given another leg a l
chance for evasion. W h ile am ou n ts have n ot cry sta llized yet, th e average
set a t 3 3 -1 /2 per cen t is th e figure around w hich estim ates are revolving.
F l a t E x e m p tio n P ossib le

(d ) O ne su ggestion under con sideration is a flat exem p tion o f $2,000
before th e ta x b egin s to op erate w ith p ercen tages grad u ated upw ard in
som e sy stem a tic d ivision as earnin gs in crease w ith 56 per cen t as th e
final lim it.
(e ) In th is con n ection it is su ggested th a t th ose who are in terested
in th e background o f th is ta x sh ould go back to th e p rop osals m ade by
S en ator J o n es o f N ew M exico in con n ection w ith th e R evenue A ct of
1921 b u t n o t th en accepted.
(f ) S in ce it is b elieved th a t th e efficient corporation o f som e size
g en era lly d istrib u tes about 60 per cent of its earn in gs an n u ally, an aver
age ra te o f 3 3 -1/2 per cen t on u n d istrib u ted earn in gs w ou ld in m any
cases n ot in crease th e to ta l ta x burden, assu m in g repeal of e x istin g cor
porate ta x es a s recom m ended by th e P resid en t.
(g ) The w eig h t of th ese ta x es in th ese in stan ces, it is believed w ould
fa ll la rg ely on large stockh olders w ho are also m en o f w ealth.
H a rd s h ip s on C erta in T y p es

(h ) T here is som e recogn ition , too, of th e h ard sh ip s w hich th is act
m igh t w ork on you n g corporations w h ose exp an d in g needs require a
“p lo u g h in g back” o f su rp lu s and of less fo rtu n a te groups w hose p osition
requires use of an y su rp lu s to m eet “g oin g n eed s.”
In the first case, th e situ a tio n m ay be m et by issu an ce of stock righ ts
at the tim e d ivid en d s are declared, w hich, however, m ay in volve a u th ori
za tion s by such governm en t au th orities as th e sta te s or th e S ecu rities
E x ch a n g e C om m ission.
A t th e m om ent th ere is no su ggestion d esigned to m eet th e second
case.
R eserv es N o t E x c lu d e d

( i) There is n o ap p aren t d isp o sitio n to dep rive an y corporation of
th e o p p o rtu n ity to b u ild up “reasonable reserves.” Som e a t le a st are
g iv in g th ou gh t to a p rovision under w h ich an arb itrary p ercen tage of
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earnings, say 15 p er cent, w ould be construed as “reserves.” There is a
desire, how ever, to h old th ese am ou n ts ta x a b le at low er rates on the
ground th a t th e revenue is needed.
(j) I t is su ggested by som e th at th ose w ho th in k of “reserves” should
think of them in an incom e rather th an in a leg a l sense. In other w ords,
“reserves” as here used is a closely lim ited term h avin g to do on ly w ith
th e settin g asid e of fu n d s for ta x purposes, and d ep reciation b ut not goin g
to th e p oin t of p rovid in g for exp an sion as d istin c t from replacem en t or
m aintenance.
(k ) A seriou s d ifficu lty w hich p resents its e lf is how to take care of
th e corporation w hich after a period o f d eficits has a profitable year. One
su g g estion in th is field is th a t th e old p rovision a llo w in g d ed uctions for
n et carry-over losses sh ould be restored. Three years is nam ed as a rea
sonable period.
(1) C orporation d ivid en d s a t p resen t are su b ject to su rtax but not
norm al tax. U n d er th e R oosevelt p rop osal th ey w ill becom e su b ject to
both. The new act, som e feel, sh ould provide th erefore th a t d ivid en d s
h ereafter d eclared ou t of p ast su rp lu ses should be exem p t from norm al
tax.
M in o r A m en d m en ts Possible

6. C on sideration o f th ese large issu es offers an op p ortu n ity a s w ell
for p erfectin g am endm ents. One su ggestion alread y offered by Sen ator
C opeland and C ongressm an T readw ay w ou ld repeal th e p u b licity pro
v isio n s o f th e p resen t In tern a l R evenue A ct.
7. The d istin ctio n betw een th e R oosevelt prop osal and th e E n glish
la w is th at th e la tte r tak es th e m oney a t th e source (i.e., th e corporation)
a llo w in g in d iv id u a l stockh olders to recoup am ou n ts so p aid w hen th ey
m ake to ta l returns. The R oosevelt proposal w ou ld tend to accelerate
p aym en ts by th e ind ividu al. S in ce it con tain s no “base ta x ” th e sm all
in d iv id u al w ou ld profit from it.
8. W h ile p a rtisa n exp ression s are clou d in g th e issu e, m en w ho have
stu d ied ta x es closely b elieve th a t ju st as bad ad m in istrative lan gu age
m ig h t m ake it a d rastic instru m en t, so also if carefu l safegu ard s are
w orked out, th ere is an op p ortu n ity for a u sefu l sim p lification o f ta x
la w s presented by it.
B u sin ess W itn esses U rg e d

9. B ecau se the p resen t con sid eration is q u ite gen era lly exp ected to
be follow ed by a more com plete revision in 1937, m en w ho are in terested
in seein g a sound la w w orked out, are u rgin g stro n g ly th a t qualified
b usin ess w itn esses tak e th e stan d and give th eir view s in detail. In th is
con n ection it is p oin ted ou t th a t ta x h earin gs becom e a p art of the record
w hich is under con stan t stu d y . W h ile th e p resen t la w m igh t not reflect
th ese su ggestion s, th e tim e and energy sp en t in p rep arin g them w ill n one
th eless be w orth w h ile for fu tu re hearings.
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A n A c c o u n t a n t ’s A n a l y s i s o f t h e
C a u s e o f t h e B u s in e s s C y c le
by

L

aw ren ce

W.

S

cud d er,

H E great business depression which
started with the stock market collapse
in the fall of 1929 focused a great deal of
thought on the peculiar phenomena of re
curring periods of alternate prosperity and
depressions. Financial and other periodi
cals for the last few years have published
many graphic charts showing the swing of
business activity and commodity prices
over that last century or more of commer
cial business life. They have called atten
tion to the relation of these swings to
historical incidents, wars and political
changes. Much has been written concern
ing the causes of these cyclical changes and
especially of the periods of market business
inactivity and labor unemployment. In
fact, few business men with any intelli
gence and a disposition to exercise it could
avoid pondering over these questions dur
ing this time.
Generally speaking, however, the litera
ture in explanation of these phenomena
has been presented from a somewhat con
troversial viewpoint. Economic depres
sions are always blamed on the political
party with which the author is not, at the
moment, affiliated and explanations are fre
quently presented to justify a plan or pro
gram for economic or political reform.
“The devil” is presumed to be able to
“Quote scripture for his purpose,” but he
is scarcely less adept at the use of statistics
than the economist with strong political
convictions. The explanations which we
see for recurring depressions are not there
fore such as will be generally and univer
sally accepted by all parties, and business
men, generally, with varying political faiths
or affiliations will not be found adhering
to the same schools of thought on these
questions.
In the face of these confused theories,
we wonder if the accountant in his lan
guage, which is universally accepted by
men in explanation of their business facts,

T
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cannot present a picture entirely freed
from partisan bias or school of economic
thought, and thereby help to bring about a
fair and clear appreciation of what hap
pens during the business cycle and why.
What we should do about it, if anything,
is something with which we will not con
cern ourselves, at least until we find out
whether we can answer the first question.
The outstanding feature of a business
depression is the sharp reduction in earn
ings of businesses and consequently, in
the values of business properties. Most
of the wealth we have is in business prop
erty. Even the “money” we have in the
bank is not really money but an obligation
of the bank to pay us money, and its abil
ity to do that depends in large part upon
the ability of business enterprises to pay
their debts to the bank. The backbone of
our economic life is the business enterprise
and the tools of the accountant are designed
to analyze its operations. We can learn a
great deal by setting up the accounts in
theory which show the bookkeeping trans
actions of the typical business.
Using simple accounting entries to de
scribe the transactions of business enter
prises, of governmental and educational
institutions, and of individuals, we would
develop sundry Balance Sheets, and Income
and Profit and Loss Statements. We
would, of course, have to use algebraic
symbols to represent amounts since we not
only do not know what the amounts might
be but also know that they are continually
changing. One thing, however, we suspect
does not change and that is a relationship
between these amounts and it is to seek
that relationship that we presuppose these
balance sheets and profit and loss ac
counts. What we seek, of course, is the
consolidated statements of all these enter
prises and individuals. It must include
everyone in the country in order to permit
our theory to work, for that theory is based
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on the assumptions that receipts are equal
to disbursements, sales to purchases and
accounts receivable to accounts payable.
To the extent that we have an unbalanced
foreign trade not offset by international
services, such relationships do not quite
balance, but these minor discrepancies can
for the moment be disregarded and can
later be accounted for and their important
significance determined.
We can now prepare a consolidated
balance sheet and profit and loss state
ment for any given period and ascertain
certain fixed relationships of the utmost
significance. We come down to a trial bal
ance which presents the following essen
tial accounts:
1. Receivables and payables will all
cancel out and there will be no lia
bilities.
2. Property accounts will show their
original starting balance plus new
construction and less depreciation.
3. The liability side of the trial balance
will be all capital or surplus, start
ing with a balance equal to the total
physical assets at the beginning and
ending with that at the end which
involves the addition of capital ex
penditures, less depreciation.
4. Merchandise accounts will show an
inventory figure which is essentially
property at construction cost, less
property consumed.
5. The profit and loss section of the
trial balance will include as a credit
income accounts for sundry business
activities which we might call “B ” to
represent Business Income.
As
debits there would be the expenses
of doing the business, all of which
we might lump in one account and
call the total “E ” for Expenses of
Business. There would also have to
be two other debit accounts, one for
dividends and the other for personal
or living expenses. The first of these
accounts might be considered as a
charge to the profit and loss account
of the business but we think it shows
the situation better to treat it as a
separate charge to surplus in order
that the earning power of business
may be shown with its correct rela
tion. This dividend account we will
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call “D” and living expenses we will
call “L .”
6. We will also find another account on
the credit side for the incomes of indi
viduals as distinguished from the incomes
of businesses. This account includes the
dividends, salaries and other forms of pay
ments to individuals, charged on the debit
side as expenses of business, “E ,” or Liv
ing Expenses, “L,” or Dividends, “D.”
When we then assemble our trial bal
ance we will find that the increase in our
capital and surplus account in the con
solidated balance sheet, must be made up
by credit accounts of “B ” and “I ” and
debit accounts of “E ” and “L.”
If we call the net increase in capital
assets, or increased net capital, “A,” we
would then be able to write the account as
it affects our surplus as follows:
DR.

Net Capital Expenditures
Business Expense
Dividends
Living Expense

“A”
“E ”
“D”
“L ”
X

CR.

Business Income
Individual Income

“B ”
“I ”

X
Net profits of business would be shown
by deducting expenses “E ” from Income
“B ,” and the savings of Individuals by
deducting living expenses “L ” from In
come “I.” This would leave the surplus
account then as follows:
DR.

Net capital charges
Dividends

“A”
“D”
X

CR.

Net Business Income
Personal Savings

“B -E ”
“I-L ”
X

A more significant way to express it
would be to say that the net profit of all
business activities (B -E ) must equal net
capital expenditures, plus dividends and
less personal savings.
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This relationship, in the writer’s opinion,
is of paramount importance, involving as
it does the factors affecting the earning
power of all business and thus the value
of business property. It is this power on
which rests the solvency of banks and other
financial institutions and the very founda
tion of any capitalistic system. It amounts
to a financial economic law, comparable in
that science to the great laws in physics,
chemistry and electricity.
Stated in less algebraic form it means
that net business earnings come from capi
tal expenditures and dividends, but are re
duced by hoardings of individuals. Thrift
is beneficial to general business only when
it is constructive, that is, when savings are
used to build new assets. When not so
used, they represent the accumulation of
wealth by one group of people at the ex
pense of another—usually the rich getting
richer while the poor get poorer. There
can be no net gain to our consolidated
surplus account without increase in assets
for obviously, the net worth of any eco
nomic group, without any signicant bal
ance due to or from outside interests, is
represented by the physical assets which
are owned. Accountants show such assets
at cost less depreciation while business men
tend to appraise them at a certain number
of times their annual earning power.
Herein lies the explanation for the busi
ness cycle. Business men are induced to
make capital expenditures only when they
have reason to believe that substantial
earnings in proportion to the capital em
ployed will result. Making capital expen
ditures, however, is the most sensitive fac
tor in producing earnings. Each affects
the other and this relationship produces
an inherent instability. Earnings induce
construction which produces more earnings
which induces more construction and so on
until it is greatly overdone. Finally some
thing happens to make business men cau
tious and slow up the rate of construction.
This reduces earnings, discourages and re
duces new construction which still further
reduces earnings and it is then way under
done. The inherent instability of the sys
tem is obvious not only in theory but in
practice.
Capital expenditures is not the only va
riable which affects business earnings.
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They are also increased as dividends are
increased and are adversely affected by
the savings of individuals which are not
represented by capital expenditures. These
factors probably add to the inherent in
stability of the economic system since in
times of lack of confidence corporate di
rectors postpone dividends and individual
capitalists try to keep savings liquid and
avoid investments which represent new
construction.
It is not the purpose of this article to
suggest any plan for economic recovery or
to suggest a measure intended to be a
panacea for economic ills. Rather it is in
tended to state an economic law which may
properly form the basis for gauging mea
sures of an economic nature. For ex
ample, the economic law indicates the wis
dom of encouraging capital expenditures
and dividends in times of depression and
perhaps inducing their postponement dur
ing periods of unusual activity.
Marine architects who design sailing ves
sels understand the vital necessity of a
“weather helm.” This means that the sails
are so set that the force of the wind tends
to turn the ship into the wind, that is, to
decrease the angle at which the wind strikes
the sail. This force is counteracted by the
direction of the rudder. In case of a sud
den gust or increased force of wind, the
tendency is to make the ship “luff.” This
gives an inherent instability to the sailing
qualities o f the vessel. If the tendency
were in the opposite direction, that is, to
turn away from the wind, as it increased
in force, it would be almost impossible to
avoid the vessel tipping over.
We have the same situation in the design
of aeroplanes. The well-designed plane
has the tail surfaces set so that, as the plane
increases in speed, the pressure on them
tends to force the tail down. Thus, in a
dive, the increased speed tends to force
the plane out into a level glide. Planes
have been built where the tendency was
the other way. They proved to be very
dangerous since, if they ever fell into a
dive, it was impossible to pull them out.
The weather helm in the sailing vessel,
or the negative tail in the aeroplane gives
an inherent stability which produces a safe
vehicle. We need the same type of gov( C o n tin u ed on p a g e 192)
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AN inclination and a willingness to ren
der public service, with no thought
of any reward except the reward that
comes from a realization of service well
performed, has long been a characteristic
of members of the legal profession. This
characteristic is a natural result of the
lawyer’s training and experience.
To a v e r y su b stan tial d egree, th is Char
a c te ris tic is th e re a so n f o r th e rap id
g r o w th , d u rin g th e last few y e a rs , o f an
in sisten t sen tim en t in th e legal p ro fessio n
in f a v o r o f la w y e rs ’ o rg a n iz a tio n s th a t a re
en dow ed w ith g o v ern m en tal p o w ers suffi
cien t to enable th e la w y e rs to do th e th in g s
th a t th ey h av e lo n g been e n d e a v o rin g , w ith
no g r e a t su ccess, to in du ce e x is tin g g o v 
ern m en tal agen cies to do.

This sentiment has resulted in the en
actment of legislation in one-third of the
states creating within those states statutory
or integrated bars. These statutory or in
tegrated bars include within their member
ship every person who is authorized to
practice law within the particular State.
They are endowed with governmental
power, sufficient to enable them to render
effective public service, by raising the edu
cational and moral standards of those ad
mitted to the bar, by raising the moral
standards of those theretofore admitted,
by eliminating from the profession those
persons who are morally unfit to prac
tice law, by improving the administra
tion of justice, and by doing many other
things that are calculated to give the pub
lic. individually and collectively, better
legal service. In brief, these statutory
State bars enable the lawyers to do the
things, with reference to which voluntary
bar associations can and do only agitate
and resolve.
The State Bar acts are passed upon the
theory that lawyers are State officers, that
their admission to practice is an appoint
*Reprinted from C a lifo rn ia State B a r Jou r
nal, December, 1935.

of the Oakland Bar

ment to a public office, and that together
they constitute a department of the State
government, charged with a large degree
of responsibility for the proper administra
tion of justice, as well as with the respon
sibility of rendering to the public adequate
legal service. The State Bar acts give
these departments effective organizations
that enable them to serve the public better.
Obviously, the State Bar acts are passed
primarily for the benefit of the public.
Otherwise, their passage could not be jus
tified from a governmental standpoint.
Obviously, also, the public is the chief
beneficiary of the statutory bar.
The lawyers make a substantial contribu
tion of money and of time to and through
the statutory bar—a contribution that is
primarily a contribution made for the bene
fit of the public. Every member of the
bar must pay annual dues. These annual
dues vary in amount; in California, they
are seven dollars and fifty cents. In addi
tion to this contribution of money, the
lawyers in each State Bar State make a
substantial contribution of services. In
California alone approximately one thou
sand lawyers are contributing their ser
vices, without compensation, to the work
of The State Bar. Among those who thus
serve without compensation are the fifteen
members of the Board of Governors, the
seven members of the Committee of Bar
Examiners, the three hundred and five
members of local administrative commit
tees, approximately five hundred examin
ers who assist the local administrative com
mittees in carrying on the work incidental
to complaints against members and in dis
ciplinary proceedings, and approximately
one hundred members of other committees.
Do the members of the statutory bars
receive any return for these contributions
of money and of time? Is their reward
limited to the satisfaction that naturally
comes from a realization of public service
well performed, coupled with their par
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ticipation (in common with members of tive and unsatisfactory to the public. Most
society generally) in the benefits conferred members of the public prefer not to use
by the statutory bars upon the members it at all. They use it only as a last resort.
Lawyers offer the public their services in
of society generally?
Any thoughtful member of the bar, who operating the administration of justice; the
is familiar with the functioning of a statu principal commodity that lawyers have for
tory bar, will give an emphatic affirmative sale is a ride in the administration of jus
answer to the first of these questions, and tice, a vehicle that is in such bad condition
an equally emphatic negative answer to that its need for improvement is generally
recognized to be one of the greatest needs
the second.
before the American people.
While the primary benefits are the bene
The statutory bars are charged with the
fits conferred upon the public, there are
responsibility
of improving, and they are
incidental benefits enjoyed by the lawyers,
which incidental benefits are real and sub given the power to improve, the adminis
tration of justice. Such improvement can
stantial.
produce an administration of justice that
Every lawyer who can “think without does not repel, but that is attractive to,
perspiring” knows that the bar is sorely in the purchasing public. And such improve
need of a larger measure of public respect; ment will substantially increase the public
and he knows, if he will stop to think about demand for lawyers’ services in operating
it, that there is no sure or permanent way this more attractive instrumentality.
of gaining more public respect except by
Thus lawyers, through the statutory
deserving more public respect. He knows
bars, increase the demand for lawyers’ ser
further that the surest way of deserving
vices by the simple device of making the
more public respect is to eliminate from administration of justice more attractive
the profession the numerically small num and more satisfactory to the purchasing
ber of lawyers who are morally unfit to
public,—by the simple device of serving
practice law—morally unfit to be trusted the public better.
with the lives, the property, the liberty and
Lawyers are very much interested in
the happiness of the members of society,
and whose misdeeds are the front page combatting the unlawful practice of law,
news that largely shapes public opinion in and other lay encroachments. The statu
reference to lawyers generally. The statu tory bar is well adapted for the accom
tory bar is the most effective instrumental plishment of that purpose.
ity yet devised for the purpose of getting
The statutory bar is a representative, allrid of such members. Thus in California inclusive and authoritative organization,
the annual rate at which lawyers have been through which the lawyers of The State
suspended or disbarred, during the eight Bar can act, agressively and effectively, in
years since The State Bar began to handle dealing with lay encroachments. Thus in
disciplinary proceedings, as compared with 1934, when the California Bankers Asso
the rate during the seventy-seven years be ciation, with the active backing of a halffore The State Bar was organized, shows dozen other powerful lay organizations,
an increase of six thousand per cent. planned to circulate an initiative petition
Thus the legal profession is made more in order to secure an amendment to the
worthy of respect, and therefore more State Constitution so as to permit laymen
respected. Thus there is gained by and for and corporations to do many things that
the legal profession, as a whole, that which constitute the practice of law, the Board of
greatly enriches the legal profession, with Governors of the California State Bar,
out impoverishing any other group or any with the backing of the thirteen thousand
individual.
lawyers of the State, with adequate
The administration of justice is the in finances, acted to protect not only the pub
strumentality through which lawyers serve lic but also the legal profession. And the
the public. Lawyers have an exclusive result was a truce, the appointment of a
franchise to operate it, and to earn a living joint conference committee, and the sign
from their operation of it. It is unattrac ing and ratification of a treaty of peace, in
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which treaty layman and lawyer alike sub
scribed and pledged adherence to both law
and ethics, as understood by the representa
tives of the statutory bar, and as applicable
to bankers and lawyers in their mutual
dealings.
The statutory bar, therefore, is able to
serve the lawyer, as well as the public, in
combatting lay encroachments.
Undoubtedly of more far-reaching im
portance, however, is the indirect influence
of the activities of the statutory bar upon
the lay encroachment problem.
From a private standpoint, the practice
of law is simply the purchase and sale of
legal services. Whether those services are
purchased from lawyers or from laymen,
the public is the purchaser. The public,
therefore, is a party to every lay encroach
ment. And, in the long run, the public
will purchase its legal services from those
who serve it best, or at least from those
that the public thinks will serve it best,
whether they be lawyers or laymen.
If lawyers possess a large measure of
public respect, the public will not only be
willing to purchase, but it will insist upon
purchasing, its legal service from lawyers.
If the administration of justice is made
attractive to the public, the public will pur
chase from lawyers the services rendered
through the administration of justice, in
stead of exerting themselves to the utmost
to find and to utilize substitutes for such
services.
In short, if lawyers serve the public bet
ter, the demand for lawyers’ services will
be increased, and the substitutes offered
by laymen will look less attractive when
compared with what the lawyers have to
offer.
The integrated or statutory bar is the
most effective instrumentality yet devised
for the purpose of improving the quality
of the services that lawyers render to the
public. And, by the rendition of those
public services, and as a necessary result
thereof, lawyers as a whole are made more
worthy of respect and more respected; and
what they have to sell to the public is made
more attractive, and consequently is more
in demand. The most effective remedy
for lay encroachments is an old-fashioned
remedy; it was given by the Lord to Cain
(Genesis, 4th chapter, 7th verse) : “If thou
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doest well, shalt thou not be accepted.”
Through the statutory bar, the lawyers in
one-third of the States of the Union are
doing “well” by the public, and as a con
sequence they are being “accepted,” re
spected, and patronized, by the public.
And so we may answer the question, as
to how the integrated bar serves the lawyer,
by saying that it serves the lawyer in two
ways, in both of which it serves him ex
ceedingly well. It serves him directly, be
cause it is a representative and all-inclusive
organization that is able to act aggressively
and effectively in the protection, and in the
advancement, of the interests of the law
yer. But its greatest service to the lawyer
is indirect; its greatest service to the law
yer is incidental to, is the natural by-prod
uct of, and is measured by, its service to
the public.
W H A T IS L IF E TO YO U ?
T o the p reach er life’s a sermon,
T o the jo k er it’s a jest.
T o the m iser life is money,
T o the lo a fe r life is rest,
T o the law yer life’s a trial,
T o the poet life’s a song,
T o the d o cto r life’s a patient
T h at needs treatm en t right along.
T o the soldier life’s a battle,
T o the teach er life’s a school,
L if e ’s a “good thing” to the g ra f te r
I t ’s a failure to the fool.
T o the m an upon the engine
L if e ’s a long and heavy grade.
I t ’s a gam ble to the g am b ler;
T o the m erch ant life is trade.
L if e ’s a p icture to the a r t i s t ;
T o the rascal L if e ’s a fraud,
L ife , perhaps, is but a burden
T o the m an beneath the hod.
L ife is lovely to the lover,
T o the player life’s a play.
L ife m ay be a load o f trouble
T o the m an upon the dray.
L ife is but a long vacation
T o the m an who loves his w o rk ;
L if e ’s an everlastin g effort
T o shun duty to the shirk.
T o the earn est Christian w orker
L if e ’s a sto ry ever new.
L ife is w hat we try to m ake it,
B ro th e r w hat is life to yo u ?
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Ph.D., Washington, D . C., Formerly of the Department
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P il c h e r ,

HE existence of Federal accountancy
has been seriously doubted for the
reason that attempts to reconcile the ac
counting procedure of commercial institu
tions with Federal procedure have been
futile. Failure, however, in this field of
investigation was of little significance
when private enterprise, with its rapid ex
pansions in accountancy, was carrying the
United States to unreached levels in eco
nomic production. But a change in direc
tion, as witnessed during the period 192933, caused Federal accountancy to rise as
a mushroom in the serious reflections of
aggressive accountants. The type of ac
countant who may be presented as the
pioneer in clarifying principles of Federal
Accountancy1 is the State-Treasury Ac
countant-in-Charge, a representative of the
U. S. Treasury Department.
The Accountant-in-Charge is selected as
the pioneer because in his office decisions
are made requiring a knowledge of two
distinct and yet blending types of Federal
procedure: that is, procedure based on the
organic act of 1894 and procedure estab
lished as a result of the passage of the
Emergency Relief Appropriation Act of
1935.
He must give evidence of knowledge
of (1 ) the organization chart of which
his office is a part, (2) a general history
of the three cardinal units of the U. S.
Treasury, (3 ) each step taken in earmark
ing funds which are recorded on his led
gers, (4 ) the application of account-titles
and symbols to reimbursements and dis

T

1A ccou ntancy is the sum m ation o f professional
services w hereby the relation o f a p articu lar
type o f business to organized society is super
vised. F e d e ra l A ccou n tan cy is the supervision
of funds appropriated by Congress. A ccounting
is concerned w ith the application o f the a c 
counting equation to business tran saction s with
a view to establishing a profit o r loss. H ow ever,
in subsequent p arag rap h s, because o f pop
u lar usage, the w ord accounting is used fo r
accountancy.

bursements of these funds, (5) published
decisions of certain Comptrollers of the
Treasury and the present ComptrollerGeneral and (6) a large number of cur
rently replenished instructions in manuals,
memoranda, bulletins and letters.
The above requirements of the Account
ant-in-Charge, as he adjusts himself to his
new professional environment, dim in im
portance before the inevitable and colossal
task of establishing similarities between
commercial and Federal accounting.
The State-Treasury Accountant’s office
is the intermediate gear of the StateTreasury machine. Motion is acquired
from vouchers submitted by the Federal
purchasing agent and imparted to the Fed
eral cashier. All requests for payment of
bills, or payrolls, or rentals, etc., are pre
sented to his office.
The two large wheels and the interme
diate gear—turning in the direction of
Washington, D. C., from positions in 48
states and 4 possessions, are suggested in
the following brief chart:
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A veteran commercial accountant, when
assuming the duties of a new commercial
office assignment, is required to learn
the industrial and accounting histories of
the organization he is pledged ethically to
support.2 Likewise, interest is shown by
the New Deal Accountant-in-Charge in
the rapidly expanding history of his new
assignment as exists in the purchasing,
recording and paying units of the U. S.
Treasury. These three units are repre
sented in the states and possessions by the
State Procurement Officer, the Accountantin-Charge and the State Disbursing Officer.
The Procurement Division, by its present
name,3 was brought into existence by E x
excutive Order No. 6136 promulgated
June 10, 1933.
The Procurement Division, continuing
the excellent pioneer work of the General
Supply Committee, issues from time to
time additional sections to the S ta n d a rd
S to ck Catalog under the title of “Schedule
of Stock Items.” In these “Schedules of
Stock Items” each schedule represents a
commodity, such as rope, blankets, wire,
giving, on the same line, the unit of issue
(such as a yard, a pound) and the price
per unit. The stated prices— one is warned
— are to be used for estimates and are sub
ject to change without notice. The Federal
Standard Stock Catalog, in plain words, is
the Price Manual of the Government.
The operations of the Procurement Divi
sion, in addition to the above-mentioned
Executive Order and instructions from the
Director of Procurement, are directly in
fluenced by certain laws passed prior to
2A n equal obligation is imposed— indirectly—
upon the F e d e ra l accountant. 14 C om ptroller
G eneral 272 states, “T h a t on entering into con
tra cts on behalf o f the G overnm ent, it is the
duty o f the agent to con serve its interest.”
3T itle 41, section 2 o f the U nited S tate Code
states, “T h e re shall be a General Supply Com 
m ittee com posed o f officers, one fro m each o f
the execu tiv e departm ents, designated by the
head th e re o f, the duties o f w hich com m ittee
shall be to m ake under the direction o f the
S e cre ta ry , an annual schedule o f required m is
cellaneous supplies, to standardize such supplies,
elim inating all unnecessary g rad es and varieties,
and to aid such said S e cre ta ry in soliciting bids
based on form u las and specifications (Ju n e 17,
1 9 1 0 ), Section 4 , 36 S tat. 531.”

M a rc h ,

April 8, 1935. Of most concern to the New
Deal accountant are two Acts of Congress:
one relating to advertising for bids, and
the second relating to the origin of mate
rials used to prosecute relief projects.
Section 3709 of the Revised Statutes,
enacted into law on March 2, 1861, estab
lishes the general rule that all purchases
of materials and mechanical services for
Government use shall be supported by
competitive bidding. Section 3709 of the
Revised Statutes might have unduly re
tarded the commencement of certain Fed
eral official projects but for Section 2,
Public Resolution No. 11, 74th Congress,
which states, “The provisions of Section
3709 of the Revised Statutes shall not
apply to any purchase made or service pro
cured in carrying out the provisions of
this joint resolution where the aggregate
amount involved is less than $300.” Ap
plied to the general duties of the Procure
ment Division, the above section merely
means that the Procurement Division,
when circumstances demand, may purchase
on the open-market without advertising
for bids, when the aggregate of the total
purchase is less than $300.
In certain cases, often to the annoyance
of the Accountant-in-Charge, the Procure
ment Division has granted exceptions to
the rule that it make all purchases.4 A
representative case is an exception to make
purchases in the field by a field agent in
the amount of $100.
As a result of the rule and the exception
a purchase voucher is examined by one of
two procedures. The first consisting of
requirements mentioned in Section 3709
of the Revised Statutes requiring adver
tising for bids, and the second procedure
consisting of examination to determine
compliance with exceptions granted.
The second important basic law binding
upon the Procurement Division is the Do
mestic Origin Act of March 3, 1933. This
law states that the Government shall use
“all articles, materials, and supplies as
4P lease re f e r to F ield Office M em orandum N o.
104, supplements 1 to 8, Office o f the Com m is
sioner of A ccou nts and Deposits.
A n open question, at present, is w hether a
P ro cu rem en t D ivision excep tion carries w ith it
an exception to Section 3709 o f the Revised
S tatutes.
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have been manufactured in the United
States substantially all from articles, mate
rials, or supplies mined, produced, or
manufactured, as the case may be, in the
United States . . .” The successful bidder,
or the merchant, in accordance with the
above requirement, submits with an in
voice, or Dealer’s Bill, a completed Certifi
cate of Domestic Origin, Form A-9, show
ing percentage of materials of foreign
origin.5 The acceptable percentages are
determined by the Secretary of the In
terior and pronounced in Procurement
Division publications.6
The historic path of the Office of
the Accountant-in-Charge, the accounting
Treasury unit, is marked with signposts
bearing the dates 1817, 1894, 1921, 1932
and 1935.
The salvation of the U. S. Treasury by
Alexander Hamilton expressed in the es
tablishment of corrective and sustaining
fiscal policies and the rigid application of
these policies to the profit of the American
people by Albert Galatin resulted, until
1817, in the centralization of Federal ac
countancy.
During the period 1817-1894, each de
partment was charged with its own ac
counting supervision and looked upon in
its entirety. Slowly and forcibly executive
departments grew in size, in number and
with no centralized auditing responsibility.
The basic Act of 1894 placed the mark of
progress on this development by centraliz
ing general procedure and, in the field of
supervision, establishing six auditors under
the Secretary of the Treasury to check the
accounts of all Federal agencies.
In 1921, the Office of the Comptroller
General of the United States was brought
into existence and the work of the six
auditors was taken over by the General
Accounting Office.
In March, 1933, the Public Works
Administration, as part of the Federal
Emergency Relief Administration, launched
a recovery program. Established account
5P ro b e F o re ig n Bids, B u sin ess
23, 1935.

W eek , N ov.

6See M anual o f P ro cu rem en t, pp. 2 and 3.
A lso P ro cu rem en t Bulletins 19, 20 and 65.
Opinions of m inor im portance a re given by the
C h ief o f P u rch asin g , P ro cu rem en t Division.
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ing routine to supervise these expenditures
(at this time) was to be done only in Fed
eral and rented buildings in the nation’s
capital. The State auditors—the states
having contributed to the emergency funds
—examined vouchers, submitted them to
field FE R A disbursing officers who, in
turn, transmitted the vouchers for record
ing and final accounting examination to
Washington.7
The marked disadvantages of the above
method of doing business was the reason
for the issuance on May 6, 1935, of Execu
tive Order No. 7034. Executive Order
No. 7034 requires the Secretary of the
Treasury through the disbursing and ac
counting facilities under the Commissioner
of Accounts and Deposits to make provi
sions for all disbursements from the funds
appropriated by the Emergency Relief Act
of 1935. Pursuant to the provisions of the
above-mentioned Executive Order, Treas
ury Circular No. 543— dated June 18, 1935
—accounting substations were established
in the 48 states and 4 possessions.
The historic path of the State Disburs
ing Officer, the third and last Treasury
unit, is interwoven in the path of the Ac
countant-in-Charge. This is equivalent to
saying that as the New Deal accountant
advanced into the states, the Disbursing
Officer followed to write and issue checks,
to make accounting entries under extensive
account-titles and symbols and to submit
an “account current” report to the Office
of the State-Treasury Accountant-inCharge.
The three foregoing historic paths lead
into the office of the Accountant-in-Charge,
whether the location of his office is Lan
sing, Michigan; Phoenix, Arizona; Jack
sonville, Florida; or Chicago, Illinois.
Within the three general divisions of his
office—Administrative, Examining, Book
keeping and Reports— all of the laws of
the United States and instructions apply
7B e fo re Ju ly, 1935, each departm ent o r inde
pendent office had representatives in the field
w ho paid properly p repared vouchers. T h ese
D isbursing Officers exam ined, paid and tran s
m itted vouch ers to the p articu lar departm ent o r
agency represented, and, in turn, these vouch ers
w ere tran sm itted to the General A ccounting
Office.
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fully and without exception to every sub
mitted voucher.
The veteran commercial accountant
while donning the working garments of a
New Deal accountant had two additional
adjustments to make: first, the Federal
principle of en cu m b erin g , and second, the
steps taken by administrative officials in
earmarking funds to be set up ultimately
upon his ledger as unencumbered allot
ments.
In commercial accounting a set of books
is opened when cash has been given, or a
bank deposit slip is shown to the account
ant. In Federal accounting no bank de
posit slip or cash is received. A warrant
issued by the Division of Bookkeeping and
Warrants, U. S. Treasury, is equal to the
deposit slip. The money given to the ac
countant is to be spent—to the penny—in
accordance with purposes established by
his superiors. Therefore, to attain minute
supervision of funds to be expended there
is introduced an “entry control” as directed
by the principle of encumbering.
The reason for encumbering is to avoid
circumstances in which the United States
may be obligated to pay a sum of money
greater than the remaining portion of the
amount allotted. Allotments are encum
bered when contracts for services, supplies,
or materials are anticipated.8 These con
tracts involve definite or estimated quan
tities. Estimates are determined by avail
able data and fo r m e r ex p erie n c e. Allow
ance for probable error is provided for in
the ruling that liquidated documents may
be 10 per cent in excess of the amount
encumbered.9 The principle of encumber
ing is applied to the first transaction under
an allotment of funds; not to a remaining
percentage such as 25 per cent, 15 per cent,
8A s used herein, the term “encum brance”
applies to action obligating funds available
under an allotm ent. W h en a definite step has
been taken w ith a view to incurring liability on
the p a rt o f the G overnm ent, an encum brance
should be set up. H ence, purchase requisitions,
trav el o rd ers, payroll com m itm ents, and notices
o f sim ilar im port will be used as the basis fo r
encum bering allotm ents. P relim in ary M anual o f
A ccounting P ro ced u re, U . S. T re a su ry -S ta te
A cco u n ts Office, Ju n e 28, 1935, page 23.
9W o rk s P ro g re ss A dm inistration Bulletin No.

10

.
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10 per cent.10
Funds set up on the ledgers of the Ac
countant-in-Charge are embellished by the
descriptive words, A d v ic e o f P ro je c t A u 
thorization and A d v ic e o f A llotm ent. These
titles suggest legal procedure by which a
Congressional appropriation is reduced to
funds available in the Office of the Ac
countant-in-Charge.11 The structure of
purpose and organization may be likened
to a five-story building. On each floor par
ticular work is to be done, and tasks com
pleted on the fifth, fourth, third and second
floors are transmitted to the immediate
floor below. On the fifth and top floor is
Congress. Congress enacted the Emer
gency Relief Appropriation Act of 1935
and passed it to the fourth floor, the Office
of the President. The President, after
determining that the will of Congress has
been honored, signs a Presidential Letter
which is sent to the head of a supervising
agency or department with an Advice of
Allocation, Form A -1, located on the
lower or third floor. The head of an
agency, designated the (National) Ad
10A llow th at 10 allotm ents are respectively e x 
ceeded by $10,000. C red itors o f the G overnm ent
would be deprived o f the use o f $100,000. T h e
am ount would be obtained finally by a supple
m enting A c t o f Congress. T h e cred ito rs would
seek legislative refo rm , and a co rrectio n o f the
above condition cannot be obtained by a m ethod
b etter known than encum bering.
11T h e detailed p roced ure is as fo llo w s: ( 1 )
p ro jects a re subm itted indirectly to the P re si
dent o r B u reau o f the B u d g e t; ( 2 ) a letter p re
pared under the supervision o f the B u reau of
the B u dget fo r the signature o f the P resid en t
states the purpose o f the p ro ject and the am ount
of money to be exp en d ed ; ( 3 ) the signed letter
o f the P resid en t is retu rn ed to the B u reau o f
the B u dget fo r reco rd and transm ission to the
Office o f the Com m issioner o f A ccou nts and
D ep o sits; ( 4 ) the Com m issioner o f A ccou nts
and D eposits fo rw ard s copies o f the letter to
the Division o f Bookkeeping and W a rra n ts and
also to the D ivision o f A cco u n ts; ( 5 ) the w a r
ran t fo r the full am ount draw n on the T re a su re r
o f the U nited S tates by the Division o f B o o k 
keeping and W a rra n ts is fo rw ard ed to the
C om p troller G eneral o f the U nited S tates fo r
co u n tersig n atu re; ( 6 ) the countersigned w arran t
is fo rw ard ed to the U . S. T reasu ry — a certified
copy to the D ivision o f A ccou nts, and ( 7 ) the
D ivision o f A ccounts, a fte r receipt o f the P re s i
dent’s letter and the certified w arran t, issues
an A dvice o f A llocation, F o rm A - 1.
— In terview w ith M r. L ud o C. P ick ett
at W ash in gton , D. C., Ja n u a ry 28, 1936.
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ministrator, determines the amount of
money to be authorized for immediate use
by a State Administrator and prepares and
transmits to the lower or second floor an
Advice of Project Authorization, Form
A-2. The State Administrator, repeating
the purpose of the official project, the ap
propriation symbol, etc., estimates the
number of dollars needed to start a par
ticular project and then issues and passes
to the first floor, care of a Project Man
ager, an Advice of Allotment, Form A-3.
The unveiling of the office of the New
Deal accountant takes place, in a practical
sense, when the first physical entry in a
book of original entry is made. The first
entry is made when the Accountant-inCharge receives from the Office of the
Commissioner of Accounts and Deposits
a copy of an Advice of Project Authoriza
tion, for example, in the amount of $5,
000,000. The entry made is :
.02 Available Funds $5,000,000
90.21 Unallotted Authorization $5,000,
00012
In the next development the State Ad
ministrator issues an Advice of Allotment
in the amount of $500,000. Accordingly,
this entry:
90.21 Unallotted Authorization $500,000
90.22 Unencumbered Allotment $500,000
To obtain cash is the next progressive
step. When an Advice of Project Author
ization is passed by the Central Treasury
Accounts Office to the Accountant-inCharge automatically cash in the amount
of 10 per cent of the authorization is set
up. Additions to the cash account are ob
tained when the Accountant-in-Charge
asks for additional funds on a Request for
Funds, Form A-13.13 When the requisition
12The initial en try on the books o f the Com 
m issioner o f A ccou nts and D eposits i s :
A vailable Funds
$5,000,000
U nauthorized A llocation
$5,000,000
2Com pare these entries in C orp oration A c 
counting stated in P a to n ’s A cco u n tin g, pages
701 and 703.
Subscriptions
$90,000
Capital S to ck Subscribed
$90,000
Cash
$90,000
Subscription
$90,000
Capital S tock Subscribed
$90,000
Capital S tock O utstanding
$90,000
13T he request fo r 10 per cent o f the amount
o f the authorization is m ade on F o rm A -13,
only signed by the W ash in gton office.
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is signed “For the Commissioner” the
Chief Disbursing Officer telegraphs the
amount requested to the State Disbursing
Officer who, in turn, notifies the Account
ant-in-Charge. But, the foregoing is a
non-accounting transaction. No entry is
made.
On a later day the Accountant-in-Charge
receives a copy of a Certificate of Deposit
from a Federal Reserve Bank. This cer
tificate supports the following entry:14
03.31 Disbursing Officer’s Cash
— Disbursing Funds $500,000
.02 Available Funds
$500,00015
The initial and continual momentum of
the relief program depends upon the above
entry. The Works Progress Administra
tion and 52 aiding agencies and bureaus
await news of the receipt of the abovementioned telegram from the Chief Dis
bursing Officer in order that they can sub
mit payrolls, contracts for office space,
materials for construction work, etc. The
varied transactions entered into by these
14D isbursing P ro ced u re, U . S. T reasu ry S tate
D isbursing Offices, p. 5.
15T h e list o f accou nts to be m aintained in
T re a su ry Regional (S ta te ) A ccounts Offices,
stated (w ith tw o additions) in System o f A d 
m inistrative A ccounts, Office o f the Com m is
sioner of A ccou nts and Deposits, is as fo llo w s:
D E B IT B A L A N C E A C C O U N T S
.02 A vailable Funds.
03.31 D isbursing
Officer’s
Cash— D isbursing
Funds.
03.32 D isbursing Officer’s Cash— Revenue and
Repaym ents.
03.37 D isbursing Officer’s Cash— Special D e
posits.
10.
A ccounts Receivable.
10.1 L oan s Receivable.
69.
T ru s t Fund Obligations.
40.
C u rrent P ro je c t E xp en d itu res (by symbols
and title s ).
C R E D IT
66.
70.
89.

BA LA N CE ACCOUNTS

Special D epositor’s A ccounts.
G eneral Fun d Receipts.
Civil S ervice R etirem en t and D isability
Fun d Credits.
89.1 A ppropriation C redits Reim bursable.
90.21 U nallotted A uthorization.
90.22 U nencum bered A llotm ents.
90.3 Unliquidated Encum brances.
90.4 E xpen ded Appropriations.
06.
Special and T ru s t Funds Deposited fo r
A ppropriation.
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directing agencies are recorded by the Ac
countant-in-Charge.
Three representative examples of gov
ernment transactions submitted to the
State-Treasury Accounts Office relate to
(1 ) purchase of materials; (2 ) the pay
ment of payrolls, and (3) payment of per
sonal expense and cost of transportation
during official travel. Details of these
transactions are as follows:
(1 ) P u rch a s es . .. .at a cost of $10,000.
Case N o . I. A Works Progress Ad
ministration Project Manager decides
that 1,000 barrels of cement are needed
to advance the construction of a sewer.
The Project Manager will complete a
Requisition for Purchase, Form A-6,
for the above-mentioned materials with
reference to Official Project number and
other symbols that identify the contem
plated purchase with appropriated funds.
The principle of encumbering must be
respected. Accordingly, the above Re
quisition for Purchase is sent to the O f
fice of the Accountant-in-Charge who
will record on his record the sheer in
clination to obligate the Government.
The entries made because of the above
step are:
90.22 Unencumbered Allotment $10,000
90.3 Unliquidated Encumbrance $10,000
The Requisition for Purchase, after en
cumbering by the Accoilntant-in-Charge, is
returned to the Project Manager who sends
it to the State Procurement Officer.
The State Procurement Office, after a
purchase has been made, submits to the Ac
countant-in-Charge, in addition to the
Dealer’s Bill, these documents:

1. A Purchase Order, Form A -7.
2. A Report of Inspection and Receipt,
Form A-8.
3. A Certificate of
Form A-9.

Domestic

4. A Voucher
Distribution
Form A-4.

Origin,
Report,

5. A Statement and Certification
Award, Form 1036, and

of

M arch,

6. A Voucher for Payment of Pur
chases and Services, other than
Personal, Form 1034.16
The brief story told by the above docu
ments is that a purchase order was given:
the cement was received by the Project
Manager; that the cement was substantially
of domestic origin, that the voucher is to
be distributed to a certain account-title and
payment for the purchase as set out on the
Dealer’s Bill is requested.
With the above information at hand, the
Accountant-in-Charge is compelled to make
another entry. The encumbrance, being
liquidated by acceptance of the above docu
ment, is recorded as follows :17
90.3 Unliquidated Encumbrance $10,000
90.22 Unencumbered Allotment $10,00018
C ase N o . 2 .

A Project Manager, representing an
agency or bureau granted an exemption
in the amount of $100 from the require
ment that all purchases be made by the
Procurement, wishes to purchase $75
worth of lumber.
The Project Manager, acting cautiously,
will send a Notice of Miscellaneous En
cumbrance for approval to the Office of
the Accountant-in-Charge. Thereafter, the
documents generally submitted by the State
Procurement Officer are prepared.19
16T he W o rk s P ro g re ss A dm inistration aided
by 52 agencies and bureaus and reg u lar depart
m ents prepare these docum ents fo r the A cco u n t
an t-in -C harge.
17Concluding entries appear in the last o f the
three suggested exam ples.
18D uring this entry the accou nt-title Unliqui
dated Encum brance when used as a debit entry
m ay be considered analogous to L iqu id a ted E n 
cum brance.
19This section o f a p urchase exam ple stresses
the im portance o f encum bering. W h en an em er
gency p urchase is w arran ted — a bottle o f ink,
fo r exam ple— all o f the docum ents are sent at
the sam e tim e to the Office of the A ccou n tan tin-C harge.
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(2) P a y r o lls .
A Project Manager, commencing
operations submits a Notice of Miscel
laneous Encumbrance for the current
period ($1,833.35) to be used by the
Accountant-in-Charge to encumber.
At the end of the current period the
earned payroll with a Voucher Distribu
tion, Form A-4, to distribute the payroll
into the payroll account, and a completed
Notice of Miscellaneous Encumbrance,
Form A-5, for the ensuing pay period is
submitted.
The entries made when a payroll has
been liquidated and charged to the current
expenditures of a project are:
40. Current Project Expenditures $1,833,25
03.31 Disbursing Officer’s Cash $1,833.2520
(3) T ra v e l.
A Project Manager has received an
order from the W PA State Administra
tor to travel from his official station to
another city within the same State and
return, with an amount stated for per
diem travelling allowance in lieu of sub
sistence and a predetermination of the
mode of travel stated. The Project Man
ager arrived at a railway station in pos
session of a Government Request for
Transportation— a thin book about 8
inches wide, 2 inches long and ¼ of an
inch thick. A piece of carbon paper is
inserted between the first set of emerald
and white sheets. The Project Man
ager completes the form by writing his
name, his destination and return and the
cost of the travel to the Government.
In exchange for the emerald sheet the
Project Manager receives from the rail
way agent a round trip ticket.
When the Project Manager has com
pleted the travel and returned to his official
station he transmits the white copy to the
W PA State Administrator who submits it
to the Works Progress Administration at
Washington to be compared with the
emerald companion copy which has been
attached to Public Voucher for Transpor
20U nd er norm al conditions, the workm en re
ceive checks one week a fte r a payroll is sub
m itted.
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tation of Passenger, Form 1067 submitted
on behalf of the transportation company.
In addition to the above request, the
Project Manager will complete Public
Voucher for Reimbursement of Travel
and Other Expenses Including Per Diem,
Form 1012, and submit it to the Office of
the State Administrator where it is exam
ined and later transmitted to the Office of
the State-Treasury Account’s Office.
At this stage, using amounts previously
allowed and assuming that the expenses in
curred in the above-mentioned travel are
$5.00, a transaction in its relation to the
original appropriation may be traced
through all of the account-titles of the
State-Treasury Accounts Office. They
are :21
I.
II .
II I .
IV .
V.

V I.
V II .

02.
90.21
90.21
90.22
03.31
02.
90.22
90.3
90.3
90.22

A vailable Fu n d s
$5,000,000
U n allotted A uthorization 5,000,000
U nallotted A uth orization
500,000
U nencum bered A llotm ent
500,000
D isbursing Officer’s Cash
500,000
A vailable Fun ds
500,000
U nencum bered A llotm ent
5.00
Unliquidated Encum brance
5.00
Unliquidated Encu m b ran ce
5.00
U nencum bered A llotm ent
5.00
(V o u ch e r au dited )
40.
C u rrent P ro je c t E xp en d itu res
5.00
03.31
D isbursing Officer’s C ash
90.22 U nencum bered A llotm ent
5.00
90.4 E xpen ded A ppropriation22
5.00

21In the seven entries, the first line is fo r the
debit reco rd and the second fo r the cred it
record.
22T h is entry produces a pronounced accounting
anom aly. I f the above entries a re presented
to the eye in T -fo rm , the U nencum bered A llo t
ment accou nt will contain tw o self-cancelling
entries due to entries m ade with likewise self
cancelling entries in the U nliquidated E n c u m 
bra nce account. T h e last entry m ade, involving
again the U nencum bered A llotm ent accou nt is
p artly accounting and p artly statistical.
The
debit aspect— U nencum bered A llotm ent is the
effective reduction o f the U nencum bered A llot
ment, a credit balance a c c o u n t: the cred it a s
pect, the corresponding en try is non-accounting,
o r statistical. I t is non-accounting fo r the re a 
son th at the am ount o f the appropriation e x 
pended is the am ount used, in the final com puta
tion, to balance out the U nencum bered A llo t
ment account.

5.00
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In the foregoing examples of Govern
ment business transactions three secondary
aspects of Federal accountancy become
progressively significant. They are (1)
forms; (2) prescribed procedure, and (3)
requirements of the General Accounting
Office.
Forms should not be branded an account
ing innovation, but an improvement. A
prominent member of a nationally known
auditing firm23 advised in 1931 that stu
dents planning to become career-account
ants might measure potential success by
ability to state clearly, concisely, while
journalizing, every important feature of a
business transaction. Further, the general
inability of the average commercial ac
countant to state clearly a business trans
action is evinced in the general and liberal
use of shipping forms, invoice forms,
register vouchers, etc. Forms, in their
major function, state Federal business
transactions.
Forms are used extensively in Federal
accountancy. Forms are prescribed by the
Office of the Comptroller General24 and
may be accepted by the Accountant-inCharge as a sufficient statement of a trans
action.25
Federal Standard Forms are convenient
ly classified as accounting and non-account
ing. Accounting forms relate to primary
transactions and accounting routine as a
Voucher Distribution and a Schedule of
Disbursements forms which distribute
vouchers among account-titles in (1) the
Office of the State-Treasury Accounts O f
fice, and (2) the State Disbursing Office.
Non-accounting forms provide for collec
tion of general data such as an application
for employment, application for annual
leave, number of families available for re
23Interview w ith M r. G eorge Olive o f Indian
apolis, Indiana.
24T h e C om ptroller G eneral shall prescribe the
form s, system s, and proced ure fo r adm inistra
tive appropriation and funds accounting in the
several departm ents.
B u dget and A ccounting
A ct o f June 10, 1921.
25A fo rm prescribed by the Com ptroller Gen
eral is sufficient evidence if there is nothing on
the face o f the vouch er o r within knowledge of
the au ditor that will raise a suspicion o f an
inaccu rate statem ent o f facts. 20 C om ptroller
G eneral 863.
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lief assistance . . .
Prescribed Federal procedure is similar
to procedure in establishing commercial
policies reflected in accounting entries. The
selection of a credit risk is not determined
by an accountant. The accountant does
not determine what percentage of accounts
payable shall be paid on a certain day—
during a certain period. In commercial
accounting these policies are established by
business executives. In Federal account
ing, the principal executive is the Comp
troller General of the United States. The
junior executive in dealing with minor pol
icies of the spending of $4.8 billion is the
Chief Accountant, Office of the Commis
sioner of Accounts and Deposits.
Attractive procedure problems which
have arisen in the spending of relief money
are (1) the interpretation of Section 3709,
Revised Statute; (2) the responsibility of
a certifying officer whose name appears on
a voucher; (3) the right of an Accountantin-Charge to inquire into the method by
which the U. S. Navy determines material
prices ; (4) the right of a Project Manager
of an aiding agency to segregate a portion
of an allotment for administrative ex
penses; (5) the propriety of an Account
ant-in-Charge submitting a completed
Form 1041 requiring—in accordance with
the Act of 1926—that no compensation
was given for the appointment received;
(6) the application of the half-cent rule
to each item on, or the aggregate amount
on a voucher, and ( 7 ) the place in a Con
gressional report of the moneys spent for
boarding and lodging of relief workers in
Forest Service cantonments. The Comp
troller General knows the correct answers
to these problems.
The mental eye of the Accountant-inCharge, as a compass needle, swings to a
magnetized point at Washington; into the
Audit Division of the General Accounting
Office. During an accounting examination,
the Accountant-in-Charge passes upon the
selection of Standard Forms, the content
and legality of statements appearing on
vouchers.26
26C orporations and m erchants dealing with the
•G overnm ent prom ote promptness in receiving
checks according to their ability to properly
prepare vouchers.
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Accounting examination is commonplace
in commercial accounting.27 In New Deal
accounting, the duty is greatly magnified.
The determination of a legal question, as
the words of a promissory note denoting
negotiability, is not obtained from common
knowledge and the advice of retained or
organization counsel, but from decisions
of the Comptrollers of the Treasury or the
Comptroller General, the United States
Code and a series of currently revised and
extended instructions printed in bulletins,
field office memoranda, regulations, letters
and digests. A general knowledge of the
background of the Comptroller General’s
Office is valuable to the Accountant-inCharge.
The historic path of the Office of the
Comptroller General is entwined with the
path of the Office of the Accountant-inCharge for the reason that the former is
primarily an auditor and the latter is pri
marily an entry clerk. Decisions affecting
entries written on the New Deal account
ant’s ledger appear in three groups; each
group relating to one of the three progres
sive periods of the Office of the Comp
troller General.
The first period consists of decisions
rendered prior to 1894. Decisions of the
Comptroller of the Treasury Lawrence
were published in 1884 and 1885, and deci
sions of Comptroller Bowler were pub
lished in 1894.28
The second period is between the years
1894 and 1921. The organic act of 1894,
organizing the Treasury accounting to meet
the requirements of expansions in Federal
accounting,29 abolished the office of Com
27Com putations on invoices fro m cred ito rs are
exam in ed ; interest ch arges are verified, shipping
form s a re exam ined fo r authenticity, etc.
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missioner of Customs and Second Comp
troller of the Treasury, making the First
Comptroller the representative of the U. S.
Treasury in a unified accounting system as
existed prior to 1817. The Office of the
Comptroller of the Treasury, in determin
ing the legality of questions submitted to
it by heads of departments, Disbursing
Officers, composed of 26 volumes of deci
sions.
The third period begins in 1921 and
continues into the present. Commercial
and Federal fields of accountancy con
tinued to expand in unsuspected dimen
sions. The second violent Federal expan
sion was recognized in the Budgeting and
Accounting Act of 1921. Under its provi
sions, the Comptroller General and Assis
tant Comptroller General were created
principal Federal representatives; answerable only to the President, removed only
by Congress. The General Accounting
Office was created and empowered to take
over the duties and equipment of the
Comptroller of the Treasury, the Division
of Bookkeeping and Warrants and the
work of the six Treasury auditors.30 Deci
sions since 1921 are reported in 14 vol
umes of Comptroller General Decisions,31
including opinions about payments under
recent Congressional Acts, disposition of
funds held by State Rural Rehabilitation
Corporations, the inability of one Federal
emergency relief employee to transfer to
another emergency position at a raise in
salary and to receive an actual increase in
salary within less than six months in the
new employment.
The decisions of the Office of the Comp
troller are a set of reference books. These
references are one of three sets of books.
The other two are the United States Code
and current instructions issued by direct
ing agencies.

28T h e decisions o f the Com m issioner o f C us
toms and the Second C o m p tro ller have not been
published, although fo u r digest o f the decisions
of the Second C om ptroller referrin g to the
volumes containing the m anuscript decisions o f
that office during its existen ce fro m 1817 to
1894 have been printed.” P re fa c e , D igest of
Decisions o f the C om ptroller o f the T reasu ry .

30T h e B udgeting and A ccounting A ct states
there is created an establishm ent o f the G overn
ment to be known as the G eneral A ccounting
Office, which shall be independent o f the e x e cu 
tive departm ents and under the control o f the
Com ptroller G eneral o f the U nited S tates.

29In 1896, the N ew Y o r k S tate Legislatu re,
pioneering in the field o f accountancy, required
a successful S tate board exam ination fo r the
title o f Certified P ublic A ccountant.

31T h e index o f Com ptroller General D ecisions
prior to 1929 affords an easy m ethod o f checking
any subject. T h e re a fte r, the index o f each
volum e m ust be carefu lly scrutinized.
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The New Deal accountant is charged
with a full and workable understanding
of the laws of the United States. These
laws from the first Federal statute in 1817
until January 3, 1935, are in the United
States Code.32 In the examination of
vouchers the Accountant-in-Charge may
refer to the Buy-American Act, to the
competitive bidding required by the Act
of 1861, to the Act of 1919 requiring that
all printing, binding and book-work be
done in the Government Printing Office at
Washington, D. C.
The remaining set of references, con
sisting of bulletins, field office memoranda,
regulations, letters and digests, may be
labelled an Accountant’s-in-Charge library
and individual books are located on the
shelves from the following chart:
A . C ongressional A ct.
1. T h e E m erg en cy and A ppropriation
A c t o f 1935
2. Regulation N o. 1 o r T reasu ry
C ircu la r N o. 543
B . E x e c u tiv e O rd ers
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4. D isb u rsin g Office
a. S tate D isbursing Office L e tte rs
b. M anual o f D isbursing P ro ced u re
c. Regional D isbursing Office L e tte rs

F . Office o f the P ro c u re m e n t D ivision
1. P ro cu rem en t M anual
2.

S tate P ro cu rem en t Office Bulletins

G. T h e W o rk s P r o g re s s A dm inistration
1. W . P . A. A dm inistrative O rd ers
2. W . P . A . L e tte rs
3. W . P . A . Bulletins
4. W . P . A . D igest o f
tions and R ep orts

Policies,

P ub lica

5. W . P . A . M im eograph Sheets
6. N ational Y o u th A dm inistration Bulletins

H. M iscella n eo u s G roup
1. Soil Conservation S ervice
2. N avy
3. F o re s t Service

C. T h e Office o f the C o m p tro ller G eneral
1. C om ptroller G eneral’s decisions
2. M onthly decisions with q uarterly digest
in every third issue.
3. C om ptroller G eneral’s daily synopses
4. T h e
a.
b.
c.
5.

G eneral A ccounting Office.
Bulletins
C ircu lars
Regulations

S tan dard and Special F o rm s

D. T h e B u rea u o f the B u d g e t
1. G overnm ent T rav el Regulations
E . T h e Office o f the C o m m ission er o f A cco u n ts
and D eposits
1. Field Office M em oranda
2. M anual o f A ccounting P ro ced u re
3. V o u ch er E xam in atio n M anual

32T h e first official codification o f the general
and perm anent laws o f the U nited States was
in 1874, known as Revised S tatutes. T h e Code
o f L aw s o f the U nited S tates w as published in
1 9 2 5 ; the Supplements fro m I to V I I w ere
discarded with the issue o f the revised edition
containing laws in fo rce Jan u ary 3, 1935.

4. O th er instructions, explaining or adopt
ing to a p articu lar aiding bureau the
principal above-m entioned laws and re g 
ulations. E x a m p le s : B u reau o f E n to 
m ology and P lan t Q uarantine, Internal
Revenue B u reau M im eographs, etc.

Effective use of the above reference
books will result in the sublime accomplish
ment that the checks issued against
vouchers submitted by the Accountant-inCharge to the Disbursing Officer will be
approved and filed by the General Account
ing Office. Should an unsatisfactory use
of the reference appear, the General Ac
counting Office notifies the State Disburs
ing Officer of its disapproval on a Notice
of Exception, Form 2084, with reasons for
rejection. The Accountant-in-Charge, act
ing for the Accountable, or Disbursing
Officer, requests additional information of
the official submitting the voucher (or ac
knowledges and informs the General Ac
counting Office that its proposed deduc
tions have been made) and transmits the
additional information to the General Ac
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counting Office on Reply to Exceptions,
Form 2085.33
The daily routine of an Accountant-inCharge is bolstered by these principles
commandeered from commercial account
ing: (1) the accounting equation (2) sys
tems (3) principles of law and (4) audit
ing. He has yet a crucial decision to
make.
The New Deal accountant after accept
ing the aid of commercial accounting now
faces the forks of a road: shall he travel
the road of indifference, blandly grateful
for the thrusts from behind that have
thrown him successfully into his new ac
counting position, or shall he cast his steer
ing eye at the milestones along the road
of further inquiry to establish principles of
Federal accountancy.
The destination at the end of the latter
road is reached by use of the two follow
ing comparative charts: The first showing
relationships in Principles of Accounting,
and the second showing relationships in
the field of Accountancy:
P R I N C I P L E S O F A C C O U N T IN G
C O M M E R C IA L
FEDERAL
1. A cc o u n ts
1. A cc o u n ts
a. A cco u n t titles as u sed
a. A cco u n t titles as u sed
in m echanical bookkeeping. in m ech an ical bookkeeping.
b. R eal and nom inal.
b. R eal and nom inal.
2. A c c o u n tin g E q u a tio n
a. A ssets equal and th eir
sum is eq u ivalen t to zero.

2. A c c o u n tin g E q u a tio n
a.
A sse ts equal and their
sum is eq u ivalen t to zero.

3. A c c o u n tin g R ec o rd s
a. J o u rn al.
b. Ledger.
c. R egister V ou ch er.

3. A c c o u n tin g R ec o rd s
a. Jou rn al.
b. L ed ger.
c. R egister V oucher.

4. A cc o u n tin g P e rio d
4. A c c o u n tin g P e rio d
a.
Books closed at th e a. D a ily statem en t o f d is
end o f 10 d ays, 30 d ays, b ursem en ts, and tri-m onthly
quarterly, or an nu ally.
reports, or “ A ccou n t-cu r
r e n t.”
5. T h e W o rk S h e e t
a. T o d eterm in e profit or
loss.
b. Som e b u sin e sses, how 
ever, are non-profit en ter
prises.
c. E x p en ses and R even u e.
d. D ep reciation .
e. A ppreciation.
f. I n te rest charges.
g. Incom e section.
h. B a lan ce sheet section .
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5. T h e W o rk S h eet
a.
b. A
non-profit
en ter
prise.
c. E x p en se s and R even u e.
d.
e.
-------f. In te rest ch arges.
g. -----------------h. R ecord o f expendable
and n on-expend ab le prop
erty.

Principal reflections upon the above
chart are concerned with (1) Profit and
33In an exceptionally large num ber of cases
Notices of Exceptions are satisfactorily an
swered, w ith the result th a t checks, involving
thousands of dollars, given to employees and
m erchants are unaffected by oversight of reg 
ulations.

non-profit objectives and (2) The use of
nominal and real accounts.
Profit dominates commercial accounting.
It is absent in Federal accounting. Com
mercial accounting, however, is not im
muned from non-profit influence. Certain
important accounting systems of this type
record the financial transactions of hospi
tals, churches, fraternities, and research in
stitutions.
The broader problem of profit and loss
in Federal accounting as measured by in
creases and decreases in the public debt—
involving the wealth of and among nations
—is reserved until substantial and work
able premises have been established in the
fields of philosophic and economic medita
tions.
Difference between the two kinds of ac
counting converges in the use of nominal
(expense and revenue) and real accounts.
The non-profit seeking institution main
tains a record of real assets to establish
tax payments and ownerships and account
ability of durable property. The taxable
base as changed by appreciation and depre
ciation is obtained from the appraiser’s re
port, and the ownership of property for
which officials are accountable is in the
board of trustees.
Federal officials are accountable for dur
able property. Records are established of
non-expendable supplies.34 During inspec
tions the listed property is physically pre
sented to view, and all stages of deprecia
tion of certain real assets are recognized
in the single act of condemnation by the
Procurement Division.
Similarities in the structure and differ
ences in Principles of Accounting extend
into the following comparison chart of the
field Accountancy.
P R I N C I P L E S O F A C C O U N T A N C Y 35
C O M M E R C IA L
1. P r in c ip le s o f A c c o u n tin g
a. A s
p rev io u sly
m en 
tion ed .

FEDERAL
1. P r in c ip le s o f A c c o u n tin g
a. A s
p reviou sly
m en 
tion ed .

2. S y s te m s
a. A pp lied to banks, ra il
roads, loan a sso c ia tio n s, etc.

2. S y s te m s
a. A pplied to regular d e
partm ental accoun ts and ac
cou n tin g
fo r
E m ergen cy
R elief exp en d itu res.

34Supplies likened to perishable, or im mediately
consumed goods, are expendable goods.
of

35T h e sketch y nature of the fo llow ing chart is ev id en ce
an in ten tio n only to su g g est gen eral sim ilarities.
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3. Cost A ccounting
a. D eterm in ation o f item
costs.

3. Cost A ccounting
a. U se d to in flu en ce b ud
getary estim ates.
b. U se d b y F e d e r a l
T rad e C om m ission.
c. U se d by the Federal
C om m unication C om m ission.
d. T h e A lask a R ailroad
C om m ission.
e. T h e In te rsta te C om 
m erce C om m ission, et al.

4. Corporate Finance

4. Corporate Finance
a. F u n ctio n s o f B u d get.

a. Special p rin ciples
fin an cial d irection .
5. Taxation
a.
A pp lication
law s to businesses.

for

of

5. Taxation
a. R eview of the ap plica
tion o f th ese law s by the
In tern a l R even u e B ureau.

ta x

6. Principles of Law
a. A pp lication o f gen eral
law s and com pany p olicies.

6. Principles of L aw
a. A pp lication
of
the
Federal S ta tu te s, d ecision s
o f th e C om ptroller G eneral,
and gen eral in stru ction s.

7. A uditin g
a. R eview o f accoun ts.

7. A uditin g
a. R eview
o f vou ch ers
subm itted b y A ccou n tantsin-C harge.

M arch,

In the foregoing paragraphs the slowly
travelling factory conveying chain has been
20th. century extensions of Lucas Pacioli
writings in arithmetic proportion. To this
chain have been attached, at different times,
assembled parts of commercial and Fed
eral accounting to produce two types of re
cording devices— but each device equipped
with a common engine and chassis. Dur
ing this process the New Deal accountant
as factory superintendent has applied suc
cessfully commercial methods to an initially
baffling adventure in the field of Federal
accountancy. For his labor, what shall be
his professional reward? In addition to a
practical understanding of the mechanics of
commercial accounting, he has worked in
the Federal shops. As the pendulum of
economic philosophies moves or stands still
he can, with a high degree of assurance,
make profitable adjustments.

Professional Registration and Practice
S t a t e of M ic h ig a n
C ir c u it C o u r t
f o r THE
C o u n t y of W a y n e
T r e v e r t o n E . L e w i s , e t al,

Plaintiffs,
—vs—

No. 234,166

M ic h ig a n S t a t e B oard
D e n t i s t r y , e t al,

of

Defendants.
O

p in io n

of t h e

C ourt

This case was heard and submitted on
bill and answer. It involves the validity of
certain regulations made under Sec. 15, of
Act No. 235 of the Public Acts of 1933,
known as the State Dental Law, and the
constitutionality of that enactment itself.
There is no vested right to practice den
tistry. Under that branch of the sovereign
power of the State known as the police
power, there is an undoubted right to regu
late that practice in the interest of the pub
lic health. When such regulations have
been imposed, the sole question that can be
raised is that of their reasonableness. This
is so well established that citation of au
thorities is unnecessary. The power to
regulate is a governmental power, which

cannot be bartered away, and is not lost or
impaired by non-user, either in whole or in
part. One who enters upon the practice of
dentistry does so subject to existing regu
lations, and to all future reasonable regu
lations. As against this power to regulate
reasonably, when exercised, no prescriptive
right can be acquired by individuals in that
profession.
The material part of Sec. 15 provides
that no person shall practice dentistry or
control or operate any office or other place
where dental work is done or in any way
advertise under:
1. Any false name
2. Assumed name
3. Name of a corporation
4. Name of a company
5. Name of an association
6. Parlor or trade name
7. Any name other than that under
which his license was granted.
The plaintiffs in this case have been
operating as follow s:
Treverton E. Lewis—“Peerless Dentists.”
William G. Zieve— “Dr. Zieve’s Modern
Dentists.”
J. Bain McGilvray— “Red Cross Dentists.”
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Raymond H. Dix— “Dr. Dix Dentists.”
John C. Toole— “Dr. J. C. Toole, Den
tists.”
Gordon B. Sullivan— “Dr. G. B. Sullivan’s
Practical Dentists.”
Joseph R. Applegate—-“Dr. J. R. Apple
gate’s Dentists.”
Charles W. Adams— “Dr. Adams’ Asso
ciated Dentists,” and “Dr. Adams’ Den
tists.”
Clarence M. McArthur— “Dr. C. M. Mc
Arthur’s Dentists.”
All plaintiffs aver that they are duly
licensed and registered dentists, authorized
to practice dentistry in the State of Michi
gan, and this averment is admitted.
Plaintiff Lewis has practiced for seven
teen years.
Plaintiff Zieve has practiced for ten
years and operates three dental offices in
Detroit and one in Pontiac.
Plaintiff McGilvray has been practicing
for thirty-five years.
Plaintiff Dix has been practicing for ten
years, and owns and operates four offices
in the City of Detroit and one in the city
of Flint.
Plaintiff Toole has been practicing for
ten years, and owns and operates ten dental
offices in the City of Detroit.
Plaintiff Sullivan has been practicing
nineteen years.
Plaintiff Applegate has been practicing
twenty years and owns and operates three
dental offices in and about the city of De
troit.
Plaintiff Adams has been practicing
thirty-one years, and owns and operates
two dental offices in the city of Detroit.
Plaintiff McArthur has been practicing
twenty years, and owns and operates ten
dental offices in and about the city of De
troit.
The bill of complaint nowhere states
how long the names above tabulated have
been in use by the plaintiffs.
The act in question is the last of a long
series in point of time of enactments regu
lating the practice of dentistry in Michi
gan. At least as far back as the session of
1883, such legislation was placed upon the
statute books. It was subsequently amended
in 1893, in 1907, in 1913, and in 1921.
This enumeration is not intended to be ex
haustive, and there may have been, and
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probably have been, other statutory enact
ments.
The particular provision which is in
volved here was placed upon the statute
books in 1921. So far as anything that ap
pears in this case is concerned, all of the
names under which the plaintiffs are oper
ating their respective offices have been as
sumed since the time of that enactment. It
is to be observed that at that time a pro
viso was put in the law saving to practi
tioners then practicing the right to use
names under which they were then oper
ating. It is possible that some of the plain
tiffs came within the proviso of the Act
of 1921. It is certain that some of them do
not. Act 236 of the Public Acts of 1933
repeals Act No. 7 of the Public Acts of
1921, and that repeal necessarily carries
with it the repeal of the saving clause in
the proviso contained in that Act.
Under the principles stated at the outset
of this opinion, whether any of the plain
tiffs were in 1921 using the names which
they are now using, or not, is immaterial.
At that time, had the legislature seen fit to
prohibit their use, such prohibition, if rea
sonable, would have been valid, for the
reason that as against a sovereign govern
mental power, such as the police power in
its control of the public health, no proscrip
tive right can be raised by non-exercise on
the part of the public of this power. No
individual can gain a prescriptive right to
do things when there is no public regula
tion and continue to do them after there is
a valid public regulation imposed.
The sole question in this case, therefore,
is whether the Act in question is a valid
exercise of the police power and is a rea
sonable regulation of the practice of the
profession of dentistry. The legislature,
when it acts within its powers, is the sole
judge of the wisdom or policy of its own
enactments. The only question that can be
presented to the courts is the question of
the power of the legislature to act. If such
power exists in a given instance, the courts
have nothing to do with questions of policy
or wisdom.
The apparent purpose of the legislature
in passing this Act was to insure that per
sons dealing with the so-called advertising
dentists should know with whom they are
dealing, and should not be misled or hood
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winked into patronizing them thinking they
were to be served by one individual, when
in point of fact they were to be served
by another. This impresses the court as
being entirely reasonable. It amounts to
neither more or less than a requirement
that advertising which is resorted to by
men who practice dentistry shall be true
and shall not be misleading. Again, it
is obviously correct and proper to forbid
advertising under false names. It seems
equally fitting and proper to forbid ad
vertising under any sort of an assumed
name, the effect of which shall be either
to conceal the name of the actual opera
tor who is to perform service for the
patient, or to convey the idea to intending
patients that the advertising dentist has
different and superior methods to those
which are used by others in the profession.
These considerations appear to be such as
might very properly influence the legisla
ture. They appear to be such as might be
approved by reasonable men. If they are
reasonable, then the provisions of this Act
are valid. The conclusion of the court is
that its provisions are valid and reasonable.
It remains to consider whether or not
the advertising actually used by the plain
tiffs comes within the prohibition of the
statute itself. In other words, is the order
of the defendants, constituting the State
Board of Dentistry, in the case of each in
dividual, a valid order.
It is obvious that the names “Peerless
Dentists,” and “Red Cross Dentists,” are
assumed names and therefore prohibited by
the terms of the statute.
The names “Dr. Zieve’s Modern Den
tists,” and “Dr. G. B. Sullivan’s Practical
Dentists” are objectionable because they
carry the implication that the methods of
those plaintiffs are different from and
superior to ordinary dental practice. The
man on the street who sees the sign, “Dr.
Zieve’s Modern Dentists,” is intended to
receive thereby the idea that this plaintiff
is more up-to-date than his competitors.
This is misleading advertising. The man
who sees the sign, “Dr. G. B. Sullivan’s
Practical Dentists,” is intended to conceive
the idea that Dr. Sullivan’s office is run in
a more practical way than other dental offi
ces are run. This likewise is misleading
advertising.
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These two names, together with all of
the remaining names under which the re
maining plaintiffs practice are also, in the
opinion of the court, such as to mislead
persons reading them as displayed, and to
cause such persons to draw wrong infer
ences as to the conduct of the dental busi
ness by these plaintiffs. For example, the
title “Dr. Dix Dentists,” or the title “Dr.
J. R. Applegate’s Dentists,” or any of those
other titles, are misleading in a number of
particulars. They necessarily carry the
thought to the one who reads the adver
tisements that the dental work which is
done in those offices is under the direct
supervision of the man whose name alone
appears in the advertising. These advertise
ments do not contain the names of the
dentists associated. It is a necessary im
plication from the form of the advertising
that the one whose name appears at the
head of the office is in direct supervision
and charge of the work done therein. This
may or may not be true, and probably in
many instances it is not true. If such a
title has a tendency to be misleading, or
may be used as a cloak to deceive intending
customers, that is all that is required to
meet the obligation resting upon the State
that regulations shall be reasonable. It is
not incumbent upon the State, nor upon the
legislative bodies of the State to demon
strate to a mathematical certainty that ad
vertising of this nature is misleading. It is
sufficient to sustain the reasonableness of
such regulation that a reasonable person
may properly come to the conclusion that
such advertising may have a tendency to
be misleading. Unless the court can af
firmatively say that no reasonable person
would come to a different conclusion, there
is no right in the judicial branch of the
Government to say that such regulation is
unreasonable, and therefore void.
The excellent briefs of both parties have
been examined with care, the conclusions
of this opinion are deemed to be amply
supported by authority, but it is not
thought necessary in the opinion of a N isi
P riu s Court to indulge in an exhaustive
citation of cases.
No point was raised as to the right of
the plaintiffs to unite in one proceeding.
Had such a point been raised, it would
( C o n tin u ed on p a ge 192)
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T a n n e rs ’ In v e n to ry V a lu a tio n M e th o d s *
V E R the past year the Tanners’ Coun
cil has brought before the industry
O
the significance and importance of recon
sidering methods of inventory valuations.
In no small degree changing margins be
tween raw material and leather prices, in
adequate profits, and always threatening
losses have compelled more thinking on
this subject than ever before. While it is
obvious that no accounting method can in
itself assure profits, certain facts may be
apparent from one method which are not
disclosed by another.
Inventory valuation discloses conditions
which are important not only in the deter
mination of income, but also in the deter
mination of business policy. In the tanning
industry with its sharp fluctuations in
raw material prices, inventory valuation has
a tremendous influence on both income and
policy.
Whether the inventory methods
currently used present the facts accurately
is a matter of considerable weight.
No tanner would dissent from the gen
eral proposition that the root of the in
dustry’s difficulties is its failure to get an
adequate profit from the conversion of raw
material into leather. Its failure, that is, to
get a margin over replacement, or even
replacement itself. Several reasons might
be cited for this condition. An important
one, however, is the difficulty in distin
guishing accurately between fluctuations in
inventory value and actual profits or losses
from operations. The necessity of such a
distinction has been most clearly expressed
in the past year by tanners, whose opin
ions and letters have been printed in the
Weekly Bulletin of the Council. These
opinions may be summarized as follows:
1. No going concern can ever liquidate its
inventories wholly or in major part.
2. Any inventory profits made on a ris
ing market are cancelled or more than
cancelled on the downswing.
3. Paper profits, therefore, are not real
profits.
*A n o n -te ch n ica l simplified stud y developed
by the T ra d e S urvey B u reau o f the T an ners’
Council of A m e rica , u nder the d irectio n of
M r. E d w a rd L . D re w and M r. Irv in g G lass.

4. Getting leather prices equal to replace
ment or better at all times is the only
avenue to genuine profits.
From this point of view the problem of
valuing inventory is a problem of showing
income in terms of current operations and
not in terms of changes in inventory value.
It is a problem of stating whether a margin
over replacement is being obtained, or how
far a tanner may be from such a goal.
Both raw material purchasing and leather
selling policies cannot fail to be affected by
the inventory valuation method in use. An
executive may realize precisely how far
leather prices are from replacement, but on
a rising market the prospect of inventory
profits obscures current, actual losses. The
generally accepted method of cost or mar
ket fails to distinguish between inventory
changes and actual operating profits or
losses. It exaggerates profits on a rising
market and losses on the decline. It places
a premium on the speculation which is un
avoidable in processing raw material when
there is no assurance as to the price of the
future market for the finished product.
Another factor, deserving more consid
eration at present than ever, is also in
volved in the problem of inventory valua
tion. Taxes paid upon inventory profits,
which may or may not be realized, are
not taxes upon “earned” income. In view
of the new income tax laws, taxes based
on income statements in which inventory
profits are important are not offset when
declining inventory values create losses. In
the tanning industry, as well as many
others, income statements from which in
ventory fluctuations were largely eliminated
would prove far more just to the the tax
payers and yield more stable returns to the
Government. Such a condition, of course,
could only obtain when such methods of
inventory valuation as the normal stock or
last in, first out are employed by tanners,
and recognized by the Government. As far
as Government recognition is concerned,
there is no more important factor than the
adoption of an essentially basic and uni
form method in any one industry. In
Great Britain, it might be noted, the Tax
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Bureau has taken account of the peculiar
nature of tanners’ inventories and permitted
tax returns in many instances on a normal
stock at fixed values method.
Such defects in the cost or market
method as those instanced above have
caused many companies, several of them
in the tanning industry, to adopt new
methods of inventory valuation. Such
methods are basically the “Normal Stock
Method” or some variation. Considerable
information has been issued by the Council
on these methods and it was the subject
of an address by M. Peloubet, an outstand
ing authority on the question, at the Octo
ber, 1935 Convention. Some slight review
of the principles involved may, however,
be valuable.
In considering the normal stock method
three characteristics must be emphasized:
first, excessive variations in inventory
values are reduced; second, the relation
ship between current costs and current
sales is emphasized; and third, violent fluc
tuations resulting from unrealized profits
and losses will be eliminated. The basic
method and its most important variations,
the last in, first out method, are very sim
ple in principle. Their application must,
of course, be governed by the practical
necessities in the operating as well as ac
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counting features of the tanning business.
Several illustrations will serve to clarify the
elementary principles of the normal stock
and last in, first out methods of inventory
valuation.
In the illustrations given below it is at
tempted to emphasize the following essen
tial characteristics of these methods.
1. Inventories are not quick assets, which
can be readily liquidated by a going
concern. In other words, “paper profits
can rarely be realized in cash.”
2. True operating results, therefore, must
reflect the relationship between current
sales prices and current raw material
costs, as far as possible.
3. Elimination of excessive fluctuations in
inventory values will reduce parallel
fluctuations in profits and losses.
Three methods of valuing inventories are
shown in the first table: (a) Cost or mar
ket, whichever is lower, (b) Normal Stock,
(c) Last in, first out. These examples
are extreme simplifications, of course, de
signed merely to illustrate the principles
involved. It will be noted that no operating
margins over raw costs are shown, sales
being merely of raw material. In the first
period a rising market is shown, whereas
in the second, prices decline.

R ISIN G M A RK ET
Purchases:

200
200
200

200
200

10c
11c
12c
13c
14c

$20.00
22.00
24.00
26.00
28.00

Opening Inventory: In all three instances
the opening inventory is 1,000 units valued
at 10c. This quantity and price are as
sumed to be the normal stock and the base
price under the Normal Stock Method.

1,000 @ 12c av. 120.00
(a)
Q uantities

Opening Inventory . . . .
Purchases ........................

1,000 @ 10
1,000 @ 12

Closing Inventory .........

2,000
1,200

Cost of Sales ...............
Sales ................................
Profit
Loss .

800
800 @ 12

(b)

N o rm a l S to ck
Cost or M a rk et M eth o d

(c)

L a st in,
F irs t out
M eth o d

$100.00
120.00

$100.00
120.00

$100.00
120.00

220.00
140.00

220.00
124.00

220.00
120.00

80.00
96.00

96.00
96.00

100.00
96.00

$16.00
$4.00
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Inventories at end o f period:
Cost or M arket: The closing inventory under this method consists of the pur

chases during the above period as well as 200 units from the beginning inventory.
Purchases of 1,000 are valued at 12c and 200 from beginning inventory at 10c,
or a total of $140.
N orm al Stock M ethod: It should be noted that the closing inventory is in
excess of the assumed normal of 1,000 at 10c. The normal remains valued at 10c,
and the excess is valued at the average purchase price, or 12c. The total clos
ing inventory, therefore, consists of 1,000 at 10c and 200 at 12c, or $124.
L ast in, F irst O ut: The closing inventory under this method consists of the
earliest purchases. In addition, therefore, to the original inventory of 1,000 at 10c
there must be added the 200 earliest purchases in the period shown in the above
table. Consequently, the closing inventory consists of 1,000 at 10c and 200 at
10c, the earliest purchase, or a total of $120.
DECLINING MARKET
@ 14c — $28.00 Opening Inventory: In all three instances
shown below the opening inventory is the
@ 13c — 26.00
comparable closing inventory shown on
@ 12c — 24.00
the preceding page. The quantity is iden
@ 11c — 22.00
tical in all cases, of course, but the value
@ 10c — 20.00
varies according to the methods used on
the preceding page.
1.000 (a). 12c av. 120.00
(a)
(b)
(c)

Purchases: 200
200
200
200
200

Opening Inventory . . . .
Purchases ...................

Quantities

1,200
1,000 @ 12
2,200

Closing Inventory

1,000

@ 10

Cost of Sales ........... . .
Sales .........................

1,200
1,200

@ 12

P ro fit.................
Loss ...................

L ast in,
N orm al Stock F irst out
M ethod
Cost or M arket M ethod

$140.00
120.00

$124.00
120.00

$ 120.00
120.00

260.00

244.00
100.00

240.00

100.00

160.00
144.00

144.00
144.00

140.00
144.00

100.00

$4.00
$16.00

Inventories at end o f period:
Cost or M arket: Since sales exceed purchases by 200 units, the closing

inventory is reduced to 1,000. At the market price at the end of the period, 10c,
the inventory is valued at $100.
N orm al Stock M ethod: Closing inventory amounts to 1,000 units, or the
normal stock as assumed on the preceding page. This quantity is valued at the
base price of 10c, and the value, therefore, is $100.
L ast in, F irst O ut: Sales have exceeded purchases by 200 units. The closing
inventory, therefore, consists of the opening inventory, less 200 units valued at 10c
or $100. Another way of stating this is that sales of 1,200 units are costed by
taking the last purchases, 1,000 at 12c and 200 units from beginning inventory
at 10c, making a total of 1,200 valued at $140. The difference between this figure
and $240 gives the closing inventory value of $100.
The data on which the preceding tables selling prices are identical. It is hardly nec
are based obviously cannot admit of any essary to point out that “Cost or Market”
profits from purchases and sales in the two yields successive inventory profits and
successive periods shown since costs and losses, whereas both the normal stock and
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last in, first out methods more truly reveal
the state of affairs for the operations
shown. Since it is obvious that this will
tend to be the case under practically all
conditions of market fluctuations, there is
little need to dwell upon a comparison of
cost or market with the normal stock, or
last in, first out methods. A few illustra
tions of the latter two methods under vary
ing conditions would seem more to the
point.
A period of rising prices with purchases
as follows is assumed:
Purchases: 200 @ 10c
200 @ 12c
200 @ 14c
200 @ 16c
200 @ 18c
Total .. 1,000 @ 14c average—$140
Sales during this period are 1,200 at 14c
or a total of $168. It is assumed that 1,000
units at 10c, the opening inventory, are the
normal stock. Since sales are greater than
purchases inventory will be reduced below
normal at the close of this period.
N o rm a l S to ck M eth o d

Opening Inventory.. 1,000 @ 10c—$100
Purchases ................. 1,000 @ 14c— 140
2,000
Closing Inventory
Normal ...........
Deficiency . . . .

240

M a rc h ,

close of the period, 18c, is applied to the
deficiency and subtracted from the value
of the normal stock at the base price. In
this instance the deficiency of 200 units is
priced at 18c which, subtracted from the
normal inventory value of $100 yields a
closing inventory of $64. Such a problem
does not arise under the last in, first out
method. Here the closing inventory con
sists merely of the earliest purchases, in
this instance 800 units of the original in
ventory priced at 10c.
Another illustration will indicate the re
sults under these two methods when in
ventories are increased above the assumed
normal. A period of declining prices with
purchases as follows is assumed:
Purchases: 200 @ 18c
200 @ 16c
200 @ 14c
200 @ 12c
200 @ 10c
Total . . 1,000 @ 14c average—$140
Sales during this period are 800 at 14c,
or a total of $112. It is assumed that
1,000 units at 10c, the opening inventory,
are the normal stock.
N o rm a l S to ck M eth o d

Opening Inventory. . 1,000 @ 1 0c- $100
Purchases ...............
1,000 @ 1 4 c-- 140

2,000
240
Closing Inventory
Normal . . . . . . . .
1,000 @ 1 0 c-- 100
Excess ................. .
200 @ 1 4 c-- 28
64

1,000 @ 10c— 100
200 @ 18c— 36
800

Cost of Sales ......... 1,200
Sales .......................... 1,200 @ 14c—
Loss .......................

176
1,200
128
168
800
112
8 Cost of Sales .........
800 @ 1 4 c-- 112
L ast in, F irs t O ut M eth o d
Profit or Loss .. .
0
Opening Inventory. . 1,000 @ 10c—$100
L ast in, F ir s t O ut M ethod
Purchases ................. 1,000 @ 14c— 140
Opening Inventory.. 1,000 @ 10c—$100
2,000
240 Purchases . ........... 1,000 @ 14c— 140
Closing Inventory . . 800 @ 10c—
80
2,000
240
Cost of Sales ......... 1,200
160
Sales .......................... 1,200 @ 14c— 168 Closing Inventory . . 1,200
136
Cost of Sales ......... 800
104
P r o fit.....................
8 Sales ..........................
800 @14c — 112
Profit .....................
8
Under the Normal Stock Method a defi
ciency from normal at the close of the year
The excess stock under the normal stock
is treated as shown above. The replacement method is valued at average cost of pur
value, which is the market price at the chases for the period. The closing inven
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tory, consequently, consists of 1,000 units
at 10c and 200 units at 14c, or a total
of 1,200 units at $128. Closing inventory
under the last in, first out method con
sists of the original inventory of 1,000
units at 10c plus the earliest purchase of
200 units at 18c, or a total of 1,200 at $136.
It might be noted that the use of cost or
market method in the two periods shown
immediately above would yield profits or
losses far in excess of those resulting from
the use of the normal stock or the last in,
first out methods.
T h e ap p lication o f th e se v e ra l m eth od s
in stan ced ab ove sh o w s a w id e d iv erg en ce in
resu lts as f a r as p rofits an d losses a re c o n 
cern ed . In co n sid e rin g th e se v a ry in g r e 
su lts im m ed iate co n sid eratio n m u s t be
given to a p ra c tic a l q u estion . W h ic h o f
these m eth od s reflects a c tu a l o p e ra tin g r e 
sults w ith th e g r e a te s t a c c u r a c y ? B y a c tu a l
o p e ra tin g re s u lts is m e a n t p rofits o r losses
fro m th e p u rch a se o f m a te ria l, its c o n v e r
sion and sale a t a p rice sufficient to c o v e r
co sts, b e tte rm e n ts, an d a p ro fit. C o st o r
m a rk e t valu atio n , as lon g as th e re is a n y
d egree o f p rice flu ctu atio n , c a n n o t do th is.
E it h e r th e n o rm al sto ck m eth o d o r th e last
in, first o u t m eth o d w ill ach iev e th is r e 
su lt f a r m o re a c c u ra te ly . U n d e r e ith er o f
th ese tw o m eth od s tw o benefits a re ach iev ed
— first, ch a n g e s in m a r k e t p ric e s an d th e
effect o f su ch ch an g es u p o n in v en to ries
h av e a m in im u m e ffect upon th e d eterm in a
tion o f in c o m e ; secon d , th ese m eth od s c o n 
sta n tly an d fo rc ib ly b rin g o u t th e relatio n 
ship b etw een c u r r e n t co s ts an d c u r re n t
sales p rices. In o th e r w o rd s, o p e ra tin g re 
sults a re n o t o b scu red by ch an ges in in 
v en to ry valu e, w h e th e r fan cied o r real.
A

of N orm al I n ven to ry
, F ir s t O u t M e t h o d s to
T a n n in g I n d u s t r y

p p l i c a t io n

L ast

or

in

G ran ted th e sou n d n ess o f th e above
m eth od s an d th e d esirab ility o f th e ir p u r 
p ose, th e re rem ain s th e p ra c tic a l q uestion
o f th e feasib ility o f em p loy in g th em in th e
ta n n in g in d u stry . S tre s s h as been p laced
in th e ab ove d escrip tio n s on th e essen tial
sim p licity o f th e g e n e ra l a c co u n tin g f o r 
m u la in volved. T h e s e m eth od s h av e b een
applied in in d u stries a t least a s co m p le x
as a n y b ra n ch o f th e ta n n in g in d u stry fro m
b oth a tech n ical an d a c co u n tin g p oin t o f
view . M e ta l com p an ies h av e applied th em
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to their principal products as well as their
secondary products, involving in one case
more than a hundred different items. Most
important of all, however, tanning con
cerns, whose efficiency and management is
the equal of their competitors in their di
visions, are using these methods. Execu
tives of such concerns have not been reluc
tant to express their opinion of the inven
tory method they use. As one tanner put
it—
“The advantage (of the normal inven
tory method is that it puts your business
on a replacement basis. It cancels out
the time consumed in tanning and finish
ing leather. It tells you whether you are
making a profit or a loss today when you
buy hides and when you sell leather. It
puts current hide purchases against cur
rent leather sales. It tells you whether
you are getting back a new dollar for an
old one in your operations or whether
you are getting short changed. It changes
the whole atmosphere of your business
and alters your point of view.”
Another concern which has developed a
method along the lines of the normal in
ventory suited to its needs, stated—
“On the new basis, however, the ac
count will reflect raw stock prices . . .
against leather prices at the same time,
giving a balanced and logical picture of
current purchases against current sales.”
It would seem, therefore, that the prac
tical application of a method of inventory
control has no insuperable difficulties, so
far as the tanning industry is concerned.
The development of suitable methods, how
ever, must rest with the industry’s account
ants and comptrollers who are familiar
with the problems and difficulties involved.
Since some uniformity in any method de
veloped for the tanning industry is highly
desirable, cooperative effort among the ac
countants both in the various divisions and
in the industry seems essential.
A number of questions which have been
raised with regard to the practical use of
a method of inventory control may prove of
some assistance to the various group com
mittees. Neither the questions nor answers
given below are in any sense exhaustive.
They merely suggest some of the issues in
volved and opinions expressed in the indus
try. It should be remembered, moreover,
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that technical difficulties do not in them
selves invalidate the principles or value of
either the normal stock or last in, first out
methods. The requirements of any division
of the tanning industry may necessitate
suitable modification of the basic procedure
without the slightest sacrifice of principle.
Discussion with various concerns has
brought out the following as some of the
salient questions and problems.
1. T o w h a t ty p e o f b u sin e ss can th is
m e th o d — e ith e r n o rm a l s to c k
fir s t o u t— be a p p lie d ?

o r la s t in,

It may apply to any processing business
where risks are undertaken either in the
period of process or in the time of raw
material transit, because of the uncertainty
of future market prices. Such factors of
risk or uncertainty make it important to
modify the influence of inventory fluctua
tions as much as possible. Generally it is
also necessary that the operations of such a
business be relatively stable, with input of
raw material balancing deliveries. It might
be noted that in the tanning industry, the
total inventory including raw, in process
and finished, in almost every division shows
relatively little change over any extensive
period.
2. W h a t are th e a d v a n ta g e s o f th e n o r 
m a l s to c k m e th o d a s a g a in st th e la s t in ,
fir s t o u t m e th o d ?

Since the principle involved in both
methods is virtually the same, the choice be
tween them should be governed by prac
tical considerations. Perhaps the most im
portant of these relates to the Federal Tax
Bureau. The Bureau has refused to admit
the normal stock method, but has in a
roundabout fashion accepted the principle
of the last in, first out method. Conse
quently, it would seem desirable to pursue
the latter as offering the most hope for Fed
eral acceptance.
Furthermore, the normal stock method
requires a more complicated procedure than
the last in, first out method. This is the
case because when employing the former
and inventories are above or below the
basic level, provision must be taken either
to maintain the basic stock or segregate
the surplus. Results similar to those of
the normal stock method may be achieved
in somewhat simpler fashion through last
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in, first out valuation. Under this latter
method, cost of current sales is determined
by latest purchases. This must have the
immediate effect, obviously, of indicating
whether or not at least replacement is be
ing maintained in selling prices.
3. W i ll th e a d o p tio n o f a n e w m e th o d
o f in v e n to r y v a lu a tio n in v o lv e a n y a d d i
tio n a l e x p e n se an d e f f o r t? I f th is m e th o d
is n o t r e c o g n ize d b y th e T a x B u re a u , w ill
n o t tw o s e ts o f b o o k s, etc., h a v e to be
m a in ta in e d ?

There should be little additional expense
and effort necessary after the new method
has once been adopted. In fact, in many
instances comparatively little change would
be necessary in present accounts. As far as
tax returns are concerned, it would seem a
simple matter, pending any change in gov
ernment regulations, to draw up a balance
sheet statement on the conventional basis
at the close of any inventory period.
4. W h y n o t s e t u p a n in v e n to r y r e s e r v e
to ta k e care o f a p p re c ia tio n o r d e p re c ia tio n
w ith o u t c h a n g in g a c c o u n tin g m e th o d s ?

This question raises two specific and im
portant problems. First, would such an in
ventory reserve take account of the tax
problem? In view of present conditions it
would seem obvious that it could not. Sec
ond, would an inventory reserve present
the relationship between current costs and
sales prices as accurately and forcibly as
the normal stock or last in, first out meth
ods? Again the answer would seem to be
in the negative.
5. D o e s th e a d o p tio n o f owe o f th ese
m e th o d s o f in v e n to r y v a lu a tio n r e q u ire an
a p p r o p r ia te o r su ita b le tim e ?

While it would be simpler and more de
sirable to institute these methods when
prices of raw materials were at record low
levels, it is by no means too difficult to
adopt them at present.
50-50
After a terrific struggle the Freshman
finished his examination paper, and then
at the end wrote:
“Dear P ro f.: If you sell any of my
answers to the funny papers, I expect you
to split fifty-fifty.”
— B o y s ’ L if e .
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F in a n c ia l S ta te m e n ts
C.P.A., Chicago, Illinois

e c e iv a b l e s

T y p es o f R eceiv a b les .— There are three

main classes of receivables, as follows:
1. Open accounts receivable.
2. Notes receivable.
3. Accrued items.
In addition to the foregoing, there are
numerous special types which do not seem
to fit exactly into any one of these three
groups.
No amount should be classed as a re
ceivable unless it is definitely owing in
money (as distinguished from money’s
worth) as the result of a closed trans
action. For example, merchandise out on
consignment does not represent a receiv
able, because there is no present commit
ment to pay money. Nor do prepayments
of insurance, rent, advertising, etc., con
stitute receivables, even though they may
be convertible into cash, unless the con
version into cash, instead of being used as
expense, has been determined upon as of
a certain date and due notice given.
Nor is it considered best to treat as
receivables such items as advances on fu
ture salaries, if the amounts thereof are to
be collected by payroll deduction rather
than in cash. Similarly, advance payments
on future merchandise deliveries are not to
be collected in cash and consequently
should not be treated as receivables.
On the other hand there are certain true
receivables which are not so classified in
statements. From the legal standpoint,
money on deposit is a receivable. The de
positor does not own any specific money,
but is merely entitled to receive a certain
amount, just as he would be from any
other debtor except that the bank pre
sumably will honor demands for payment
as they are received in the form of checks.
Similarly many deposits, such as those
with utility companies and those to guar
antee fulfillment of a contract, are receiv
ables, which will eventually be collected
but are perhaps not subject to immediate
demand. It is considered best to show the

amounts of such deposits under a separate
caption. In 1917 the American Institute
of Accountants prepared a memorandum
on procedure for the Federal Reserve
Board. In 1929 it directed a revision
which was published by the Federal Re
serve Board under the title “Verification
of Financial Statements.” In 1936 it pre
pared and published a Bulletin with the
title “Examination of Financial State
ments by Independent Public Account
ants.” The Bulletin specifies:
Deposits as security or guaranties and
any other extraordinary items also should
be shown separately.1
Illustrations of the treatment of items of
this type will be reserved for another
article.
V aluation o f R eceiv a b les .—Receivables
of a going concern, whether current or
non-current, are supposed to be valued at
the amounts which will be collected. An
exact predetermination of such amounts is,
of course, impossible, but “reserves should
be provided to cover all probable losses
due to uncollectible amounts, deductions
to be taken for freight, cash discounts, al
lowances, etc. The amounts to be pro
vided in such reserves should usually be
based on the experience of the individual
concern.”2
While receivables should ordinarily be
individually appraised at statement time,
the setting up of a reserve to cover only
losses which can be recognized as probable
is inadequate. Even when the accounts are
individually appraised, recognition must be
given to the certainty that among the
accounts which are considered definitely
good there will be some losses. Even
though the accounts are all less than a
month old, none being past due, the prob
ability that some loss may be sustained re
1E xam in atio n of Financial S tatem ents by in
dependent P ub lic A ccou ntants (issued 1 936),
p. 15.
2B lis s : “ M anagem ent T h ro u g h A ccou nts.”
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quires the establishment of a reserve. It
would seem that an exception to this rule
would not exist even in the case of a
manufacturer who sells only to Ford
Motor Company or General Motors Cor
poration or Montgomery Ward & Com
pany because although in such cases it
would be rather ridiculous to provide a
reserve for bad debts, yet the likelihood of
rejection of merchandise must be consid
ered. There are therefore few concerns
which do not need reserves against re
ceivables.
W ritin g O ff U ncollectible R eceivables.

— The question frequently arises as to
when accounts should be definitely charged
off the books. O f course, if a full reserve
is provided against a specific account, the
net worth is not overstated by permitting
it and its equal reserve to remain on the
books indefinitely, but this is not consid
ered good practice. The Securities and
Exchange Commission provides that:
“Notes and accounts receivable known to
be uncollectible shall be excluded from the
assets as well as from the reserve ac
count."3
It might be said that the time never
comes when an account is absolutely
known to be uncollectible. Years after an
individual debtor has died, creditors have
been surprised at receiving payment from
a son. Long after a corporation has been
declared bankrupt its obligations have been
met by a principal stockholder. But to
attempt to use these rare cases as the basis
for a rule would mean that no account
would ever be charged off, and the dollar
amount of accounts and of reserve would
grow perpetually.
At the other extreme is the practice of
charging receivables off when collection
efforts are to be discontinued. This com
plies with the spirit of the Commission’s
instruction, but has the disadvantage that
it removes from accounting control too
many items on which payment will after
wards be received, with the resulting pos
sibility of abstraction of remittances on
such accounts.
From the bookkeeping and control
standpoints probably the best practice is to
3Instruction B o o k fo r F o rm 10-K fo r C o rp o ra
tions.
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remove all accounts from the active file
when collection efforts are to be discon
tinued, transferring them with their fully
offsetting reserve balances to a suspense
ledger whose total is controlled in the
general ledger but is fully offset by the re
serve. If the treasury department keeps
reasonable watch over these accounts, the
possibility of abstraction can be mini
mized. The amount of the suspense ledger
control and of the offsetting reserve should
both be excluded from financial state
ments issued to the public.
Then, to keep the suspense ledger from
becoming too bulky, amounts therein
should be charged against the reserve and
removed to a dead file whenever the
debtor’s estate has been wound up follow
ing bankruptcy or death, at the latest, or
when the statute of limitations has tolled.
As said, there will be occasional collec
tions on these accounts even after this
final removal to a dead file.
Some concerns make too liberal use of
a suspense ledger, entering therein all
doubtful accounts. When this practice is
followed to a sufficient extent the neces
sity for a reserve against other accounts
has been considered obviated because of
the fact that collections on suspended ac
counts will offset losses on accounts not
suspended. It is considered, however, that
this method does not lead to the best state
ment preparation, because of the resulting
failure to show the fact that there is a
reserve (although hidden) and its amount.
D isplay o f R e s e rv e s A g a in st R ec e iv 
ables. —Reserves against receivables are

valuation reserves and should be deducted
from the asset value. It is considered de
sirable that the amount of the reserve be
indicated. The Federal Reserve Board’s
suggested form of balance sheet shows the
total amounts of receivables of various
classes, and from this total deducts
L ess—
R eserv e fo r bad d e b t s ...................................................
R eserv e fo r discounts, freight,
allow ances, etc..............................................................

The display by Libbey-Owens-Ford
Glass Company4 resembles the above:
4A ll illustrations in this article a re fro m 1934
published reports. T o conserve space, money
am ounts are shown to the nearest dollar.
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N otes, trad e acceptances
and accounts receivable $1,265,380
L e s s : R e s e r v e .......................
194,427

$1,070,953

Probably in order to save space many
corporations indicate the amount of the
reserve in the caption, as in the balance
sheet of Celluloid Corporation :
T ra d e N otes and A ccou nts Receivable,
less R eserves $89,763 .............................. $678,310

Industrial Rayon Corporation shows the
reserve as a deduction:
C u stom ers’ note and a c
counts receivable ............ $1,176,257
L e s s : R eserv e fo r doubt
ful, etc........... .........................
99,529
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C u stom ers’ A ccou nts Receivable, less
reserve $156,452 ......................................... 2,811,675
Sundry A ccou nts and N otes, less r e 
serve $14,288 ................................................
144,664

Kansas City Power & Light Company
calls the reserve by another name:
N otes and A ccou nts R eceiv ab le:
C u stom ers’ A c c o u n t s ... $1,500,324
O th er N otes and A ccts.
172,239
L ess A llow ance fo r losses,
etc..............................................

$1,672,563

188,675
$1,483,888

L. A. Young Spring & Wire Corpora
tion calls the reserve simply:
$1,076,728

R eserve fo r bad debts................................... $41,514

Chrysler Corporation uses the expres
sion :

but E. I. du Pont de Nemours & Com
pany indicates the amount parenthetically:

A ccounts receivable (less allowance
of $64,741) ................................................ $10,135,480

A ccounts and
N otes
Receivable,
T ra d e (less reserve fo r doubtful
accounts and notes, cash discounts,
etc., $1,818,547) ..................................... $17,043,617

Southern California Edison Company,
Ltd., styles the valuation account:

Alpha Portland Cement Company indi
cates provision for freight allowances to
be claimed by customers:
A ccounts and notes receivable (less re 
serve fo r discounts, freigh t, and
doubtful accounts, $100,754) ................ $235,536

Provision should of course be made for
all losses which will be sustained in real
izing on the receivables. Stewart-Warner
Corporation shows:
R eserv e fo r doubtful accounts, allow 
ances and discounts .............................. $271,826

Commercial Factors Corporation men
tions trade discounts, which are not
usually included in the gross receivable
and consequently do not require a reserve:
T ra d e A ccou nts Receivable, less re 
serve fo r trad e discounts ................ $8,432,468

The United States Playing Card Com
pany carries:
R eserves fo r rebates, discounts and
doubtful accounts .......................................... $84,798

Colgate - Palmolive - Peet C o m p a n y
shows:
R eserve fo r doubtful accounts, allow 
ances, e tc............................................................$973,293

The Electric Auto-Lite Company shows
separately the amount of the reserve
against each type of receivable:
Custom ers N otes and A cceptances, less
reserve $90,255 ............................................ $100,497

R eserve fo r Uncollectible R e ce iv a b le s.. $272,510

International
speaks o f :

Cement

Corporation

R eserve against slow and doubtful
item s ................................................................... $298,005

and Bendix Aviation Corporation reveals:
R eserve fo r d o u b tf u ls ................................... $268,714

The Lambert Company does not indi
cate the amount of the reserve:
A ccounts Receivable, Custom ers (less
reserv e) ............................................................ $649,397

The same thing is true of Mid-Conti
nent Petroleum Corporation:
N otes and accounts receivable, less re 
serve fo r doubtful item s .................. $2,699,508

The display of a reserve for bad debts
on the credit side of the balance sheet is
seldom seen except in the cases of certain
utilities, some of whose account classifica
tions provide for showing such a reserve
under the caption Reserves and outside of
current liabilities, although the receivables
are in current assets.
Other examples of the display of re
serves appear later herein in connection
with the display of receivables.
N o tes, T ra d e A ccep ta n ces, and A c 
co u n ts —The first segregation which is

made in connection with receivables is as
to their form. A complete segregation of
notes, drafts, trade acceptances, and open
accounts is made in relatively few pub
lished statements, although Texas Pacific
Coal and Oil Company furnishes an
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elaborate analysis:

M iscellaneous

N otes and accounts receiv ab le:
M unicipal paving certificates m atu r
ing p rior to D ecem ber 31, 1935
($38,036 pledged as collateral to
notes payable) ......................................... $191,090
N otes and w arran ts receivable m a tu r
ing prior to D ecem ber 31, 1 9 3 5 . . . .
64,047
A ccou nts re ceiv ab le:
Custom ers ................................................... 246,032
Partnership interests and o th e r s ..
47,564
N otes and accounts receivable due
fro m officers and employees . . . .
2,149
Total ......................................................... $550,882
L ess reserve ................................................
149,612
$401,270

General Motors Corporation makes a
considerable analysis displaying in current
assets:
Am ount due from General M otors
M anagem ent C orp oration , M arch
15, 1935 ....................................... ...............
$838,877
S ight d ra fts with bills o f lading a t
tached, and C.O .D. item s..................... 7,025,745
N otes r e c e iv a b le ............................................ 1,235,522
A ccou nts receivable and trad e accep 
tances (less reserve fo r doubtful
a cco u n ts: $2,211,390) ............................ 28,708,270

C om bining N o tes, T ra d e A ccep ta n ces,
and D ra fts . —The Federal Reserve Board’s

recommended form of balance sheet5 com
bines all receivables evidenced by written
instrument into one caption, “notes” :
N otes and accounts rece iv a b le :
N otes receivable, cu stom ers’ (not past due)
A ccounts receivable, cu stom ers’ (n o t past due)
N otes receivable, cu stom ers’ (p ast d u e ) ___
A ccou nts receivable, cu sto m ers’ (p ast d u e ) . .

Comment is reserved until later on the
above limitation to customers and on the
reference to due dates.
This degree of separation in display—
receivables evidenced by written instru
ment and open accounts— is much favored
in practice. An illustration is contained in
the showing by The Murray Corporation
of America:
N otes and A ccou nts Receivable
Custom ers’ notes . . $211,434
Custom ers accounts 1,483,579
Less allow ance for
doubtful notes and
accounts ...............

104,680
$5,544,717

L e s s : A llow ance fo r uncollecti
ble notes and accounts . . . .

945,854
$4,598,863

It will be noticed, however, that, in an
illustration given just above, General Mo
tors Corporation combines trade accep
tances with accounts rather than with
notes.
Remington Rand Inc. shows drafts com
bined with notes:
Fo reig n D ra fts and N otes
Receivable ............................ $1,048,157
L ess : R eserves ..................
38,000
F o reig n
D ra fts
and
Notes
Receivable,
less R eserves ............
$1,010,157
A ccounts Receivable ......... $9,597,543
L e s s : R eserves ................
998,411
A ccou nts
Receivable,
less R e s e r v e s ..............
8,599,132

For many years it has been the recom
mendation of many accountants that a
past-due note be classed as an account.
There seems to be little merit in this
thought because it is usually easy for the
creditor to obtain a renewal note which
will not be past due, and thus defeat the
purpose of the rule.
It should be noted, however, that notes
receivable should not be aged in reference
to their due dates, but rather in reference
to the date of the transaction, whether ac
count or note, out of which they originally
arose.
Yosemite Portland Cement Corporation
specifically excludes past-due notes from
the current group:
N otes Receivable, P a s t Due
(p artially secu red ) ....................................... $65,138
L ess reserv e fo r doubtful notes receiv
able ................................................................... 28,220
R em ainder notes receivable, past due $36,918

The Baldwin Locomotive Works ex
cludes from current assets its past-due for
eign items:

$1,695,013
214,560

.......................................
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$1,480,453

The Pittston Company displays:
N otes, trad e acceptances, and accounts receiv
able :
N otes and trad e acceptance receiv 
able, trad e ............................................
$861,743
A ccou nts re ceiv ab le:
T ra d e ....................................................... 4,578,294
5V erification o f Fin an cial S tatem ents, p. 24.

N otes and O th er Credit Instrum ents and
A ccou nts Receivable not realizable
w ithin one y ear (including past due
foreign item s, $2,268,860, and less re 
serve, $2,575,868) ....................................... $100,477

C o m b in in g N o te s with A c c o u n ts .—
Many balance sheets of large corporations
make no segregation of notes from
accounts, probably because it is thought
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that from the reader’s standpoint there is
not enough difference between them to jus
tify an additional line on an already
crowded page. The Securities and E x 
change Commission instructs that “notes
and accounts receivable may be com
bined.”6
This practice is followed by The FairChicago, which carries:
N otes, conditional sales co n tracts and
accounts receivable ................................ $2,255,279
L ess allow ance fo r doubtful ................
284,698
$1,970,581

The Borden Company combines all cur
rent receivables in one general caption:
R eceivables (Including salary ad
vances to employees o f $ 4 5 ,3 2 0 )—
L ess R eserv e fo r D oubtful A c 
counts o f $1,917,540 ............................ $13,045,774

The Commonwealth & Southern Corpo
ration shows, similarly:
A ccou nts and notes receivable, less
reserve o f $1,907,092 ....................... $16,548,048

Childs Company combines:
Tenants and O th er N otes and A ccounts
Receivable
and
A pproved
Claims
( A f te r R e se rv e ) ......................................... $41,182

D isplay o f C ollateral .— When there is
collateral securing the receivables, it is
thought that the fact should be disclosed
unless the value of the collateral is rela
tively negligible. The value of the colla
teral should be indicated if determinable.
Standard Brands Incorporated shows
simply, in current assets:
N otes and collateral loan receivable . . $120,878

The Yale & Towne Manufacturing
Company displays outside of current
assets:
Em ployees’ L oan s fo r S to ck and H om e
P u rch a se s (S e c u re d ) ................................ $239,819

American Manufacturing Company de
scribes the collateral:
D ue from affiliated com pany (m erch an 
dise and accounts receivable held as
co lla te ra l) ....................................................... $141,392

C u rren tn ess .— The second demarcation
which is made in connection with receiv
ables is as to currentness. In separating
those which are current from those which
are non-current the ordinary rule is that
only those receivables which will be
6Instru ction B o o k fo r F o rm
porations.

10-K fo r C o r
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realized in cash within a year in the ordi
nary course of business are to be con
sidered current. This limitation excludes
from the current grouping many deferredpayment contracts (to the extent to which
they will not be collected within a year),
and many mortgages, bonds, long-term
notes, etc.
On the other hand, except as noted be
low, it is generally considered proper to
classify past-due items as current receiv
ables. It will be noted that this treatment
is contemplated in the Federal Reserve
Board’s suggested form of balance sheet,
quoted above. If there is doubt as to their
collectibility an adequate reserve must be
provided. If, however, it seems that there
is little doubt as to ultimate collectibility,
but that collection will be deferred beyond
a year, the receivable, whether past due or
not, must be moved out of the current
group, the rule being that the net amount
left in the current classification for each
receivable, after the application to that re
ceivable of a proper amount for doubtful
collectibility, must not exceed the amount
which may reasonably be expected to be
collected within a year.
An illustration is furnished by Kenne
cott Copper Corporation, which carries,
immediately below current assets:
D eferred A ccou nts R e c e iv a b le ................ $604,731

The Texas Corporation shows:
L on g T erm Receivables — L ess R e 
serve o f $120,000 ..................................... $3,998,774

S e g reg a tio n o f N o n -C u rre n t R eceiv 
ables .— Current receivables appear at one

point on the balance sheet; non-current at
another. The Westinghouse Air Brake
Company, for example, includes in cur
rent assets:
N otes and accounts receivable, includ
ing $12,430 fro m subsidiary com 
panies not consolidated (less re 
serves fo r doubtful items, $356,262) $1,682,468

and as the first item after the total of
current assets:
N otes and A ccou nts Receivable N ot
C u rren t .......................................................... $1,265,014

Industrial Rayon Corporation displays
between the Current and Permanent
groups:
M o rtg ag e note receivable ............................ $13,750
Sundry accounts receivable, advances,
etc..............................................................................
1,368

Below current assets Pittsburgh Plate
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Glass Company shows:
O th er R eceivables :
C ollateral notes due in 1938 ............ $1,960,000
Em ployees, including officers o f
subsidiary com panies ...................
96,806
Deposits in closed banks, $340,210
fully r e s e r v e d ............................................................ ..
O th er receivables
(less reserve,
$69,383) ...................................................
552,827
T o ta l O th er R eceivables ............ $2,609,633

Kimberly-Clark Corporation carries in
Other Assets:
L and co n tracts receivable

............................ $8 556

The Pittston Company excludes from
current assets:
N otes receivable, trade, m aturing sub
sequent to 1935 .............................................. $88,220
Sundry claim s and accounts re c e iv a b le .. 170,423

American Beet Sugar Company ex
cludes from current assets:
L and Sale C ontracts, e tc....................................$13,543

Hazel-Atlas Glass Company excludes
from current assets:
L on g T erm C ontracts, etc., Receivable
(N e t o f R e se rv e ) ....................................... $76,912

Under Miscellaneous Assets,
Gas Corporation displays:

United

N otes and A ccounts Receivable— N ot
C urrent ............................................................ $785,165

Under Deferred Assets and Expenses,
International Paper and Power Company
shows:
Accounts and notes receivable not cu r
rently due ....................................................... $771,960

Outside current assets Oliver Farm
Equipment Company displays:
E x p o rt A ccount Receivable, in part
secured, due on or b efore M ay 30,
1936 ................................................................. $2,004 091
Less— Reserve fo r loss on e x 
change ................................................
511,745
$1,492,346

When a non-current receivable reaches
the point where it will be due within a
year, it becomes current. For example,
Standard Brands, Incorporated shows in
current assets:
M ortgage Receivable (P a id Jan u ary
2, 1935) .......................................................... $450,000

Similarly, Falstaff Brewing Corporation
includes in current assets:
N otes receivable due from employees
(2,285 shares of company’s capital
stock held as co lla te ra l)— Liquidated
in Jan u ary, 1935 ............................................ $15,000

Installm ent R eceiv a b les —Dealers on the
installment plan usually sell on four dis
tinct bases: (1) for cash; (2) on regular
short-time credit, payment being due
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shortly after the first proximo; (3) on
longer-time credit, with substantial pay
ments spread over two, three, or four
months; (4) on the installment basis, with
small payments spread over a considerable
number of months, perhaps over several
years.
Sales on the second basis are usually
made on the personal credit of the buyer,
the dealer retaining neither title to nor
lien against the merchandise; sales on the
third basis are sometimes on the personal
credit of the buyer and are sometimes
protected as are regular installment sales.
Receivables on account of sales on the
personal credit of the buyer are ordinary
customers’ receivables. Dealers who sell
on the fourth base usually adopt one of
four ways of protecting themselves in
case of default—
“ (a) By an agreement that title is to
remain in the vendor until the purchaser
has completely performed his part of the
transaction;
(b) By a form of contract in which
title is conveyed to the purchaser imme
diately, but subject to a lien for the un
paid portion of the selling price;
(c) By a present transfer of title to the
purchaser, who at the same time executes
a reconveyance in the form of a * * *
mortgage to the vendor; or
(d) By conveyance to a trustee pending
performance of the contract and subject
to its provisions.”7
No matter which method of protection
the dealer elects as being most advan
tageous under the laws of the State in
which he is operating, the rule is that, if
in no case do the installment terms exceed
a year, the installment receivables are all
current, and may be so shown; if some of
these receivables will not fall due within
the year which constitutes the arbitrary
division between current and non-current
assets, a separation should be made or the
entire amount of installment receivables
shown in a single caption outside the cur
rent grouping. The Bulletin provides :
“Notes (including installment notes) of
a material amount maturing later than one
year from the date of the balance sheet
7A rticle 44-1 of Regulations 86 of the U . S.
Bureau of Internal Revenue.
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should be shown separately thereon unless
trade practice warrants a different treat
ment. Balance sheets of businesses whose
sales are largely installment sales should
show the notes receivable in some detail.
“If accounts of a material amount, in
cluding installment-sales accounts, mature
later than one year from the date of the
balance sheet they should be shown sepa
rately thereon unless it is impracticable to
segregate the proportion maturing beyond
a year or trade practice warrants a differ
ent treatment. In that event the balance
sheet should carry an explanatory note.”8
Central Hudson Gas & Electric Corpo
ration, which does not indicate current
assets as such, shows:
Installment Contracts—
Amounts owing by customers on their
installment contracts purchased by the
company from appliance dealers (lat
est maturity 1939) .............................. $973,216

Commercial Credit Company likewise
does not indicate its current assets sepa
rately, but furnishes considerable detail
as to its receivables:
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Corporation displays:
Installment notes receivable — In
amounts o f $300 or less except in
Canada, maturing in one to twenty
months (less unearned discount and
fees—$160,150) ................................ $37,820,592
Less reserves for lo s s e s ..................
1,996,255
Installment notes receivable—N et $35,824,337

The classification of these receivables as
current assets by this company is probably
justified on the ground that the item repre
sents the investment of funds, and is not
the result of sales.
As installment sales are subject to
greater losses than short-time sales, the
problem of valuation is more acute. On
this account it is considered conservative
not to take into income the profit from
such sales except as it may be realized
by collection. The reference to deferred
credits by Anaconda Copper Mining Com
pany indicates such a treatment.
Installment house and land sales and
other accounts receivable less re
serves and deferred credits to in
come applicable thereto .................... $1,153,763

This item is carried in Working and
Other Assets, not in Current Assets.

Motor Lien Retail Time Sales N otes $54,449,131
Motor Lien W holesale Notes and A c
ceptances ............................................. 11,176,968
Industrial Lien Retail Time Sales
Notes ................................................... 14,968,071
Open Accounts, N otes, Acceptances
and Rediscounts .............................. 15,488,030

Segregation to M anner in W hich R e
ceivables A ro se .—The next segragation of

pendent Public Accountants, pp. 13, 15.

second edition, page 229.

receivables to be considered (the segre
gation being generally made, however,
concurrently with the segregation as to
currentness) is as to the manner in which
the
receivables arose. By far the largest
$96,082,200
number result, of course, from sales, but
Installment receivables are all carried as among receivables on the books of account
current assets by Packard Motor Car will be found the amounts of loans and
Company, which displays:
“Deposits to cover damage, guarantee
payment of expense, or guarantee
Accounts and Notes Receivable, Less Reserve—
Accounts Receivable .......................... $ 506,644
good faith in performance of a con
Deferred Installment Notes ..............
976,719
tract.
Advances to subsidiaries or employees
$1,483,363
on account of salaries or expenses.
United States Hoffman Machinery
Claims
against creditors for damaged
Corporation shows in current assets:
or returned goods.
Installment accounts receivable, after
Claims against common carriers for lost
deducting reserve ($175,000). In
or damaged goods.
cludes $2,215,641 against which chat
tel mortgage or equivalent liens are
Claims against government for rebates
held by the Company. It does not in
and the like. . . .
clude interest accrued on installment
Unpaid calls on stock subscriptions.
accounts receivable ............................ $2,107,600
Claims against absconding and default
Other accounts receivable, after de
ducting reserves ($81,570) ..........
344,277
ing officers.
In current assets Household Finance
Claims against customers for return of
Containers.”9
9Accountants’ Handbook,” by W . A. Paton,
8E xam ination of Financial Statements by Inde
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These come into receivables as a matter
of bookkeeping expediency. While this
article cannot be made a text on book
keeping, it will not be out of place to com
ment on the increasing emphasis which is
being placed by many organizations on the
ultimate economy resulting from provid
ing a sufficient number of subsidiary led
gers and controlling accounts so that re
ceivables will be classified on the books
into the groupings into which they should
fall on properly prepared statements.
When that is done, the solution of the
problem of classification is made at the
time of original entry instead of requiring
analysis of the accounts when statements
are to be drawn off.
G enera l R u le o f Classification A s to
M a n n e r in W h ich R eceiv a b les A r o s e .—

With certain specific and rigid exceptions,
all receivables may be classified as such on
the balance sheet, provided proper atten
tion is given to the separation of current
from non-current and to the valuation of
each group. But since in the case of the
common commercial enterprise the natu
ral assumption is that receivables result
from sales of merchandise in the ordinary
course of business, it is considered neces
sary to describe separately any receivables
which arose in other ways, i f their am ount
is at all material in respect to the total in
which they would otherwise be hidden.
Furthermore, if the general receivables
caption is limited, being, for example,
“Accounts Receivable—Trade” or “Ac
counts Receivable from Customers,” it
would, of course, be inaccurate and im
proper to include therein any amount,
however insignificant, which was not
accurately described by the caption. It
may be interpolated here that it is not
generally considered that either of the
above terms would be properly used to in
clude an amount receivable on account of
a sale of fixed assets or other property
not normally a part of the seller’s stockin-trade, except that receivables from sales
of scrap and salvage materials are for
this purpose treated as trade or customers’
accounts. Since a separation of scrap re
sulting from processing and scrap result
ing from discarded machinery is not al
ways possible, the above principle asserts
a marked extremity of exactness.

M a rc h ,

It is stated in the Bulletin that:
“Notes arising from transactions outside
the ordinary business of the company
should be shown separately on the balance
sheet.”10
The separation of non-trade accounts
from those of customers is made in the
following manner by Pittsburgh Plate
Glass Company, which carries in current
assets:
N o t e s a n d a c c o u n ts r e c e iv a b le ( c u s t o 
m e r s, $ 6 ,6 4 5 ,7 2 5 ; o th e r , $ 2 8 8 ,1 4 0 ;
le s s r e s e r v e , $ 1 ,2 5 1 ,4 4 6 ) ....................... $ 5 ,6 8 2 ,4 1 8

P. Lorillard Company gives the same
treatment in an expanded form :
A c c o u n t s R e c e iv a b le
T r a d e ........................................
O th e r ........................................

L e s s : R eserv e

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

$ 2 ,9 3 2 ,3 0 0
43,751
$2 ,9 7 6 ,0 5 1
102,441 $ 2 ,8 7 3 ,6 1 0

Hazel-Atlas Glass Company shows the
notes separately:
N o t e s an d a c c o u n ts r e c e iv a b le :
N o t e s r e c e iv a b le , t r a d e ............................
A c c o u n ts r e c e iv a b le , tr a d e ..................
A c c o u n ts r e c e iv a b le , e m p lo y e e s . . . .
A c c o u n ts r e c e iv a b le , o th e r ...............

L ess— R eserv e

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

$

178,844
1,405,140
51,603
208,5 5 5

$ 1 ,8 4 4 ,1 4 2
135,000
$ 1 ,7 0 9 ,1 4 2

The Coca-Cola Company furnishes no
designation of the source of receivables
and indicates no reserve, showing simply:
A c c o u n ts r e c e iv a b le

...................................... $ 1 ,5 3 3 ,6 7 8

Under other assets this company displays:
S u n d ry n o tes and acco u n ts r e c e i v a b l e .. $ 665,651

Consolidated Coppermines Corporation
gives no detail regarding what in its case
is one of the smallest items on its balance
sheet:
A c c o u n t s r e c e iv a b le ................................................ $3,191

R eceiv a b les D istin gu ish ed fr o m In v est
m ents. — It seems to be difficult to phrase

an adequate statement of the line of de
marcation between investments and re
ceivables, and in fact it may not be neces
sary to do so if the general principles
governing the distinction between the two
can be made clear.
If a serial note is acquired as an invest
ment, it remains (generally) an invest
ment. If there are a ready market and a
readily ascertainable market value, it will
10E x a m in a tio n o f F in a n c ia l S ta te m e n ts by I n 
d ependent P u b lic A c c o u n ta n ts, p. 13.
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be a current asset; if not, it will be shown
below the current line. If, in the latter
case, a statement is being prepared within
a year prior to the due date, and there
seems to be no justification for believing
that the item will not be paid in cash at
maturity, there is no good reason for not
bringing it into the current group. In such
a case it would be a receivable, but it
would not be buried with the general run
of receivables unless its amount were rela
tively insignificant in relation to the total.
But as a matter of fact it was a receiv
able from the date of its acquisition, al
though a non-current one. Would it have
been proper to have classified it as a noncurrent receivable in the years before it
became current? Literally, the answer is
probably yes, but because receivables gen
erally connote the results of operations it
would seem that such a caption, unampli
fied, would fall short of being fully re
vealing unless, again, the amount were
relatively immaterial.
If, however, the note were taken in set
tlement of a debt resulting from sales
transactions, it could properly be treated
as a receivable (perhaps first non-current
and later current) from the date of its
acquisition.
N o n -C u rre n t R eceiv a b les as In v e st
m ents. — Relatively few corporate state

ments have a caption for non-current re
ceivables. There is considered to be little
value in separating such receivables from
miscellaneous non-marketable investments,
as, if both are properly valued, it would
seem that no reader of the balance sheet
would be aided by such a separation. Both
represent the tying up of money which
could not ordinarily be made quickly
available for general corporate purposes
without negotiation and probably some
loss, and the exceptions to this condition
are as likely to be in one group as in the
other. The designers of the Federal Re
serve Board’s suggested form of balance
sheet provided for no non-current classi
fication of receivables. The form names
receivables only in current assets, as indi
cated in the quotation earlier in the pre
ceding article, and gives no specific indi
cation as to where non-current receivables
or receivables from other than customers
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are to be shown, except that under “Other
current assets” space is provided for “in
debtedness of officers, stockholders, and
employees” and for “indebtedness of
affiliated companies (current).” There is
at the bottom of the statement a caption
“Other assets (describe fully),” but it
would seem that the intention was that
non-current receivables should be classi
fied as “Other investments (state import
ant items separately).”
Cannon Mills Company groups non-current receivables with investments. It shows
as a current asset:
N o t e s a n d a c c o u n ts r e c e iv a b le ( le s s
r e s e r v e s f o r d o u b t f u l a c c o u n t s ) . . $ 5 ,3 0 7 ,0 0 5

and under the main heading “Other Re
ceivables and Investments” :
N o t e s a n d a c c o u n ts r e c e iv a b le f r o m
m ills , e tc . ( l e s s r e s e r v e fo r d o u b tfu l
n o t e s ) .................................................................. $ 1 ,3 6 2 ,4 8 8

Under the caption Other Assets, The
Fair-Chicago combines:
S u n d ry in v estm en ts, a c co u n ts , cla im s, e tc. $ 3 9 ,2 8 0

R eceiv a b les fr o m S u b sid ia ry a n d A ffili
ated C om panies. —The Bulletin specifies:

“Notes of affiliated concerns should not
be included with customers’ notes on the
balance sheet even though received in re
spect of transactions in the ordinary
course of business. They may be shown
as current assets, investments or otherwise
as the circumstances justify; inclusion as
current assets is allowable only if the
debtor company has a satisfactory margin
of current assets over current liabilities
including such notes. . . .
“Accounts receivable from affiliated con
cerns, even though arising from transac
tions in the ordinary course of business,
should be shown separately on the balance
sheet. Accounts with affiliated companies
may be shown as current assets, invest
ments or otherwise as the circumstances
justify. They may properly be included as
current assets only if the debtor company
has a satisfactory margin of current assets
over current liabilities including such ac
counts.”11
The rules of the Securities and E x 
change Commission include an instruction
to “state separately * * * total of current
11E x a m in a tio n o f F in a n c ia l S tatem en ts by I n 
dependent P u b lic A c c o u n ta n ts, pp. 13, 15.
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amounts due from parents and subsid
iaries * * *. Indebtedness of a parent or
subsidiary, or an affiliate * * * shall not
be considered as current unless the net
current asset position of any such affili
ate justifies such treatment.”12
The above requirement that indebted
ness from an affiliate be considered not
current unless the current position of the
affiliate justifies other treatment is emi
nently sound in view of the affiliated rela
tionship. The requirement that receivables
from affiliates be set forth separately, not
being included as customers’ receivables
even when resulting from trading trans
actions, is likewise thoroughly accepted.
A similar rule is found in the instructions
of the New York Exchange, quoted later
herein.
In a consolidated balance sheet, amounts
receivable from companies included in the
consolidation eliminate, and do not appear
on the balance sheet. Receivables from
companies not included in the consolida
tion are either shown separately, as above
specified, or included with the creditor
corporation’s investment in those compa
nies. An example of the latter treatment
is furnished by Atlas Corporation:
Investments in and receivables from
controlled but non-consolidated com
panies (see management’s comments
in Schedule IV annexed) carried
by management for purposes of
this statement at .............................. $20,408,246

Similarly, Houdaille-Hershey Corpora
tion carries under the caption Investments
and Miscellaneous Advances:
Advances to and investment in affiliated
company .................................................. $257,000

Wilson & Co., Inc., displays:
Investment in and Advances to Affili
ated Company .................................... $3,829,975

Receivables from affiliates are separated
from the investment therein by The
United Gas Improvement Company, which
shows:
Investments:
Subsidiary
Compa
nies — A t C o st.. $209,600,529
Other Investments—
At Cost or less .. 122,244,768 $331,845,297
12Instruction Book for Form 10-K for Cor
porations.

Advances and other
Accounts not Cur
rently Receivable:
Subsidiary Companies
Others ........................

M arch,

$8,321,125
881,446

9,202,571

When receivables from affiliates result
from merchandising transactions on ordi
nary terms, and the current position of
the debtors justifies such treatment, it is
proper to include the receivables in cur
rent assets, but the amounts must be set
forth separately. E. I. du Pont de Ne
mours & Company includes in current
assets:
Miscellaneous Accounts Receivable,
Advances, Etc. (including current
accounts receivable from controlled
companies
not
wholly
owned,
$372,090 ................................................ $1,616,280

Similarly, New England Power Asso
ciation shows in current assets:
Accounts Receivable from Subsidiary
Companies ................................................ $22,006

and United States Rubber Company in
cludes in the current group:
Accounts and notes receivable from
controlled companies ........................ $2,221,054

Receivables fro m
Stockholders, and

Officers, D irectors,
Em ployees. — The

Bulletin provides:
“Notes from stockholders, directors, offi
cers and employees . . . should be shown
separately on the balance sheet. . . . Ac
counts receivable from stockholders, di
rectors, officers and employees, unless for
ordinary and current trade purchases of
merchandise, should be shown separately
on the balance sheet.”13
The rules of the Securities and Ex
change Commission include an instruction
to “state separately . . . total of current
amounts due from officers and directors,
other than trade accounts subject to the
usual trade terms.”14
The rule of the New York Stock Ex
change is that “notes or accounts receivable
due from officers, employees, or affiliated
companies must be shown separately and
not included under a general heading such
13Examination of Financial Statements by In
dependent Public Accountants, pp. 13, 15.
14Instruction Book for Form 10-K for Corpo
rations.

as Notes Receivable or Accounts Receiv
able.”15
The minor differences in these require
ments are hardly worth consideration: all
the authorities ask for separate disclosure
of receivables from officers; the Ameri
can Institute and New York Stock E x 
change include employees, but the Securi
ties and Exchange Commission does not;
the Commission and the Institute include
directors, while the Exchange omits them ;
and the Institute asks for separate dis
closure of receivables from stockholders.
It is believed that none of the three would
object to a display which included in one
amount the receivables from officers, di
rectors, and employees, provided that the
combination did not result in making a
material fact less readily discernible.
The question has arisen as to who are
officers. The Securities and Exchange
Commission has said:
“The term ‘officer’ means a chairman of
the board, president, vice-president,
treasurer, secretary, comptroller, and any
other person who performs functions
corresponding to those performed by the
foregoing officers.”16
Unless such receivables arise from mer
chandising transactions on the ordinary
basis of trading, they are likely to be noncurrent in that they will not be collected
within a year in the regular course of
business. Industrial Rayon Corporation
displays between the Current and Perma
nent groups:
O ffic e r s ’ a c c o u n ts r e c e iv a b le

.............................. $96 1

Cannon Mills Company shows in Other
Receivables and Investments:
N o t e s r e c e iv a b le f r o m o ffic e r s a n d e m 
p lo y e e s
( $ 27,281
secu red
b y 2 ,8 1 2
s h a r e s C a n n o n M ills C o m p a n y c a p ita l
s t o c k ) .................................................................
$ 3 2 ,081

Kimberly-Clark Corporation shows the
amount receivable from officers and em
ployees parenthetically in current asse ts:
N o t e s a n d a c c o u n ts r e c e iv a b le in c lu d 
in g r e c e iv a b le s f r o m o ffic e r s a n d
e m p lo y e e s , $ 8 ,6 3 1 ( l e s s r e s e r v e f o r
d o u b t f u l r e c e iv a b le s , $ 1 5 1 ,2 7 9 ) . . . . $ 1 ,7 7 4 ,9 5 1
15S ta te m e n t o f C e r ta in A c c o u n t in g P r in c ip le s
se n t to lis t e d c o r p o r a tio n s b y R ic h a r d W h it n e y ,
P r e s id e n t, u n d e r d a te o f J a n u a r y 3 1 , 1933.
16I n s t r u c t io n
p o r a tio n s .
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Superior Steel Corporation makes it
clear that there are no such receivables:
A c c o u n ts w ith O fficers an d E m p l o y e e s .. N o n e

American Crystal Sugar Company pre
sents an interesting analysis in current
assets:
A c c o u n ts r e c e iv a b le :
T r a d e a c c o u n ts ...........................................
F a r m e r s a n d o t h e r s .................................
O ffic e r s a n d e m p lo y e e s .........................

$ 8 0 6 ,0 9 6
2 9 1 ,7 2 6
2 ,953
$1 ,1 0 0 ,7 7 5

The second amount is referenced to a
footnote which reads:
“Includes $50,454 due in connection with
livestock feeding operations from a co
partnership of which a local employee is
a partner, $25,000 has subsequently been
repaid.”
The foot-note is probably inserted because
to the extent of the employee’s interest
the amount shown as receivable from
farmers and others is receivable from offi
cers and employees.
Belding Heminway Company carries,
outside of current assets:
N o t e s R e c e iv a b le — E m p lo y e e s

.................... $ 2 5 ,2 9 0

Household Finance Corporation shows
the amount parenthetically outside of cur
rent assets:
O th e r R e c e iv a b le s , etc. (in c lu d in g e x 
p e n s e a d v a n c e s — $ 2 2 ,8 0 5 ; a n d o ff ic e r s ’
a n d e m p lo y e e s ’ a c c o u n ts — $ 6 ,7 8 6 ) . . $ 2 2 7 ,6 9 2

The American Rolling Mill Company
displays out of current assets:
O fficers’ and em p lo yees’ A cco u n ts ( F o r
ad v an ces, real esta te , stock , e tc .) . . . . $ 6 6 6 ,2 8 3

Carnation Company includes working
funds in receivables from employees, in
current assets:
D u e f r o m e m p lo y e s , p r in c ip a lly in r e 
s p e c t o f w o r k in g fu n d s ............................ $ 5 0 ,4 5 7

R eceiv a b les fr o m S to ck T ra n sa ctio n s .—
It is considered improper to fail to dis
close as a separate item on the balance
sheet amounts receivable by the corpora
tion on account of subscriptions to or
sales of its own stock. Under no condi
tions may such amounts be included in
another caption whereby their nature or
amount will be concealed. HarbisonWalker Refractories Company shows in
Other Assets:
A c c o u n ts
R e c e iv a b le — E m p lo y e e s ’
a n d O ffic e r s ’ S t o c k P u r c h a s e A c 
c o u n ts
(R e p r e s e n t e d
by
4 0 ,1 0 4
s h a r e s o f H a r b is o n - W a lk e r R e f r a c 
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to r ie s C o m p a n y C o m m o n S t o c k )
(S e e
C o n tin g e n t
R eserv e
fo r
C o n tr a ) ............................................................... $ 1 ,5 4 3 ,0 8 8

As a separate caption after fixed assets,
P. Lorillard Company displays:
S u b s id ia r y C o m p a n y e m p lo y e e s
B a la n c e o n p u r c h a s e o f S h a r e s in
s u b s id ia r y ............................................................ $ 5 ,5 9 2

Struthers Wells-Titusville Corporation
shows outside current assets:
D u e f r o m E m p lo y e e s f o r P u r c h a s e o f
P r e f e r r e d C a p ita l S t o c k (1 1 5 s h a r e s
h e ld a s c o lla t e r a l) .............................................. $ 8 ,5 0 4

M a rc h ,

notes."17
(3)
The receivables may be shown
gross, i. e., untouched on account of the
discount, and the liability shown as a de
duction therefrom. This method is fol
lowed by Blaw-Knox Company, which
shows in current assets:
N o te s
and
A cce p ta n ces
R e c e iv a b le ,
T r a d e ....................................................................... $ 2 6 3 ,8 2 6
L e s s : N o t e s R e c e iv a b le , T r a d e , D i s 
c o u n t e d ..................................................................
101,579

A c co u n ts

N o te s R e c e iv a b le f o r co m m o n s to c k
sold to em p lo yees u n d e r E x e c u t i v e s ’
S t o c k P u r c h a s e a n d M e r it B o n u s
P la n
.................................................................... $ 5 ,2 5 9 ,6 9 4

L e s s : R e se r v e fo r D o u b tfu l N o te s and
A c c o u n t s R e c e iv a b le , T r a d e ..................

Commonwealth Edison Company shows
parenthetically the amount applicable to
stock transactions, displaying in Other
Assets:

The W ayne Pum p Company shows the
contingent liability in a footnote:

S to ck
s u b s c r ip tio n s
($ 4 1 8 ,1 3 1 )
and
o t h e r r e c e iv a b le s ........................................... $ 4 7 3 ,8 5 4

The Quaker Oats Company does not re
veal the amount applicable to stock trans
actions, displaying under Other Receiv
ables and Investments:
S t o c k P u r c h a s e a n d o t h e r in d e b te d 
n e s s o f E m p lo y e e s ...................................... $ 2 5 5 ,8 7 2

D isco u n ted R eceiv a b les .—When receiv
ables are discounted at a bank or with a
finance company it is not proper to con
sider the cash received as wiping out the
receivables. The original creditor is con
tingently liable to the discounting company
for the amount, and this liability must be
expressed in the balance sheet. There are
three ways in which this may be done:
(1 ) The liability may be shown on the
liability side leaving the receivable un
touched on account of the discount. This
is generally considered rather more severe
than is necessary since the liability is,
after all, only contingent.
(2) The liability may be applied as a
reduction of the receivables, and referred
to in a footnote. This is considered to
approach the opposite extreme, because
the footnote is likely to be overlooked.
This is the method favored in the Bulletin,
which says that “the balance sheet should
carry a footnote under contingent liabilities
showing amount of unmatured discounted

R e c e iv a b le , T r a d e

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

$ 1 6 2 ,2 4 7
$ 6 3 9 ,4 4 6

E. I. du Pont de Nemours & Company
displays, likewise outside current assets:

$ 8 0 1 ,6 9 3
4 5 ,3 4 6
$7 5 6 ,3 4 7

N O T A T I O N : C o n tin g e n t lia b ilit y
s u b s id ia r y o n in s t a llm e n t a c c o u n ts
$ 1 ,726.

o f f o r e ig n
d is c o u n t e d ,

A c c ru a ls .— Accrued amounts are those
which have been earned but are not due.
If interest is receivable semi-annually it
accrues d e d iem in diem , and there will be
an accrued amount receivable at any time
between interest dates. I f rent for any
month is receivable on the last day of the
month it is not proper to speak of accrued
rent as of the close of business of any
month, because instead of being earned
and not due it is due and has become a
specific receivable. This distinction is often
overlooked, but it constitutes the real basis
on which a choice should be made between
such terms as “Royalties Receivable” on
the one hand and “Accrued Royalties” on
the other.
Where miscellaneous accruals constitute
a sizeable item many corporations show
them separately below other receivables,
but usually in the current group when
they are currently receivable. The Cleve
land Welding Company does this in re
spect of a small item:
A c c r u e d in t e r e s t r e c e iv a b le

............................ $ 3 ,5 6 0

Philadelphia Company shows the fol
lowing receivables in current assets:
A c c o u n ts an d N o te s R e c e iv 
able— C u s to m e rs
.....................

$3,2 2 1 ,6 2 1

17E x a m in a tio n o f F in a n c ia l S ta te m e n ts by I n 
dependent P u b lic A c c o u n ta n ts, p. 13.
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O th e r C u r r e n t A s s e t s :
In d e b te d n ess
of
A f filia te s $ 8 4 ,2 9 7
A c c o u n ts and N o te s R e c e iv 
a b le — O t h e r s .......................... 158,733
A c c r u e d I n t e r e s t R e c e iv a b l e
2 545

Kansas City Power & Light Company, for
example, shows:
A ccrued
2 4 5 ,5 7 5

National Power & Light Company
shows on what the interest accrued, dis
playing in Miscellaneous Assets:
A c c r u e d I n t e r e s t o n S e c u r it ie s

.......................$ 1 9 0

Accrued interest on receivables and on
investments is frequently added to the
amounts of those items, the amount of the
accrual sometimes being mentioned paren
thetically. Houdaille-Hershey Corporation
carries, outside current assets:
M o r tg a g e r e ce iv a b le an d a c c r u e d in te re s t $ 3 9 ,4 5 1

Copperweld Steel Company displays,
also outside current assets:
O th e r N o t e s R e c e iv a b le , a n d A c c r u e d I n 
te r e st T h e re o n (le s s r ese rv e to red u ce
b o o k v a lu e to a p p r o x im a t e m a r k e t
v a lu e o f c o lla t e r a l) ...................................... $ 1 0 ,0 4 5

Ainsworth Manufacturing Corporation
adds interest accrued on securities to the
principal:
U n it e d S t a t e s o b lig a t io n s , a t c o s t a n d
a c c r u e d in t e r e s t ( v a lu a t io n b a s e d o n
m a r k e t q u o ta tio n s , $ 1 ,7 0 8 ,2 7 0 ) ____$ 1 ,6 9 6 ,2 7 3

Minneapolis-Honeywell
Company shows:

Regulator

T r a d e n o te s an d a c co u n ts an d a ccru ed
in c o m e r e c e iv a b le — L e s s r e s e r v e s f o r
d o u b t f u l n o t e s a n d a c c o u n ts , $ 5 0 ,7 8 8 $ 7 7 3 ,8 1 7

International Cement Corporation com
bines accruals with a heterogeneous group
of non-trade receivables in current asse ts:
M is c e lla n e o u s N o t e s , A c c o u n t s , C la im s ,
A d v a n c e s a n d A c c r u a ls ............................ $ 3 6 7 ,4 4 9

Canada Dry Ginger Ale, Incorporated,
goes further and combines all accruals and
current receivables into one amount, with
considerable parenthetical description:
N o te s , D r a f t s , A c c o u n ts R e c e iv a b le ,
a n d A c c r u a ls ................................................ $ 1 ,5 2 0 ,7 3 8
T h e s e it e m s a t S e p t e m b e r 3 0, 1934,
r e p r e s e n t a c c o u n t s r e c e iv a b le f r o m
c u s t o m e r s ( a f t e r d e d u c t in g r e s e r v e s
o f $ 1 1 ,6 8 7 f o r it e m s w h ic h m a y b e
u n c o ll e c t ib le ) a n d in t e r e s t r e c e iv 
a b le
fr o m
in v e s t m e n t s ,
$ 2 1 ,2 7 5 ,
s a le s m e n ’s a d v a n c e s , $ 7 ,8 1 5 , a m o u n ts
d u e f r o m e m p lo y e e s , $ 8 ,5 6 5 , a n d
d e b it b a la n c e s in a c c o u n ts p a y a b le
and
su n d ry
a c co u n ts
r e c e iv a b le ,
$ 5 5 ,1 1 6 ( a f t e r d e d u c t in g r e s e r v e s o f
$1.7,631) .

Utilities frequently approximate their
earnings between December meter-reading
dates and the end of the year, and set up
the amount as an accrued receivable.

E a r n in g s

(E s tim a te d )

............. $ 6 1 2 ,2 7 6

The Brooklyn Union Gas Company
styles what seems to be the same type of
item :
U n b ille d

G as R even u e

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

$ 1 ,1 5 9 ,1 9 3

Cities Service Company does not specify
the amount unbilled:
C u s t o m e r s ’ A c c o u n t s R e c e iv a b le , in 
c lu d in g u n b ille d r e v e n u e , l e s s r e 
s e r v e .................................................................. $ 1 5 ,6 2 5 ,3 6 6

This practice is of course related to that
followed by construction companies in set
ting up as an asset the earned portion of
contract fees not yet collectible under the
terms of contracts. The Westinghouse Air
Brake Company shows:
E q u it y in u n c o m p le te d c o n tr a c ts , n o t
b ille d ......................................................................... $ 2 7 3 ,8 6 0

D iv id en d s, R oyalties, E t c .—When there
are substantial accounts of non-trade re
ceivables it is customary to describe them
specifically. United Dyewood Corporation,
for example, shows in current assets:
R o y a lt ie s

r e c e iv a b le

........................................... $28,641

American Water Works and Electric
Company combines in the smallest item
on the asset side of its balance sheet:
A c c r u e d in te re st an d divid end s re c e iv 
a b le .............................................................................. $ 1 4 ,7 4 4

Central States Electric Corporation dis
plays :
D iv id e n d s R e c e iv a b le

...................................... $ 1 8 6 ,2 0 9

C red ito rs’ D eb it B a la n ce .—Debit balances

in accounts payable must not be per
mitted to reduce the showing of liabilities,
but must be transferred to the asset side.
The Federal Reserve Board provides that
any debit balance on account of advance
payments on * * * contracts or due to any
other cause should be shown on the bal
ance sheet under a separate heading.18
If such debit balances will be refunded
in cash they are properly classified among
the special current receivables: if they will
be applied in reduction of future payments
for merchandise they should be treated as
advance payments on merchandise pur
chases. The amounts involved are usually
so small that this exactness of treatment
is ignored. The Emporium Capwell Cor
poration shows in current assets, below
Merchandise on Hand and in Transit:
C re d ito rs ’ D eb it
18V e rific a tio n o f

B a la n c e s

............................ $ 4 6 ,3 5 4

F in a n c ia l S ta te m e n ts , p. 16.
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C u sto m ers’ C red it B a la n ces. — Compen
satingly, those credit balances in cus
tomers accounts which naturally serve to
reduce the control figure must be dis
played on the liability side, the debit bal
ances being stated gross:
“When credit balances appear on customers’
accounts they should be shown on the
balance sheet as liabilities and should not
be deducted from the total of debit
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balances.”19
Occasionally there may be justification for
treating such items as deferred income;
generally they should be included in ac
counts payable. There seems to be no
reason for setting out customers’ credit
balances as a separate item or specifying
their amount.
19V e r if ic a t io n o f F in a n c ia l S t a t e m e n t s , p. 5.
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Promoters Held Liable for $2½ Millions
A fascinating story of high finance in
the Spring of 1930 (after the crash of
1929, another crash) appears in the No
vember 11, 1935, report of the decision
of the United States Supreme Court in
McCandless vs. Furlaud, 56 S. Ct. 41.
The recital is given at some length in
the opinion by Mr. Justice Cardozo in his
own inimitable style. To attempt here a
brief summary:
The suit was by the plaintiff as receiver
of the Duquesne Gas Corporation against
its promoters, Furlaud and Kingston. The
District Court entered judgment against
the promoters for $ 1 ½ millions and the
Supreme Court affirmed that judgment,
after increasing it to $ 2 ½
millions.
In April, 1930, the Duquesne Gas issued
to investors a prospectus, representing its
gas fields to be worth $7 millions. The
financing was to be by $4 millions in
bonds, $1 million in notes, and $2 millions
in stock. Actually, the gas tracts cost only
$ 2 ½ millions, bought under option by the
promoters that month for that sum; the
difference between that figure and the $7
millions of value stated in the prospectus
was mere “water,” excessive valuations
through appraisal by obliging engineers.
The promoters invested not a dollar of

their own funds, nor did they advance any.
April 9, 1930, was the date fixed for the
great event of floating the company; sub
scriptions to the bonds had been taken in
advance; for that one day, a large New
York bank accommodatingly made avail
able two credits of $3 millions each; Fur
laud paid Duquesne Gas $3 millions for
its bonds, notes, and stock (he got his
money back that day when he delivered the
bonds to the subscribers, and he thus paid
back to the bank one of the $3 million
loans) ; Kingston, the other promoter,
used his loan to pay $ 2 ½ millions for the
exercise of the options for the purchase of
the gas tracts; Duquesne Gas reimbursed
Kingston by giving him the $3 millions
that it received from Furlaud, and with
that Kingston paid back the other bank
loan.
Thus, Duquesne Gas was insolvent from
the start; the promoters realized $2 ½ mil
lions more for the stock, notes, and bonds
than they paid for the options; and the
Supreme Court has now required them to
pay these illegal profits to the receiver.
Said Cardozo: “Promoters of a corpora
tion stand in a fiduciary relation to it . . .
chargeable as trustees if they deal with it
unconscionably or oppressively.”
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CONOMICS is generally considered
a dry subject—something appropriate
for a university course, but too remote
from daily life to be bothered with unless
there is an examination to be passed. The
average business man, for instance, rarely
stops to consider that he is in daily contact
with economic forces that vitally affect his
condition in life, and that an understanding
of the ways in which they operate is essen
tial to a proper directing of his business
activities and of his duties as a citizen.
But the startling trend of national affairs
during the last few years has awakened a
new interest in such matters. We are all
striving for a better understanding of the
course of events in this country, and that
is my excuse for discussing today some of
the fundamental laws of human relation
ships.
We hear, for example, a great deal about
the redistribution of wealth, and a great
deal about the distinction between h,uman
rights and property rights, and we are apt
to overlook the historical truth that there
never have been any property rights that
were not also human rights.
We also hear a good deal about the
United States Constitution being out of
date. It is my purpose today to discuss
with you some of the economic reasons
why it has endured so long.

E

N a tu r a l L a w in th e I n d u s tr ia l W o r ld

The country is today in a state of polit
ical and industrial confusion resulting from
the general fiasco of the New Deal experi
ments. Everywhere a widespread ignor
ance prevails concerning the simplest and
most fundamental principles of economic
law. Wherever criticism of the Supreme
Court’s nullification of the NRA found
expression, this ignorance was peculiarly
manifest. The point which its critics failed
* A n a d d re s s d e liv e re d b e fo r e th e S t. P a u l
A s s o c ia tio n o f O ffic e M e n ’s N o o n -d a y lu n c h e o n
c lu b , in O c to b e r , 1935.
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to comprehend was that the effect of the
decision was merely to emphasize the fact,
which should have been self-evident to
every educated person, namely, that statute
law, in o rd e r to be ju st and w orkable, m ust
be b ro u g h t into co n fo rm ity with the nat
ural laws w hich g o v e rn econom ic relation
ships. In the early days of this country,

economic conditions were less complex
than they are now, and the fundamental
principles of sound government were bet
ter understood than they are today, because
their application was simpler. The fram
ers of the Constitution saw clearly many
things which are obscure to the politicians
of the present generation.
Economic law differs from statute law
in one important particular: it was not
created by man, but was discovered, just
as Newton discovered the law of gravita
tion. The persistence of what is known
as the common law in this country, is due
to the fact that it was the result of a nat
ural evolution of human thought. The
principles of economics are nothing more
than the recognition of certain inherent
traits in human nature which manifest
themselves in determinable ways under
given circumstances. These principles are
fundamental, as unchangeable as the laws
of nature; they cannot be repealed, nulli
fied or set aside. Their operation may be
unwisely interfered with, but attempts to
thwart them usually result disastrously. It
ought to be apparent to everyone, for in
stance, that wealth cannot be created by
destroying it; or that to destroy wealth is
a poor way to redistribute it, even if such
an end were desirable. There can be little
hope of promoting human happiness by
arbitrarily limiting the exercise of honest
ingenuity, productiveness, or enterprise, or
by prohibiting the capable person from ob
taining the just reward of his superior
ability. The experience of Russia has
demonstrated that to the whole world, but
the force of that lesson has been obscured
by a flood of false propaganda.
The men who framed the United States
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Constitution were not only scholarly and
erudite, they possessed also the saving
grace of common sense, and they were not
actuated by political exigency. They were
statesmen in the truest sense of the word.
Their soundness of judgment was based
on a thorough knowledge of the history of
human error. The strength and beauty of
the instrument which they created, and its
enduring qualities are largely due to their
familiarity with the eccentricities of human
nature, and to the fact that they wisely
provided various checks and balances to
safeguard the nation from the danger of
giving way to temporary fads and popular
whims. These safeguards are the very
things with which the Utopian dreamer
becomes impatient, and which the selfseeking politician continually tries to un
dermine. They are saved to us only
through the bulwark of the United States
Supreme Court.
It is worthwhile to contemplate with
reverence the work of the great men who
wrote the United States Constitution, and
particularly so in these days when the read
ing and radio public is being continually
imposed upon by excited men who speak
without knowledge and without judgment.
The most dangerous influence in the civil
ized world today is the ignorant man with
an active brain who is obsessed with an
urge to change something which he does
not understand, and to substitute his own
chimerical ideas in the name of reform.
Those who are inclined to chafe at the
salutary limitations which the Constitution
places upon idealistic experimentation at
the expense of the public, should stop to
consider that the NRA was effectually dead
even before it was legally nullified. It had
been tried and found wanting, at great cost
to the nation, and the business world had
already repudiated it. Even those unfami
liar with either constitutional or natural
law disapproved of its tyranny, as they
came to recognize in its provisions an un
just invasion of those natural individual
rights and liberties which the constitution
was designed to protect, and which are
today our most valuable heritage.
It is true now, as in Biblical times, that
there are those willing to sell their birth
right for a mess of pottage. To such, a
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paternalistic type of government always
appeals. In Europe three great nations
have made that sort of a deal. Weighed
in the balance of democracy, their peoples
have been found wanting in fitness for
self-government, and are today ruled by
dictators. The influence of those peoples,
and their attitude of mind, is found among
our own voters, and their presence is a
continual reminder that eternal vigilance
is indeed the price of liberty.
In providing for party government, the
founders of this nation recognized the
natural law of opposing forces. In the
field of industrial enterprise, this law pre
vails in spite of short-sighted attempts to
thwart it by arbitrary regulations. Since
the dawn of civilization, there have existed
the opposing forces of Monopoly and Com
petition in manufacture and trade. Moti
vated by a desire to appease that fear and
distrust which unsuccessful people have
for those more successful than they, poli
ticians are continually attempting some
form of governmental interference, with
a view to arbitrating between these two
forces, sometimes favoring one side and
sometimes the other. Until recent years,
in this land of the Free and Home of the
Fearful, the public has been chiefly afraid
of monopoly, and anti-trust laws have been
passed to control it. Competition, on the
other hand, was looked upon as “the life
of trade.” But of late the pendulum has
swung the other way, and Competition has
come under a cloud. The derogatory ad
jective “cut-throat” has been applied to it.
It is rather a curious fact that the other
wise opposing forces of labor and capital
are united in a common fear of competition.
Both appear to be in favor of monopoly in
their respective spheres. That accounted
largely for the initial popularity of the
New Deal with its anti-competitive codes.
With the evils of Competition thoroughly
understood, there is still a question whether
unrestrained monopoly is not the greater
menace of the two. The natural tendency
of private monopoly is to drift into govern
ment monopoly, and the logical result of
government monopoly is dictatorship. Few
people in this country would care to have
this nation emulate the conditions in Ger
many and Italy today. Yet it is an alter
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native to be considered. We have not far
ahead of us the choice between competition
in business or of monopolies either pro
tected by or owned by the government.
There is an irreconcilable difference be
tween the anti-trust laws and the codes.
So long as the tendencies toward these two
extremes continue to balance each other,
there is no great danger. But the moment
the preponderance of public opinion leans
towards the monopoly side, then the very
existence of representative government is
threatened.
In 1929 the notion prevailed that there
was no limit to the height to which values
could go. The slump which followed illus
trated perfectly the law of “action and
reaction” which short-sighted men had
thought they could ignore. Proponents of
the New Deal substituted another notion,
namely, that there was no limit to wh,ich
prices and wages might not go, while re
ducing working hours to the vanishing
point. When the NRA codes were first
suggested, certain business men reasoned
like this: “Give labor whatever it wants;
only give us price monopoly at the same
time, and we will make the public foot the
bill.” There was a fallacy in that reasoning
which, came out in the course of time.
The economic law of “diminishing returns”
began to operate, and the most elaborate
provisions of statute law were nullified
thereby. When prices got too high, the
public stopped buying. No elaborate or
ganization was required, no collusion, no
conspiracy in restraint of trade— just hu
man nature acting in a natural way. A
buyers’ strike is much more deadly than
a labor strike. It is more far-reaching in
its effects; it cannot be coerced by inti
midation, and it cannot be bribed by fair
promises.
The notion of cutting down working
hours for the purpose of increasing em
ployment was originally known as the New
Hampshire plan because it was put into
effect by the Governor of that State, John
G. Winant, who is now chairman of the
Federal Social Security Board. The theory
is very attractive on the face of it, and is
popular because few people realize that by
reducing working hours without reducing
pay it is easy to bring about a situation
where the average employe does not earn
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what he gets; that is, he does not give
economic value equal to the amount of his
compensation. A situation where an em
ployer is called upon to pay his help rela
tively more than they can earn cannot per
sist because it means that ultimately costs
of doing business are going to amount to
more than income derived from sales, and
that means insolvency for the employer,
and loss of jobs for the employes. That
is why the New Hampshire plan, adopted
nationally under the codes, did not help
unemployment, and never can. It was just
another instance of the popular delusion
that you can overcome the natural opera
tion of economic laws by arbitrary regula
tions.
The inexorableness of economic law is
evidenced by the fact that its penalties are
inescapable. A man may dodge statute
law, but he cannot beat Nature. This “law
of diminishing returns,” for instance, has
a saving grace that is not sufficiently under
stood. Its value lies in the fact that it puts
a curb on extreme tendencies in both pri
vate business and public taxation.
Both employer and employe are going to
feel the effects of this economic law when
Social Security taxes begin to apply to
payrolls. The effect is likely to be just the
opposite from what prononents of such
legislation appear to believe. Men may be
put out of business by unwise legislation,
but it is impossible to legislate human na
ture out of existence.
Of course, there is a strong probability
that these old-age pension and unemploy
ment insurance laws will be held unconsti
tutional before there is any opportunity to
find out how they would work out in actual
practice. They are unquestionably special
legislation of the most pronounced type.
They propose to use the taxing power for
the purpose of taking money away from
one class of people and devoting it to the
benefit of another class of people. If that
can be done, it would appear that almost
any kind of confiscation would be justifi
able.
However, it is interesting to consider the
probable operation of such laws in the light
of human nature. When the average em
ployer finds himself faced with increased
costs in the form of special taxes on his
payroll,—not replacement taxes, but new
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taxes in addition to all others,—what is
he going to do about it?
First. He can increase his prices, so that
the consumers, including his own employes,
will pay the taxes. This will increase the
cost of living, just as a sales tax would,
and is certainly not what proponents of the
measure expected. But suppose he cannot
raise prices without reducing sales. Then
what?
Second. He can reduce salaries enough
to cover the payroll taxes, and probably a
little more. Some employers have already
announced their intention to do this. There
may be trouble in attempting this where
union labor is concerned, but there are still
other alternatives.
Third. He can buy more machines and
reduce his payroll. Such a movement has
already been started. In any case, he is not
going to hire one more employe than he
has to, and for that reason, these taxes
will be anything but a help to unemploy
ment.
Fourth. He can liquidate his business
and put his money into tax-exempt secur
ities. Then if he can get a job with some
body else, who is foolish enough to stay in
business, he will be in line for old age and
unemployment insurance himself.
In any event, if he stays in business, he
is going to have every incentive to keep
both his force and his wages low, and make
his employes work long hours. You can
not compel an employer to hire more help
any more than you can compel a customer
to buy more goods. You can call him all
the harsh names you wish, a chiseler, and
all that sort of thing, but put yourself in
his place. What would you do if it were
a case of remaining solvent, or closing up
shop and discharging your employes? It
might also be pertinent to ask which alter
native is best for the employes. What
ground is there for the assumption that all
employers have plenty of money, and that
they can end unemployment any time they
want to, or that the government can com
pel them to do so by threats?
It ought to be perfectly plain that you
cannot injure employers as a class without
also drying up the source of employment.
Writers and speakers on the subject of
Social Insurance like to stress the loss of
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buying power caused by unemployment.
They tell us that unemployment insurance
will save this loss of buying power. But
they do not say anything about the loss of
buying power which will be caused by the
abstraction from business of taxes on pay
rolls—money that is not to be spent by the
government for maintenance, or for the
discharge of the national debt, but is to be
accumulated in a fund for many years be
fore it can be spent. It ought to be per
fectly plain to everyone that you cannot
spend money and lay it aside in an insur
ance fund at the same time. It ought to be
perfectly obvious that unemployment in
surance will not increase purchasing power
one cent. At best, it can only equalize it
over a period of years. It is important to
understand these aspects of Social Insur
ance, so that we will not feel aggrieved
when the time comes for the U. S. Su
preme Court to kill the law and end the
dream.
But suppose the law is upheld, and the
government collects these taxes at the rate
of two billion, sev en h u n d red million an
nually, “an amount equal to the entire in
ternal revenue receipts of the Federal Gov
ernment from whatever source during the
last fiscal year,” and allows this fund to
accumulate until it reaches a sum that stag
gers the imagination to contemplate. It is
estimated, for instance, that the old-age
pension fund, which has been computed on
an actuarial basis, will reach a maximum of
F o rty -S e v e n B illion dollars in 1980. This
is F o u rte e n Billion larger than the national
debt today (33 billion). In what will the
government invest the difference? To in
vest in its own bonds is equivalent to re
tiring them and paying off the public debt
with payroll taxes. Then how will the
government raise the money with which to
pay its old-age and unemployment insur
ance obligations when they come due ? The
question has already been raised “whether
the imposition of another heavy tax will
not be necessary to meet the $420,000,000
interest charge on that additional F o u rte e n
B illion which cannot be invested in govern
ment bonds, unless the public debt in the
meantime be increased by that amount and
additional bonds issued, and then it would
have to pay interest on those additional
bonds.
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One of the most conspicuous instances
of the failure of statute law to suspend the
operations of economic law is found in the
national legislation affecting cotton. The
Federal Government undertook to peg the
price of cotton by means of a price-fixing
loan of 12 cents a pound. In effect the
world was told to pay our price or stay
away. The result is history. Foreign
countries which used to be customers for
our cotton are now raising cotton of their
own, and the United States has lost a cen
tury old leadership in the world cotton
trade. The Federal Government holds as
collateral to its loans millions of bales of
cotton, which it cannot sell. An amount
equal to a whole year’s normal exports is
being carried over to swell next year’s
glut. From a dominating position supply
ing 60% of the cotton requirements of
importing nations, this country has fallen
to a producer supplying less than 45% of
those needs. The disastrous results of
this New Deal experiment are irretrievable.
The extent of that disaster can be appre
ciated when it is understood that half the
population of the South makes its living
out of cotton.
Another instance is to be found in the
building trades. Normally prices are reg
ulated by the economic law of supply and
demand. When prices get too high the
public stops buying, and labor is idle.
Nobody is building now, because costs of
labor and material are too high. Not only
the endeavor to regulate hours and wages
of labor by law, but the attempt to do so
by threat of strike, is in reality an effort
to suspend the economic law of supply and
demand. Conditions are not greatly im
proved by substituting a monopoly of labor
for a monopoly of capital. Both are a
form of dictatorship, inappropriate to a
free country. Increase of wage rates by
compulsion incurs the inevitable penalty
expressed in the law of diminishing re
turns. When labor by strike threat pushes
up wages to the point where the employer
must increase his prices, and this process
is repeated to a point where the public re
fuses to buy, unemployment is the inevi
table result, and the labor unions have de
feated themselves. There is such a thing
as paying too much for the whistle of a

179

high wage scale or a shorter day. The
shorter day does not necessarily spread
employment. It is much more apt to bring
about the substitution of machinery for
labor.
Another instance of the interference
with natural economic law by government
fiat is found in the silver purchase law.
The review of economic conditions by the
National City Bank of New York has this
to say about it. “The deeper the govern
ment gets into its silver experiment the
clearer it becomes that it has the bear by
the tail and cannot let go. Having got
silver prices up to levels shutting off the
natural demand, it has to keep on buying
to hold them there.” The conclusion is
that “for more than a year this country
has been following a policy that is destroy
ing the natural market for silver.” Inter
fering with the natural law of supply and
demand is like monkeying with a buzz-saw.
Somebody is bound to get hurt.
Consider the processing taxes, which are
now being tested in our courts. Their aim
is to equalize economic conditions for the
farmers, but their real excuse for existence
is a belated endeavor to compensate the
agricultural interests for injuries inflicted
through other unjustified legislative inter
ference with natural economic relation
ships, resulting in higher prices for the
things the farmer has to buy, as compared
with what he has to sell, and thereby re
ducing his relative purchasing power.
Special interests are continually endeavor
ing to interfere with the natural economic
order, for the purpose of gaining some
selfish advantage thereby. The means they
use is the good old American custom of
“passing a law.”
The true significance of economic laws
is obscured, and popular understanding of
their meaning is made difficult because of
the propaganda of these special interests,
and they are not all capitalistic interests by
any means. One of the popular sophistries
upon which emphasis has been laid by con
stant repetition is that high wages increase
purchasing power. The fact is that high
wages do not increase purchasing power,
even of the wage earners, unless prices
remain unchanged. It is a historic fact
that prices do not remain unchanged in the
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face of increasing wages. They cannot.
They have to go up. So the claim is in
reality false. Yet it has been accepted and
believed by a majority of the voters of the
country, and it has been easy to make them
believe it because it is what they want to
believe.
If prices for necessities, for instance,
went up in the same degree as wages, there
would be no change in purchasing power
so far as the wage earner is concerned. If
there were nothing more to it than that,
the laborer would at least be no worse off.
But when increased prices stifle buying,
then industry reduces forces, and unem
ployment is the result. This phenomena has
been repeated in every major depression
through which this country has passed.
The quickest way to have ended the present
depression would have been to accept the
inevitable, by reducing wages and spreading
the payrolls of the country over more em
ployes. This, at least, would have reduced
unemployment. It would also have been
the most practical way of equalizing the
farmers’ purchasing power. It is the way
all other depressions in the past have been
overcome. But this time, we had a New
Deal indeed, and the depression has been
prolonged, while other less practical meth
ods have been experimented with. Anyone
advocating the natural course of events is
termed a reactionary, and that seems to be
a terrible accusation, but a little candid
reflection ought to convince anyone that
the real reactionary is not the one who
believes in a policy of la issez-fa ire, of let
ting well enough alone, and avoiding jump
ing from the frying pan into the fire, but
the extremist who is so dissatisfied with
things as they are that he wants to return
to the despotism of the Middle Ages, when
realms were ruled by just such tyrants and
dictators as Fascism has produced today.
The crying need of the country is to
promote recovery in business and reduce
unemployment. This can only be done in
conformity with the natural laws which
govern human incentive. There is only one
way in which you can induce employers
to hire more men, and that is to make it
profitable for them to do so, and that is
the only way in which capitalists can be
induced to put their money into new busi
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ness enterprises which will create new jobs.
Any legislation, however dressed in the
trappings of social reform, which does not
conform to this simple, fundamental re
quirement will utterly fail to promote busi
ness recovery in any appreciable way.
The Bible calls attention to the fact that
the rain falls alike upon the just and the
unjust. No one thinks of questioning this
law of nature. What is not so well under
stood is that a similar law exists in the
field of economics. You cannot bring
down a storm upon the rich without soak
ing the poor also. Any attempt to tax
wealth out of existence, under the guise of
redistributing it, merely results in destroy
ing capital investments which provide jobs
for labor, and the laboring man is the
greatest sufferer. Either that or govern
ment ownership of all industries, which is
Communism. The sanest form of wealth
distribution is to be found in the policies
of some of our large corporations in selling
their stock widely to small investors. The
A. T. & T. Co., for instance, has over
600,000 stockholders, and they all got divi
dends throughout the depression, owing to
the policy of having accumulated a surplus
for just such a rainy day. That was a dis
tribution of wealth which came when it
was most needed.
“It has been said,” according to David
Lawrence, “that probably only ten per cent
of the corporations do eighty per cent of
the business of this country, but this very
ten per cent of the corporations are owned,
it has been estimated, by between 5,000,000
and 8,000,000 persons.”
What happens to the small stockholder
when politicians start out to soak the big
corporation, to levy higher rates of taxes
merely because of bigness? First, the value
of his investment drops, and then the
source of his dividends is dried up, and
his purchasing power goes down, and the
merchant and laboring man suffer with
him. In the end the relatively poor are
injured more than the relatively rich.
If the government is going into the in
surance business, would it not be just as
fair to insure interest and dividend pay
ments also, and then make somebody else
pay the premiums?
( C o n tin u e d on p a g e 192)
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The January issue contained two fine states which had certified him never took
articles on cost accounting. Prepared for the trouble to revoke; and so we are pub
special industries, the authors forgot the lishing no more names of those who got,
need of definitions for the ordinary reader; with proper purpose, ten or more certifi
so this shop, being a clearing house for all cates.
sorts of odds and ends hereby supplies
them, in answer to many requests.
T a xes
E.
E. Vender writes: “Tumbling” is a It is a pity that Robert Montgomery’s
process used in certain metal trades. It preface to this year’s issue of his famous
consists of putting the product in a barrel tax manual should have such limited circu
which is rotated (or tumbled) and the lation. As an indictment of governmental
parts are thereby rubbed together to re extravagance and unscientific, not to say
illegal, taxation, it is unsurpassed. The
move sand, scale and burrs.
L. C. Yeager writes: My partner defines case of Heilman, 33 BTA No. 136, is in
the dimension industry as “making little teresting to those who may take the cash
’uns ’ out of big ’uns’ ” in lumber rather surrender value of annuities or life insur
than stone. I define it more precisely as ance. The case of Holzer, 33 BTA No.
“kiln-dried wood, manufactured from 129 is the shortest we have ever seen. In
rough board to the specific thickness, cluding captions it does not fill one printed
widths and lengths required by the user page. The following C.P.A’s had varied
thereof.” It may be glued or not; it may success in 33 B T A : Myrtile Cerf, No.
be rough, semi-machined, or completely 124; Walter Bridges, No. 123; T. H. Poole,
machined. It results in waste being left at No. 118. In the last we concur in the twothe mill, and the maximum utility delivered man dissent, re time for deduction of
to the user. Thirty-five per cent of the burglary insurance losses partly indemni
lumber used in making furniture is waste; fied by insurance. On the ninth of Febru
ary the N. Y. T im e s noted the great in
so why pay freight on the waste?
crease in the activities of the small
Several months ago we mentioned a man investor-speculator in the stock market;
who had accumulated a large number of and gave the whole of an adjacent column
certificates from various states; and asked to a discussion of the Fuller case involv
if anyone could beat or approach the num ing the “first in, first out” rule. The juxta
ber. We got more replies than we ex position may have been coincidental (vos
pected. We also got inquiries in January you dere, Sharlie?) but if you have not
as to what happened to them; why did we already done so you’d better read the case
not print them? Well, the answer to that and advise your clients accordingly.
is rather sad. Somebody is always taking
H obby D epa r tm en t
the joy out of life; and this time it is a
The first report of cooking as a hobby
guy we won’t name. But he got the idea
that he was going to qualify in 48 states; comes from a man who is timid about hav
and he was well on the way to it when one ing his name printed in connection with
state exposed him for the “mug-hunter” he such a feminine occupation. Not at all; the
was. All he had was fake desk space; and best chefs are men; and Meredith wrote
(in L u c ile ) about the number of things
on further investigation it was found that
he had no real practice anywhere. If we including wine, women and books we could
published a record, we would have to in live without, but not cooks. Anyhow, this
clude him, since as far as we know the accountant once had to do the cooking for
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his family. He didn’t know, nor care, at
the time whether he liked it or not; but if
he had to do a thing, he was going to do
it right. And he did. The necessity passed;
the knowledge remained; and the liking
came. And now, when his wife is away, he
enjoys inviting in some close friends, and
cooking for them a simple, substantial
meal; and we hear they enjoy eating it.
Frankly, we fully appreciate his hobby,
for we get a great kick out of our Sunday
morning griddle cakes. We learned to make
them on hiking trips; and it’s a far cry
from the iron frying pan to the 12 inch
electric gadget we use. But we love ’em!
Willis Whittlesey is an old university glee
club singer but at the present time he has
still another hobby, getting Willis Junior
ready for the exams so that they may join
the C.P.A. Father & Son Club.
Now that the tax season is over a lot of
us are going to be taking trips for pleasure
or otherwise; and an article which we have
had on file for over eight months seems
appropriate. If you can’t get away till
next summer, save it, and re-read it before
you start.
T

ravel in

C o m fo rt

by Rover
For many years the writer did a lot of
traveling. During his whole life he has
been in an atmosphere of travel. His
father was a traveling salesman of the old
school for forty-six years. A dentist’s son
might pick up and play with his dad’s in
struments, so unconsciously as to seem in
stinctive; the writer learned to read time
tables and pack satchels as a child. By
personal experience he has learned a lot
about comfort in travel, and herewith he
presents what he considers sound advice
on how to travel.
L

uggage

The amount to be carried depends on the
length and purpose of the trip, and also
the means of transportation. Bus travel
precludes trunks; airplane travel requires
small, lightweight bags. The vital thing is
that the luggage be of first quality to begin
with, and that it be kept in good repair.
Don’t wait until the handle breaks off the

M a rc h ,

suitcase, or the trunk lock refuses to snap,
to have the repair man go over the luggage.
After every long trip, let him do his stuff;
you save money in the end.
C l o t h in g

It is a seeming paradox that summer
travel requires more clothing than winter.
Summer weight clothes require more
laundry work than winter garments; you
carry sport and bathing suits; and besides
you must take a top-coat and one heavy
suit against the cold rainy spell which
nearly always appears. No one can tell
you just what to take on any one trip,
your tastes and itinerary are the chief con
sideration. But some factors are constant,
and failure to take them into account
means annoyance at best, and great dis
comfort at worst.
1. Dark clothes get just as dirty as light,
but show it less.
2. A good light-weight slicker can be
used for a bathrobe in any place where the
robe is required. But the bathrobe won’t
help you when it rains.
3. An extra pair of shoes is worth the
extra weight in your bag. Any other item
of haberdashery can be obtained more
easily than shoes; and if there is any
easier way of catching cold than keeping in
wet shoes, we don’t know it. Also, if you
must be on your feet much, a change of
footgear is the best way of relieving the
strain. Don’t take too old shoes with you;
holes may not be easily mended on the
road. On the other hand don’t take brand
new ones if you can help it. Get them a
week in advance and have them broken in
at home.
Do not try to take everything you m ight
need. Be sure to take everything you will
need.
A major factor to consider is
L

aundry

If your route is confined to large cities,
and you can afford only the first-class
hotels which give twenty-four-hour (or
less) service, your baggage can be cut
twenty-five to fifty per cent. On the other
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hand, if you are going to small towns, or
staying in tourist camps or rooming houses,
take plenty of shirts and collars; and learn
to wash your own underwear and sox. The
writer could recount many experiences to
prove the points mentioned, but will cite
just one. The town was a small one in
New England. A laundry in a big city fifty
miles away sent in a truck every Monday
to collect, and delivered on Saturday. Local
work was done by wash women. Our com
panion, not an experienced traveler, needed
some work done. We did not expect to re
main until Saturday, so the commercial
laundry was out of the question. The
washwoman promised delivery in three
days. On the last two-and-a-half of them
it rained. Drying was impossible. Our
companion left the town with a bundle of
clean but very wet shirts and underwear.
A fine device for handling soiled gar
ments, much used by the writer, is possible,
when on a well-known route. When a few
days’ collection of soiled shirts and collars
has been made, take a cardboard from a
clean shirt, wrap the soiled clothes in that
and good paper, and parcel post it to the
stop about a week ahead where you know
there is a reliable laundry. Send a postal
to the laundry announcing the package,
and your probable due date; and when
you get to the hotel you will find a bundle
of nice fresh clothes. At your last stop,
send the soiled clothes home.
If you do not know how to make minor
repairs of all kinds, and some major emer
gency “hold-togethers,” you are going to be
very much out of luck. Hotel tailors at best
are expensive. They sometimes refuse to
make repairs, cleaning and pressing being
less work and more profit. Smaller places
present difficulties in getting the clothes to
and from the tailor; and short stays in the
town sometimes make it impossible. Your
bag should contain at least the following
items :
1. A small bottle of non-inflammable
cleaning fluid (carbon tetrachloride).
2. A small spool of heavy black thread,
for suits, and somewhat lighter white
thread for underwear and shirts, with
needles for each.
3. A few yards of darning cotton, with
a needle, for your sox.
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4. Half a dozen buttons of assorted
sizes and colors; and large, small, and
medium safety-pins.
5. Also, above everything else, a pair o f
SH O ELA C ES.

Salesmen traveling with sample trunks
frequently carry with them a small electric
iron, and press their own clothes. The
ordinary traveler must rely on the follow
ing devices, where hotel tailors are not
available:
1. Wearing of clothes which do not
wrinkle easily. That is, palm beach cloth
is better than linen; serge is better than
flannel.
2. Taking care to pack spare garments
with the fewest wrinkles, and unpacking
quickly.
3. The old under-the-mattress press.
H

ea lth

A first aid kit is a vital necessity. The
writer’s takes up just 48 cubic inches.
Remember, drug stores, even in hotels,
rarely remain open all night; your favorite
remedy may not be in stock; and even if
the conductor finds a doctor on the train,
the doctor may have left his medicine bag
at home. Absolute fact, the writer once
went on vacation with a physician friend
who caught cold on the steamer coming
home, and it was the writer who gave him
a pill for his sneeze. Here is what the
writer carries in the first aid box:
1. The sewing kit and shoelaces above
described. (The cleaning fluid is packed
separately.)
2. A roll of co m p ressed gauze.
3. A roll of co m p ressed absorbent cot
ton.
4. A roll of adhesive tape.
5. A spoon.
6. A dozen five grain aspirin tablets.
7. A half box of his favorite cold pills.
8. A tube of vaseline.
9. A very small bottle of mercurochrome
(or iodine).
10. An eye cup.
11. A half ounce of boric acid powder.
12. A dime tube of dental floss.
The possible uses for these things should
be apparent. Their absence may not prove
fatal, but may be very painful. Compressed
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gauze and cotton are not stocked by most
druggists, but the space saved makes them
well worth shopping for. Sporting goods
stores carry folding spoons. Check the
kit for spoiled and missing items b e fo re
every trip.
Another item, which might be used for
first aid, is used for so many other things
that the writer carries a four ounce tin
of it:
S o d iu m

B

ic a r b o n a t e

The uses of this simple compound are
almost unbelievably numerous. Have acid
mouth? Use it for a tooth-powder and
mouth wash, mixed with a little table salt.
Burn yourself accidentally? Unless it is a
second degree burn, nothing is better. Eat
or drink too much, or the wrong thing?
Nothing better for indigestion. Need a
saline physic? A tablespoonful is almost
as good as a seidlitz powder. Etc. But be
sure you have a pure brand to begin with;
and keep the cover tight.
Check this with your physician.
P

a c k in g

It is one thing to assemble the right
amount of the correct things to take along.
It is quite another to pack them to the best
advantage. Nothing but demonstration by
an experienced packer and plenty of prac
tice by the beginner will accomplish a good
job. But a few recommendations should
help.
1. I f you are carrying two bags, one
large and one small, put the things that will
be needed first and most in the smaller.
Thus pajamas, pullman slippers, and toilet
kit go in the small bag, which can then be
put right in the berth with you.
2. If there is only one bag, place these
items at the top.
3. Do not keep soiled garments at the
bottom. Hold them for stuffing into cor
ners, etc., where neatness is not essential,
and space is.
4. Use the inside of your shoes for
packing such items as talcum powder and
small bottles. These latter should be
wrapped in clean sox. The shoes should go
at the bottom of the bag.

P
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I f going by ship or plane, a dose of mag
nesium sulphate the night before is an
almost perfect preventive of sea or air
sickness. Ask your physician. Eat lightly
the first day at sea as a further precaution.
Above everything else, if you wear
glasses carry at least one spare pair, and
your prescription.
If going on a long trip, see your dentist
before you go. Let him make sure that
there are no small cavities that might en
large and hurt in the middle of the night
in a town fifty miles from a dentist.
Also that existing fillings are tight, and
bridge work not cracked.
S u n d r ie s

Only experience can tell you just what
odds and ends you will need. Here are
some suggestions:
1. Few hotels provide hooks on which
to hang razor strops. Buy a dozen brass
ones at the dime store; put them up as you
go along.
2. A large knife, boy scout model, may
well be added to the first aid kit. You
never know when it will be useful. It in
cludes a bottle opener.
3. Have a lock on all your bags; see that
it is in working order; that you have the
key in your pocket, and not in the bag.
4. Carry insurance on your baggage as
well as on yourself.
5. I f you are going into an unknown
territory take no chances; carry all you
can. The next time you will know what to
leave behind. On the other hand, don’t risk
getting a charlie horse toting too heavy
bags.

State Society News
UTAH
The February meeting of the Utah Asso
ciation of Certified Public Accountants was
held at the Beau Brummel Cafe, Thursday
noon, February 13, 1936.
Mr. Stewart Cosgriff, vice-president of
the First National Bank, Salt Lake City,
gave a summary of the banking legislation
enacted during the past two years.
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C.P.A., Educational Director

International Accountants Society, Inc.

Solution to problem 2 of November, 1935, examination service of The Amer
ican Society of Certified Public Accountants, published on pages 55 and 56 of the
January, 1936, issue.
It is obvious from a first reading of this problem that the number of items to
be entered in the three balance sheets is small, and it is fairly easy to determine
just what each balance sheet will contain.
It is clear, for example, that the Property Fund Balance Sheet will show cash
in bank in the amount of $25,150 as stated in the problem, and will also show the
cost of the land, buildings and equipment, less the accrued depreciation.
It is clear also that each of the other two balance sheets will show the uncol
lected balance of taxes levied and at least one of these balance sheets will show
cash, but the amount of cash to be entered in one or both of these balance sheets
will have to be calculated.
The uncollected bills for water and licenses, the inventory of materials and
supplies, and the unpaid liabilities for salaries and wages should obviously be entered
in the balance sheet of the General and Sundry Funds.
Provision will have to be made also for the liabilities due to the bond issue,
including accrued interest, and each of the balance sheets will require the deter
mination of a figure for surplus.
The first step in the solution should be the calculation of the tax levies receiv
able in the General and Sundry Funds and the Bond Redemption Fund. In making
this calculation it is necessary to take into account the fact that 5 % is regarded
as uncollectible. Taking this percentage for each year and adding it to the collec
tions for the year, and subtracting from the gross levy gives the net amount to be
collected for each year in each of the two funds.
The next step is the calculation of the division of cash between the General
and Sundry Funds Balance Sheet and the Bond Redemption Fund Balance Sheet.
The problem states that the Property Fund has a balance of $25,150 in the bank
since this is the meaning of the statement that $25,150 can be used only for new
construction. It is stated also that warrants outstanding at June 30 amount to
$4,208.76. Deducting these two amounts from the total cash in bank leaves a bal
ance of $65,795.44 belonging to one or both of the other funds.
The problem indicates that the total collections of the Bond Redemption Fund
have been $359,194.57, out of which $175,000 has been spent for redemption of
bonds, and $129,500 for interest. The total interest accrued at 4% on $1,000,000
for 3 ½ years has been $140,000 and $10,500 has been saved through redemption,
leaving $129,500 actually spent for interest. The total spent from the collections
has accordingly been $304,500. Deducting this amount from the total collections
leaves $54,694.57 in the Bond Redemption Fund. The difference between this and
$65,795.44 leaves $11,100.87 as the cash balance in the General and Sundry Fund.
The resulting balance sheet is shown on the next page.
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City of Highland— Balance Sheet—June 30, 1935
A ssets
G e n e ra l a n d S u n d r y F u n d s :

Cash in Bank ........................................................................................
Taxes Receivable:

$

11,100.87

A llo w a n c e f o r
A b a te m e n ts ,
L o s s e s , e tc .
(5% o f L e v y )

C a sh
C o lle c tio n s

B a la n ce
(N e t)

1932.. $ 376,447.20
1933..
329,186.40
1934..
315,002.80
1935..
331,976.20

$18,822.36
16,459.32
15,750.14
16,598.81

$ 354,190.27
306,486.29
287,736.05
291,521.70

$ 3,434.57
6,240.79
11,516.61
23,855.69

Totals. $1,352,612.60

$67,630.63

$1,239,934.31

$45,047.66

45,047.66

4,875.60
487.56

4,388.04

Inventories: Materials and Supplies....................................................

11,019.81

Y ear

C o rp o ra te
L evy
(G ro ss)

Uncollected Water Bills and Licenses:
Gross B alan ce............................................................ $
L e s s —Allowance for Bad Debts (10 % ) .............

Total General and Sundry Funds Assets....................................

$

71,556.38

$

54,694.57

B o n d -R e d e m p tio n F u n d :

Cash in B a n k ..........................................................................................
Taxes Receivable:

Y ear

D ebt
L evy
(G ro ss)

A llo w a n c e f o r
A b a te m e n ts ,
L o s s e s , e tc.
(5 % o f L e v y )

C a sh
C o lle c tio n s

1932.. $ 102,319.20
1933..
97,426.80
1934..
95,107.60
1935..
99,042.00

$5,115.96 $
4,871.34
4,755.38
4,952.10

Totals. $ 393,895.60

$19,694.78

B a la n ce
(N e t)

96,075.14
90,417.09
86,583.72
86,118.62

$1,128.10
2,138.37
3,768.50
7,971.28

$ 359,194.57

$15,006.25

15,006.25

Amount to be levied (in future years) for retirement of bond
issue (subject to reduction for any accumulated surplus and
not including interest) .......................................................................

800,000.00

Total Bond-Redemption Fund Assets.........................................

$ 869,700.82

P r o p e r ty F u n d :

Cash in B a n k ..........................................................................................
Land, Buildings and Equipment (at co st)........... $2,317,204.00
L ess —Allowance for Depreciation..........................
489,076.47
Total Property Fund Assets

$

25,150.00
1,828,127.53

$1,853,277.53
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L ia b ilitie s a n d N e t W o r th
G e n e ra l a n d S u n d r y F u n d s :

Unpaid Salaries and Wages..................................................................
General and Sundry Funds Surplus.................................................

$

5,880.73
65,675.65

Total General and Sundry Funds Liabilities and Net Worth. .

$

71,556.38

B o n d -R e d e m p tio n F u n d :

20-year, 4% Bonds (due July 1, 1951) :
Total Bonds Issued, July 1, 1931........................
L e s s —Bonds Reacquired .....................................

$1,000,000.00
175,000.00

Bonds Outstanding.........................................................................
Interest accrued on Bonds—Jan. 1, 1935, to June 30, 1935
(2%, of $825,000) .............................................................................
Bond-Redemption Fund Surplus..........................................................

$ 825,000.00
16,500.00
28,200.82

Total Bond-Redemption Fund Liabilities and Net Worth. . $ 869,700.82
P r o p e r ty F u n d :

Property Fund Surplus........................................................................... ... $1,853,277.53
Total Property Fund Net W orth............................................. ... $1,853,277.53

C . P . A . E x a m in a tio n

Q u e s tio n s

N ovember, 1935

Accounting Theory
Q U ESTIO N 1 :
A growing tendency has been noted of indicating the State of incorporation
on the balance sheets of industrial companies. What is the value of this disclosure?
Q U ESTIO N 2 :
A certain company has deposited with a sinking-fund trustee $10,000.00 rep
resenting an installment on an interest maturity several months hence. Accrued
interest payable of the same amount has been accumulated on the books. How
should these items appear on the company’s balance sheet?
Q U ESTIO N 3:
What disclosures should accompany the consolidated balance sheet of a com
pany having subsidiaries in foreign countries ?
T h e S e r v ic e o f E x a m in a t io n q u e s tio n s c o n d u c t e d b y T h e A m e r ic a n S o c ie t y f u r n is h e s
p r a c t ic a lly t w ic e a s m a n y q u e s t io n s in T h e o r y , A u d it in g , C o m m e r c ia l L a w a n d E c o n o m ic s
a n d P u b lic F in a n c e a s c o u ld b e u s e d b y a n y S t a t e B o a r d f o r a f o u r - h o u r e x a m in a t io n p e r io d ,
a n d t w ic e a s m a n y p r o b le m s in P r a c t ic a l A c c o u n t in g a s w o u ld b e r e q u ir e d f o r t w o e x a m in a 
t io n p e r io d s o f f o u r to fiv e h o u r s e a c h . A B o a r d u s in g th e s e r v ic e m a k e s it s o w n s e le c t io n s
a n d a d d s a n y s p e c ia l q u e s t io n s o r p r o b le m s w h ic h it d e s ir e s . T h e q u e s tio n s in A c c o u n t in g
T h e o r y f o ll o w .
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Q U ESTIO N 4 :
On a consolidated balance sheet what treatment should be accorded capital
stock of the parent acquired by its subsidiary ?
Q U ESTIO N 5:
Name three operating ratios and three financial ratios of importance to man
agement. Give reasons for their importance.
Q U ESTIO N 6 :
A manufacturing company has experienced difficulty in the handling of its
creditors’ accounts, a number of invoices having been paid twice. What general
improvements in the system of internal check would you suggest to obviate such
errors? You may assume that the operations of the company are sufficiently large
to warrant any necessary division of labor.
Q U ESTIO N 7 :
The M Company, formerly a close corporation with all its stockholders active
in the management, has recently floated a new stock issue through bankers and
now seeks your advice concerning annual reports to stockholders. Name five
requirements of a good annual report, which you consider essential.
Q U ESTIO N 8 :
“Cost of sales should be stated on a basis of cost under normal operations.”
Explain the foregoing quotation from an accounting text and indicate how “ab
normal” costs can be reflected in the income statement.
Q U ESTIO N 9 :
What is the nature and method of the operation of a “revolving” fund of
a city?
Q U ESTIO N 10:
How do “standard” costs differ, if at all, from “estimated” costs?
Q U ESTIO N 11:
What is the meaning of “issued” capital?
Q U ESTIO N 12:
What objections are frequently raised to consolidated balance sheets as in
formative statements? What remedies, if any, are available?
Q U ESTIO N 13:
The 1935 budget of the city of X , as reported in a local newspaper, is said
to be “not in balance” in the amount of $50,000.00. Upon investigation you find
included in the budget—
(a) Expenditures to be made for new bridges, $155,000.00.
(b) Estimated interest to be paid in 1935 on 1933 and 1934 tax-anticipation
warrants still outstanding. $52,000.00.
(c) 1934 deficit, $60,000.00.
How do these items affect, if at all, the conclusion that the budget is out
of balance ?
Q U ESTIO N 14:
Among the accounts of the Y Company you discover an account with a debit
balance called “Deferred maintenance.” What is the possible significance of this
account ?
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Q U E STIO N 15:
With respect to a machine, what relationship exists between depreciation ac
cruing thereon for accounting purposes and the decline in its efficiency?
Q U ESTIO N 16:
Name and describe briefly the various kinds of surplus.
Q U ESTIO N 17:
In 1931 the Z Company purchased its own common stock having a par value
of $ 170 at a cost of $2,380.00. At that time the company charged treasury-stock
account with $170 and capital surplus with $2,210.00. At December 31, 1933 the
company’s auditors, for statement purposes, made an entry charging treasurystock account and crediting capital-surplus account in the amount of $2,210.00.
This entry was not taken up on the books of the company. During 1934 the
company, in accordance with a resolution of the board of directors, transferred
the then remaining balance of capital surplus, or $90,341.10, to capital-stock ac
count for the purpose of increasing the stated value thereof. The capital-surplus
account had shown no other changes since the beginning of the year. Subsequent
to the transfer the company sold the treasury stock for $2,720.00, crediting $2,550
to profit and loss. What adjustments, if any, would you recommend in the
company’s accounts?
Q U ESTIO N 18:
A acquires a 40% interest in the capital stock of B on January 1, 1925. An
additional 40% was acquired on January 1, 1934.
(a) Should dividends paid by B on January 10, 1925 (declared January 3,
1925) be regarded by A as income or as a reduction of cost of investment?
(b) What treatment should A give dividends declared and paid by B after
January 1, 1934 out of surplus earned subsequent to January 1, 1925 but before
January 1, 1934?
(c ) What should be the principle for determining surplus eliminations for a
consolidated balance sheet at the date of obtaining an 80% control and thereafter?
(1 ) Should book values at the two respective dates of acquisition be
considered ?
(2 ) Should book value at the date of obtaining the 80% control govern
solely ?
Q U ESTIO N 19:
State five major changes or new provisions in the 1934 Federal revenue act
affecting individual returns.
Q U ESTIO N 20:
The Brass Novelty Co., before its reorganization, transferred a deficit of sev
eral million dollars in earned-surplus account to capital surplus. Subsequently the
company received 20,000 shares of common stock from a former president (prior
to the reorganization, however) in a compromise settlement of a suit against him
wherein it was demonstrated that he had received during the period of his employ
ment a cash sum of $400,000 in excess of the amount which he had earned ac
cording to a certain bonus plan. The par value of the stock thus acquired was
$15.00 per share and the market value on the date of acquisition $18.00 per share.
How would you record this entry on the books and how would you show the
treasury stock on the balance sheet ?
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Book Reviews
C.P.A. L a w Q u e s t i o n s a n d A n s w e r s ,
Examinations 1925 to 1935, by John C.
Teevan, LL.B., LL.M. Published by the
Ronald Press Company, 15 East 26th
Street, New York. 256 pages. Price $3.00.
The questions used in this work are
those set by the American Institute of Ac
countants in their commercial law exami
nations during the past ten years. The
writer has answered the questions much
more fully than would be required on an
examination in order that the compilation
will serve as a review of business law as
far as the scope of questions permit. He
also makes a number of helpful sugges
tions on the mechanics of writing exami
nation papers.
College Course,
by Bolling H. Crenshaw, M.E., LL.D.,
Head of Mathematics Department, Ala
bama Polytechnic Institute, Thomas Mar
shall Simpson, Ph.D., Head of Mathe
matics Department, University of Florida,
and Zareh M. Pirenian, M. S., Assistant
Professor of Mathematics, University of
Florida. Published by Prentice-Hall, Inc.,
70 Fifth Avenue, New York. 201 pages.
Price $2.00.
This text is designed for those who de
sire preparation for a course in compound
interest and annuities or a course of more
practical or utilitarian nature. The authors
have provided a sufficient review and drill
in the essentials of elementary algebra to
enable the student to pass easily to ad
vanced chapters. The book is intended for
a three-hour one-semester course, the
minimum prerequisite being one year of
high school algebra. At the end of each
chapter a Miscellaneous Exercise is in
serted dealing with the important princi
ples and methods in the chapter. At the
end there is a General Review Exercise
consisting of 135 problems covering nearly
all the topics in the book.
C o m m e r c ia l A
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1935-1936, by Robert H. Mont
gomery, C.P.A., and Roswell Magill, mem
ber of the New York Bar. Published by
the Ronald Press Company, 15 East 26th
Street, New York. 450 pages. Price $5.00.
This manual offers guidance to execu
and

G if t s

M a rc h ,

tors, administrators, trust officers and at
torneys, property owners and their bene
ficiaries. Chapters cover, in Part I, Income
Tax on Estates and Trusts: Income and
Deductions of the Fiduciary—of Bene
ficiaries; Employees’ Trusts, Revocable
Trusts, and Trusts for Benefit of Grantor;
Credits and Exemptions, Returns and Ad
ministrative Provisions. Part II, The Es
tate T a x : History and Rate Structure;
Gross Estate of Citizens or Residents;
Valuation of Specific Items Included in
Gross Estate; Deductions of Gross Es
tate of Citizens or Residents; Estate of
Non-Resident Aliens; Administration.
Part III, The Gift T a x : Computation of
the T a x ; Returns and Administration.
F e d e r a l I n c o m e T a x H a n d b o o k 19351936, by Robert H . Montgomery, C.P.A.
Published by the Ronald Press Company.
1050 pages. Price $10.00.
This new handbook gives the combined
requirements of the 1934 and 1935 laws
relating to income, capital stock and excess
profits taxes which corporations and indi
viduals must report and pay; the attitude
of the Treasury as evidenced in its latest
rulings and announcements, and of the
courts and Board of Tax Appeals as re
flected in important decisions during the
past year, with discussion of previous rul
ings and decisions that are still significant.
It points out the position to be taken by
taxpayers now and throughout the year
to protect their interests, and gives the
author’s opinion on ambiguous and dis
puted points.
M anual
of
I n s t r u c t io n s ,
P en n W ard S y s t e m o f H o s p it a l A c c o u n t in g ,
d e v is e d b y R o b e r t P e n n , C . P . A . , a n d A lle n
A . W a r d . P u b lis h e d b y P h y s i c i a n s ’ R e c o r d
C o m p a n y , C h ic a g o , I llin o is .
47 p a g e s .
P r i c e $2.00.

The Penn-Ward System of Hospital Ac
counting offers uniform accounting possi
bilities to the field of hospital accounting, in
that the system may be adopted by any
hospital of any size. The devisors of the
system have prepared a Manual of In
structions which will be easily understood
even by those without special accounting
training. Each form is illustrated and many
of them are filled in with entries.
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by Julius Sinker, C.P.A., 1936 Edition.
Published by Commerce Clearing House,
Inc. 112 pages. Price $1.00.
This year the author has broadened the
scope of his study beyond that discussed
in his pamphlet on the Revenue Act of
1934 as it affected security transactions.
The new edition discusses Securities—
the investor—the trader—the dealer;
method of reporting income; recognition
of gain or loss; determination of cor
rect cost basis; limitation as to the de
ductibility of losses; capital gains and
losses; partnerships; corporations; corpo
rations used to avoid surtaxes—personal
holding companies; banks and trust com
panies— estates and trusts; dividends—dis
tributions in liquidation—stock redemp
tions ; interest; the individual taxpayer (in
cluding fiduciaries); estate taxes; gift
taxes; withholdings, information at source,
returns of brokers; stamp taxes.
W in s l o w ' s M i n i m i z i n g D e a t h T a x e s
C. M o r to n W in s lo w ,
C .P .A ., in association w ith W illa r d L .
M u n ro . P ub lish e d b y C om m erce C le a rin g
H ouse, In c . 116 pages. P ric e $1.00.

— 1935-1936, b y

This helpful analysis of the exemptions
and alternatives of taxation under inheri
tance, estate, and gift taxes, throws new
light on the prospective shrinkage of capi
tal by such taxes and gives practical yard
sticks for gauging the respective merits of
proposed methods of alleviation.
Its chapters discuss:— Inheritance and
Estate Tax Problems— Estate Shrinkage
and Expectancy of Life— Cost of Doing
Nothing — Conservation More Difficult
than Accumulation— Life Insurance—Ac
cumulating Income to Offset Shrinkage—
Gifts and Gift Taxes— Deferred-use Gifts
— Intra-family Annuities— Setting Aside
Readily Marketable Securities— Bequests
to Individuals, Charities—Cost of Property
Accumulations, and other pertinent topics.
Replete with charts, graphs and tables of
helpful data.

Virginia Legislation
The Virginia Society was confronted
with two bills recently introduced in the
General Assembly of Virginia which had
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to do with the practice of accountancy.
Bill 406 was an amendment to the section
involving the personnel of the State Board
of Accountancy and provided that the three
accountant members should not only hold
certified public accountant certificates is
sued by the State Board of Accountancy
as now required but added “and who are
employed as professors or instructors of
accountancy in one or more schools of ac
countancy of the universities and colleges
of this State.”
Bill 409 provided for the addition of a
new section to the present accounting law
which should read:
“Section 573. That the State Board of
Accountancy shall within a reasonable time
after the enactment of this section issue in
lieu of the certificate of certified public ac
countant and/or public accountant the cer
tificate of licensed public accountant; the
purpose and intent of this section is to
have only one classification for accountants.
“Examination of applicants by the State
Board of Accountancy shall be for the said
certificate of licensed public accountant.
Wherever the words certified public ac
countant and/or public accountant are used
in said chapter twenty-nine, the words
licensed public accountant shall be substi
tuted therefor.”
Had this section been enacted into law
we would have had a new alphabetic ar
rangement, the L. P. A. A letter from the
Chairman of the Legislative Committee of
the Virginia Society, T. Coleman Andrews,
reports that both bills were rejected by the
Committee on General Laws of the House
of Delegates, to which Committee they had
been referred.

Arbitration
The American Arbitration Association
has recently issued its Decennial report. It
celebrated the event with a dinner at the
Hotel Astor, Tuesday evening, February
4. Thomas J. Watson, Chairman of the
Association's Tenth Anniversary Commit
tee, acted as Chairman, describing arbitra
tion as the “peace way” upon which “both
local business and international commerce
can travel smoothly, expeditiously and
above all silently and economically.”
A roll call was conducted in which 11
representatives of important trade and pro
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fessional groups and of the courts told
what the American Arbitration Association
had done during that ten-year period in
developing arbitration among their groups.
It was reported that more than 300 busi
ness and professional organizations were
now actively cooperating in the further
ance of arbitration.
The address of the evening, which was
broadcast, was delivered by Judge William
L. Ransom, President of the American Bar
Association. He maintained that the Ar
bitration Association had “become a useful
American institution, a valuable part of
American business life and a factor in the
adjustment of many controversies. The
Arbitration Tribunal is one of the more
expert agencies of democracy in the deter
mination of commercial controversies ac
cording to law.”
“There is no present-day conflict between
justice, according to law, and justice ac
cording to arbitration procedures. Your
efforts have made the American Arbitra
tion Tribunal an acceptable part of the
machinery for administering justice accord
ing to law.”
In the Decennial report acknowledgment
is made of The American Society of Cer
tified Public Accountants as one of the
leading organizations which cooperated
with the Association in its legislative work.
From the beginning until the time of his
death, Homer A. Dunn was the Chairman
of the Committee on Arbitration of The
American Society. At the present time J.
Pryse Goodwin, 37 Wall Street, New
York, is Chairman of the Committee and
would be glad to answer any questions and
furnish any information which may be
requested.
Governor Allred of Texas has appointed
Carneal B. Sheffield, C.P.A., of Fort
Worth, to succeed Orville S. Carpenter as
State Auditor and Efficiency Expert, Mr.
Carpenter having been named as Executive
Director of the Texas Old Age Assistance
Commission. The Governor said in mak
ing the appointment, “Mr. Sheffield was
not an applicant for this appointment. I
have drafted him.” He has been a partner
in charge of the Fort Worth office of J. A.
Phillips & Company, whose head office is
at Houston.

The Business Cycle
( C ontinued f r o m p a ge 1 3 7 )

ernor, or control, on our economic ship of
state to counteract the inherent instability
that has been pointed out in the foregoing
economic law. Let us hope that this law
derived from the consideration of account
ing principles and philosophy may be of
some help to this end and that from the
consideration of the relationship so stated,
our statesmen may develop measures to
give our economic ship of state a weather
helm.

Economic Law
( C ontinued f r o m p a ge 1 8 0 )

In conclusion, I call attention to the fact
that the coming year is going to be one of
the most critical in the history of the coun
try. Issues vital to the future of repre
sentative government are to be decided. In
the foregoing discussion, I have touched
upon some of these issues and endeavored
to present their economic aspect. If I have
been able in any degree to arouse interest
and stimulate thought in the march of cur
rent events which is shaping the destiny
of the nation, I shall have served my
purpose.

Registration Notice
( C ontinued f r o m p a ge 1 5 4 )

have been well-taken, but, inasmuch as it
was not, this decision is not rested upon
that ground.
It is the opinion of the court that the bill
of complaint states no cause of action in
favor of any of the parties plaintiff, and
that it should therefore be dismissed as to
all parties plaintiff.
Inasmuch as the case was argued and
submitted upon bill and answer by agree
ment of counsel, a final decree may be
entered in accordance with this opinion,
with costs to the defendants to be taxed.
Guy

A. M i l l e r ,
Circuit Judge.
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creditable career in professional fields has

M dated from the timely and candid advice given some
younger inquirer by an experienced practitioner. To the
accountant, for example, who may be called on to play
this role, and who likes to base his suggestions regarding
a good training source on fa cts, we are glad to offer cer
tain fundamental facts about LaSalle Higher Accountancy
Training. Among others, these—
L a S a lle T e x t s U s e d in 460 R e s id e n t S ch o o ls
A distinct compliment to the practicality and thorough
ness of LaSalle home-study texts. Originated by LaSalle,
the “Problem Method” of presentation employed—by
keeping the student steadily in line with specific require
ments on the job— condenses maximum training values
into minimum study limits. Repeated comments by ac
countants center favorably about this resultful phase of
LaSalle training.
In s tru c to rs A r e F u l l - T i m e C .P .A 's

All instruction is also personally supervised by Mr. Wm.
B. Castenholz, A.M., C.P.A., whose standing in Ac
countancy circles is well recognized. In addition to a full
time C.P.A. instruction staff, an Advisory Board of fifteen
outstanding accounting authorities gives effective counsel
on the various phases of this training.
N e a r ly 1400 C .P .A 's A r e L a S a lle -T ra in e d

Under LaSalle’s direction nearly 1400 Certified Public
Accountants (by examination) in the United States have
secured partial or complete training, or taken their C.P.A.
Coaching . . . a record to consider seriously, when it is
remembered that there are scores of accountancy schools
and courses available to the prospective student. Far
from being accidental, this record we feel is a signal
tribute to the scope and effectiveness of our training.
N o t a “ C o u r s e ," B u t a S u c c e s s - B u ild in g P la n

Technical training alone never yet made a successful Ac
countant. That is why LaSalle safeguards every student
with such supplementary services as special consultation
privileges, personality development, individualized instruc
tion, progress reports to employers, and a definitely help
ful placement service. To anyone interested, our 64-page
summary of LaSalle training will be sent without obliga
tion, and such a request may be the first step toward very
definite professional progress.

L a S a lle

E x te n s io n

U n iv e r s ity

D e p a r tm e n t 3351 - H

Michigan Ave. & 41st Street
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B u rro u g h s T y p ew riter Payroll A ccou nting
M a ch in e w rites ch e ck , earn ings record,
e m p lo y ee's s ta te m e n t and payroll su m m ary
in o n e o p e ra tio n .
C olu m n selectio n a u to 
m a tic a lly c o n tro lle d . All to ta ls a ccu m u la ted .

the payroll

ea rn in g s inform ation
required b y the

S O C IA L S E C U R IT Y A C T
While you are helping your clients m eet
th e accounting requirem ents of th e Federal
Social Security Act and related legislation,
be sure to investigate B urroughs new m a
chine developm ents affecting th is work.
These developments in th e com plete lin e of
B u rro u g h s b o o k k eep in g a n d a c c o u n tin g
m achines perm it th e selection of exactly th e
rig h t equipm ent to provide th e necessary
inform ation while handling th e com plete
payroll w ith exceptional speed, ease and
economy.

B u rro u g h s Desk B ookkeepin g M ach in e posts
e a rn in g s record s, a u to m a tic a lly p rin ts d ates
in proper co lu m n s, a u to m a tic a lly s u b tra c ts
d e d u c tio n s —c a lc u la te s n e t pay.

B u rro u g h s E le c tric C arriage C h e ck -W ritin g
T y p ew rite r w rites payroll c h e ck s e ith e r in
u n its o r in strip s.
P ay roll su m m a ry c o m 
p leted a t sa m e o p e ra tio n . F a st an d easy
in sertio n and rem oval of ch e ck s.

O ur local office will be glad to dem onstrate
these new m achines, and show you how
fully they m eet today’s needs. You m ay
telephone or call a t th e local Burroughs
office, or w rite direct to D etroit.
BURROUGHS

A D D IN G

D E T R O IT ,

M A C H IN E

COMPANY

M IC H IG A N

A D D IN G , A C C O U N T IN G , B IL L IN G A N D C A L C U L A T IN G M A C H IN E S
C A S H R EG ISTER S • TY P EW R ITE R S • P O S TU R E C H A IR S • SUPPLIES .

W H EN

B u rro u g h s Au to m a tic Payroll Ma c h in e w rites
c h e ck , e m p lo y ee’s e a rn in g s s ta te m e n t, e a rn 
ings record and payroll su m m a ry in on e
o p e ra tio n . A ccu m u la tes a ll n ecessary to ta ls,
a u to m a tic a lly e je c ts and sta ck s ch eck s in order.
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H ow

th is tra in in g

m e e ts th e n e e d s o f th e in d iv id u a l
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 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.
Upon request, we will gladly mail oar booklet, ”H ow to Learn
Accounting,” to anyone who is in terested in obtaining fu ll inform a
tion regarding I .A .S . training. Address the International Account
ants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
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“P o w e r s
a s

m ak es

a c c u ra te

o u r a c c o u n tin g

a s

o u r p ro d u c t”

says

TOLEDO

SCALE

COMPANY

( P ow ers u s e r sin ce 1 9 2 3 )

la rg e s t m a n u fa c tu re r o f a u to m a tic
scales uses P o w ers fo r th e follow ing
v ita l re co rd s:
mr.

w a lt e r

a.

Distribution o f gales in the 48 states and
50-odd foreign countries— by countries, by
states, by districts, by industry and by the
individual types o f scales—

fink

T rea su rer
TOLEDO

SCALE

C OMP ANY

" c c u r a c y is o u r b u s in e s s ,” s a y s
A
W a lte r A . F in k , T r e a s u r e r o f th e
T o led o Scale C o m p a n y o f T o led o ,
O hio. " P e r h a p s t h a t is o ne reaso n
w hy w e h a v e been co n tin u o u s u sers
o f P o w e rs A cco u n tin g M ach in es
sin ce 1 9 2 3 . A n d w hy e v e ry y e a r we
are tu rn in g o v e r m o re acc o u n tin g
jo b s a n d ad d itio n al an aly ses to th e
sp eed an d a c c u r a c y o f P o w ers
P u n ch e d C a rd m eth o d s.
" M a n u f a c tu r in g , selling an d se r v ic 
ing o v e r 6 0 0 0 ty p e s o f scales w ith
o v e r 3 0 ,0 0 0 in d ivid u al p a r ts , r e 
quires a n u n u su ally a c c u r a te an d
close co n tro l o f m a n u fa ctu rin g co sts
an d a n a ly ses o f sales, exp en ses an d
p r o f i t s . T h a t ’ s w h y t h e w o r ld ’s

Analysis of Cost of Sales, Branch Sales
Expense, Branch Service Expense and
Revenue, Branch Profit and Loss—
Analysis of types of scales sold by D is
tricts and individual salesmen.
" P o w e r s A c co u n tin g en ab les us to
w eigh fa c ts as a c c u r a te ly and q u ick 
ly a s th e u s e rs o f T o le d o S c a le s
w eigh co m m o d itie s.”
DO YOU KNOW ABOUT POWERS?
P o w e rs M a ch in e s an d P o w e rs
P u n ch e d C a rd A cco u n tin g m e th o d s
b r in g d e fin ite s a v i n g s t o a lm o s t
e v e ry classification o f b u sin e ss.L a rg e
a n d s m a ll i n d u s t r i a l s , b a n k s , i n 
su ra n ce co m p an ies, ra ilro a d s , ch a in
sto res an d d e p a rtm e n t sto re s, w hole
sale ho u ses— th ese are ju s t a few o f

th e p laces w here P o w ers h as served
fo r m a n y y e a rs .
A CHALLENGE TO EXECUTIVE ATTENTION
P o w e rs m e th o d s do n o t n e ce ssa rily
m e a n ra d ica l ch a n g e s in a cc o u n tin g
p ro ce d u re . T h e y need n o t u p se t th e
ro u tin e of a n y d e p a rtm e n t. F r e 
q u e n tly , h o w ev er, th e y do offer
definite sav in g s w hich h a v e been
o verlo o k ed for m a n y y e a rs .
T h a t is w hy w e w ould like th e
o p p o rtu n ity t o d e m o n stra te P o w e rs
M a ch in e s in o p e ra tio n to y o u r k ey
e x e cu tiv e s.
T e le p h o n e R e m i n g t o n R a n d , o r
w rite R e m in g to n R a n d I n c ., B u f 
fa lo , N ew Y o r k , an d ask for o u r
re p re se n ta tiv e t o ca ll.

Remington Rand

POWERS

Accounting Machines

O
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In d is p e n s a b le

to

A c c o u n ta n ts

BOOKS OF
T h e

R o n a ld

P re ss

By R o b e rt H . M ontgom ery, C o u n sello ra t- L a w , C e rtifie d P u b lic A c c o u n ta n t; o f
L y b r a n d , R o s s B ro s. & M o n tg o m e r y :
A u d it in g ,
$ 6 .0 0 ;
F in a n c ia l
H andbook
( E d i t o r ) $7.50; F e d e r a l I n c o m e T a x H a n d 
b o o k 1 9 3 5 -3 6 , $10.00; F e d e r a l T a x e s o n
E s t a t e s , T r u s t s , a n d G ifts 1 9 3 5 -3 6 ( w ith
R o s w e ll M a g ill, P r o f e s s o r o f L a w , C olu m bia

U n iv e r s ity ) , $5.00.

C o m p an y

By L eslie E . P a lm e r and W illiam H .
B ell, P a r tn e r s , H a s k in s & S e lls, C e rtifie d
P u b lic A c c o u n ta n ts :
A c c o u n t a n t s ’ W o r k in g

P a p e r s , $5.00.

By E rn est B . Horwath and Louis T o th ;
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The m a c h i n e
t h a t is

No other machine
costing so little
offers so m u c h ...

n e w s u n d s t r a n d model account
ing machine at the record low price of
$600 offers the great advantage of machine ac
counting to organizations that up to now have
been denied this modern accounting aid.
Accountants who have seen this remarkable
machine in operation are astounded at its speed,
dependability and complete control over accuracy.
Write today for complete information.
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UNDERW OOD ELLIOTT FISHER COM PANY
Accounting M achines . . . Typewriters. . . Adding
Machines...Carbon Paper, Ribbons an d other Supplies

• There are three distinct lines o f Underwood Elliott Fisher
Accounting Machines, with a wide variety o f models
in each. Every Underwood Elliott Fisher Machine is
backed by nation-wide, company-owned service facilities.
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An IBM Service Bureau

Let

Fact-finding
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w o rk

S e r v ic e

fo r y o u . . . . .

Speed up the work of preparing detailed analyses for your
clients by employing the International Business Machines Ser
vice Bureau.
Here is an accounting and statistical organization with years of
proved ability. Through the medium of punched tabulating
cards and International Electric Bookkeeping and Accounting
Machines, this organization will prepare Rate Analysis, Inven
tories, Market Surveys and many other important records and
reports.
Our wide experience and background in payroll methods and
machines also place this organization in a position to render
valuable assistance to employers in payroll record and report
procedures.
IB M Service Bureaus are located in principal cities and will
work for you on a part-time or complete-job basis. Naturally,
the strictest confidence is an underlying principle in the han
dling of all data. Call your nearest IB M office today, or write
direct for complete information.
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I T H I N the p a st few m onths num erous a rticle s have appeared in
v ario u s publication s w ith referen ce to w h at is known as the in te 
g ra te d or sta tu to ry bar. W h ile th is term m ay ap p ear to have no p a rtic u 
la r significance to the acco u n ta n cy profession, nevertheless it has the sam e
m eaning to th e legal profession as have the w ords “reg u lato ry law ” to the
profession of accou n tan cy.
T h e r e q u ir e m e n t o f a n in te g r a te d bar is th a t ea ch p e r so n a d m itte d to
th e bar o f a S t a t e to p r a c tic e la w w ith in th e S ta te , m u st be a m em ber o f
th e in te g r a te d b ar a n d r e g u la r ly r e g is te r a n d p a y d u es as a m em ber
th ereo f. T h u s, e a ch m em b er d o es h is p a r t in c o n tr ib u tin g to th e a d v a n c e 
m e n t o f th e p r o fe s s io n , a n d sh a r e s e q u a lly w ith h is fe llo w p r a c titio n e r s in
th e b e n e fits d e r iv e d th erefro m . U n d e r th e v o lu n ta r y b ar a s s o c ia tio n th e
a c c o m p lish m e n ts w ere b r o u g h t a b o u t b y a lim ite d n u m b er o f th e m em b ers
o f th e p r o fe s sio n , a lth o u g h a ll m em b ers b en efited b y su c h p ro g ress.
A b ar a s s o c ia tio n o f th e in te g r a te d ty p e h a s ju r is d ic tio n over its
m em b ers a n d c a n b e tte r d is c ip lin e th e s m a ll m in o r ity o f p r a c titio n e r s w h o
do n o t r e c o g n iz e th e e th ic a l sta n d a r d s o f th e p r o fe ssio n . I t can a sc e r ta in
fro m it s r eco rd s th e to ta l n u m b er o f p r a c tic in g a tto r n e y s w ith in th e
S ta te , th e ir a d d r e sse s, a n d su c h o th er in fo r m a tio n a s i t m a y d esire.
T h e in te g r a te d , or s ta tu to r y b ar a s s o c ia tio n i s r a p id ly co m in g in to
favor. M ore th a n o n e -th ir d o f o u r s t a te s h a v e, w ith in th e la s t sev en or
e ig h t y e a r s, e n a c te d le g is la t io n c r e a tin g t h is ty p e o f a sso c ia tio n .
I t is b e lie v e d th a t, u n d e r th e in te g r a te d bar, th e le g a l p r o fe ssio n w ill
be in a b e tte r p o s itio n to p r o h ib it th e p r a c tic e o f th e la w b y th o se w h o are
n o t m em b ers o f th e p r o fe ssio n .
T h e fir st r e g u la to r y a c c o u n ta n c y la w w a s p a sse d in 1924. A fte r a p 
p r o x im a te ly e le v e n y e a r s th e r e a re a b o u t o n e-fo u r th o f ou r s ta te s th a t h a v e
p a sse d su c h la w s. W is c o n s in w a s a d d e d to th e lis t la s t year.
T h e p u b lic w o u ld , n o d o u b t, be b e tte r serv ed b y th e a c c o u n ta n c y p r o 
fe ssio n i f a ll p e r so n s h o ld in g th e m se lv e s o u t a s p u b lic a c c o u n ta n c y p r a c ti
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tio n e r s, w e r e req u ir e d to r e g is te r w ith a S ta t e A c c o u n ta n c y o r g a n iz a tio n ,
a n d co m e u n d e r it s ju r is d ic tio n a n d co n tr o l. S u c h a r e q u ir e m e n t w o u ld
g r e a tly a s s is t in th e e lim in a tio n o f th e u n e th ic a l p r a c titio n e r .
T o d a y r u le s a r e la id d o w n r e g a r d in g th e p r e p a r a tio n o f a lm o s t a ll
c la s s e s o f s ta te m e n ts . A s th e r e q u ir em e n ts in th e p r e p a r a tio n a n d p r e 
s e n ta tio n o f th e s ta te m e n ts b eco m e m ore r ig id , th e n e c e s s ity fo r r e g is te r 
in g th e p r a c titio n e r b eco m es g re a ter . T h erefo re, th e e n a c tm e n t o f p rop er
la w s to r e q u ir e b o th c e r tifie d p u b lic a c c o u n ta n ts, a n d p u b lic a c c o u n ta n ts,
to r e g is te r a n d co m e w it h in th e c o n tr o l o f a S ta te o r g a n iz a tio n w o u ld be
a d e fin ite s te p in th e a d v a n c e m e n t o f th e p r o fe ssio n o f a c c o u n ta n c y .
A lth o u g h th e te r m in o lo g y is d iffe r e n t, i t h a s th e sa m e m e a n in g to
th e r e sp e c tiv e p r o fe ssio n s. I t ca n r e a d ily be o b serv ed t h a t b o th th e le g a l
a n d th e a c c o u n ta n c y p r o fe s s io n s a re p u ttin g fo r th th e ir b e st e ffo r ts to a c 
c o m p lish r e s u lts a lo n g th e sa m e lin e s. B e y o n d a d o u b t b o th a re s tr iv in g
to p la c e th e ir p r o fe s s io n s a n d p r o fe ssio n a l o r g a n iz a tio n s on th e h ig h e s t
p o s s ib le p la n e.

W h y A s s o c ia tio n s ?
N D E R th is heading C h arles T. M acD erm ott, P resid en t, A m erican
A ssociation of P e rso n a l F in a n c e Com panies, recen tly m ade some
p ertin en t observations w hich a re applicable to all lines of endeavor. A
few q u otations follow :
“ B u s in e s s a n d tr a d e a s s o c ia tio n s a re o f p a r a m o u n t im p o r ta n c e to 
d a y , w h e th e r th e y be S t a t e or n a tio n a l. C o n d itio n s, b o th b u sin e ss an d
p o litic a l, a r e c h a n g in g so r a p id ly a s to c o n fu se th e in d iv id u a l m in d . T h ese
a s s o c ia tio n s fo rm c le a r in g h o u se s o f id e a s, in te r p r e ta tio n s , a n d e x p e 
r ie n c e s o u t o f w h ic h y o u g e t th e a n sw e r s to y o u r p a r tic u la r p ro b lem , a
r e c o m m en d a tio n t h a t m ig h t be p ro fita b le— a w a r n in g th a t m ig h t sa v e
y o u g r ie f.”
“ M em b ersh ip in a n a s s o c ia tio n is a r e a liz a tio n o f a n o b lig a tio n . I t
d e m o n s tr a te s th a t o n e is w illin g a n d r e a d y to le n d h is e ffo r ts in th e co n 
d u c t o f i t s a ffa ir s, th e s u c c e s s fu l a d m in is tr a tio n o f w h ic h p ro v id es h im
a n d h is co -w o rk ers w ith a co m m on good . S u c h a r e a liz a tio n is a com 
m e n d a b le r e fle c tio n o f h is c o n sc ie n c e th a t d e n ie s h im a n y p le a su r e in
a c c e p tin g b e n e fits in th e c r e a tio n o f w h ic h h e p la y e d n o p a rt. S u c h m e m 
b ersh ip is a ls o a d e m o n s tr a tio n o f so u n d b u sin e ss ju d g m e n t, p r o v in g th a t
th e m em ber is a w a k e to th e p o s s ib ilitie s o f o r g a n iz e d e ffo r t a n d it s e ffe c t.”
“ T h e v a lu e o f m em b ersh ip in a n a ss o c ia tio n c a n n o t b e m e a su r ed in
d o lla r s. A s s o c ia tio n s te n d to a b o lish m isu n d e r sta n d in g s b e tw e e n co m 
p e tito r s , d e v e lo p a r e g a r d fo r th e o th er f e llo w ’s p ro b lem s, a n d c re a te a
fr ie n d ly a tm o sp h e r e t h a t m a k e s o u r ta sk m o re e n jo y a b le a n d p r o fita b le .”
“ L e t m e a g a in s tr e s s th e im p o r ta n c e o f jo in in g n a tio n a l a n d S ta te
a s s o c ia tio n s . T h ey a re n o t a m ed iu m o f fr ie n d ly c o n ta c t a lo n e ; th e y are
a n e s s e n tia l p a r t o f y o u r p r in c ip le s o f b u s in e s s p r a c tic e a n d w a r r a n t y o u r
u tm o s t s u p p o r t.”
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F o u r C . P .A . D e c a d e s
P R I L 1 7 ,1 8 9 6 , G overnor Levi P . M orton of New Y o rk signed the first
law recognizing th e a cco u n tan cy profession in th e U n ited S tates.
A p r il 20, 19 3 6 , th e N e w Y o rk S t a t e S o c ie ty o f C ertified P u b lic A c 
c o u n ta n ts w ill c e le b r a te w ith a p p r o p r ia te ce re m o n ie s th e co m p le tio n
o f fo r ty y e a r s o f le g a l r e c o g n itio n o f t h e p r o fe ssio n .

A

A t th e a n n u a l m e e tin g o f T h e A m e r ic a n S o c ie ty h e ld a t P itts b u r g h ,
in 1927, G eo rg e W ilk in s o n , C .P .A ., o f I llin o is , N e w J e r se y , N e w Y ork ,
P e n n s y lv a n ia a n d C o lo ra d o , p r e se n te d a h is to r ic a l p a p er on “ T h e G e n e sis
o f th e C .P .A . M o v e m e n t.” T h is w a s p r in te d in th e S ep tem b er a n d O c
tob er, 1928, is s u e s 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 . T h e p a p er
w a s r e c o g n iz e d a s p r e s e n tin g th e m o s t d e ta ile d h is to r ic a l s ta te m e n t th e r e 
to fo r e p r e p a r e d o n a c c o u n ta n c y .
T h e p r o fe s s io n th r o u g h o u t th e c o u n tr y , a la r g e n u m b er o f w h om
h a v e se c u r e d th e ir c e r tific a te s s in c e th a t d a te , m a y r e v iv e th e ir in te r e s t
in th e h is to r ic a l fe a tu r e s b y th e f o llo w in g r e p r in t o f th a t p a r t o f th e
a d d r e ss w h ic h r e la te d s p e c ific a lly to th e e v e n ts le a d in g to th e p a ssa g e
o f th e la w . N o t o n ly m em b ers o f th e N e w Y o rk S t a te S o c ie ty , b u t a ll
h o ld e r s o f N e w Y o rk C .P .A . c e r tific a te s a n d , in d ee d , a ll h o ld e r s o f a n y
S ta te -g r a n te d C .P .A . c e r tific a te s, s h o u ld read or re-read th is r e c ita l w ith
in te r e s t a s w e ll a s p ro fit.
T h e w r ite r o f th e p a p er, o n e o f th e in flu e n tia l p r a c titio n e r s d u r in g
h is life tim e , o n e o f th e le a d e r s in th e o r g a n iz a tio n o f th e F e d e r a tio n
o f S t a t e S o c ie tie s o f P u b lic A c c o u n ta n ts , a n d th e m o v in g s p ir it in th e
fir st I n te r n a tio n a l C o n g r e ss o n A c c o u n tin g h e ld in S t. L o u is in 1904,
h a s p a sse d to h is rew a r d , a s h a v e m o st o f th o s e w h o se n a m e s are
m e n tio n e d in th e r e c ita l. T w o h a v e su r v iv e d th e m a rch o f tim e a n d th e
to ll o f y e a r s— F r a n k B r o a k e r a n d W illia m S a n d e r s D a v ie s.

The earliest recorded effort to establish our profession in these United States
was the formation of a society in New York City in May, 1882, called the “Institute
of Accountants and Bookkeepers.”
This was in no sense a professional guild. It was a voluntary association of
individual accountants engaged in various walks of life, a minority of them being
professional accountants, who grouped themselves in a body for mutual advantage,
mainly in an educational direction.
After some years the name of this society was changed to “The Institute of
Accounts” and it became more than it was before— a scientific body. Its meet
ings were held on the 15th of each month during the season and usually included a
lecture on some accounting or financial subject followed by a discussion. Major
Henry Harney of New York, was the President and was the moving spirit of the
Institute for many years. Care must be taken to differentiate between this early

200

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

educational body and the professional guild
of much later date (1916), called the
“American Institute of Accountants.”
The membership of the old institute
of Accountants was not confined to New
Yorkers, a scattering of its members
being found in the Western and South
ern States. The membership was small,
even for those early days, due to the
fact that the Institute was conducted
on somewhat exclusive lines. All appli
cants for membership had to pass an en
trance examination as to general fitness
and technical qualifications, while the
senior grade of membership known as
“Fellows,” was only granted to those who
succeeded in passing a pretty stiff practical
and technical examination.
It must be clearly borne in mind that
this was well before the passage of the
first C.P.A. law. These early conditions
are dealt with in this article, somewhat
in detail, for the reason that this really
was the foundation. In those early days,
before the enactment of State legislation
establishing the C.P.A. designation—the
Institute of Accounts issued to its Fellow
Members, upon their passing the technical
examination previously referred to, nicely
engraved certificates, giving them the right
to style themselves “Certified Account
ants.”
These certificates were in a sense, home
made and had not the authority that our
C.P.A. certificates now have, for the rea
son they were not supported by a legis
lative enactment of the State. Neverthe
less they were the forerunners and were
issued more than a dozen years ahead of
the first batch of C.P.A. certificates. The
Institute of Accounts, in New York,
served a useful purpose in its day and
was of much advantage to its individual
members. It doubtless added no little to
the general uplift we have all felt and
presently profited by.
The first effort to secure the organiza
tion of a professional guild, solely com
posed of public accountants in these United
States, was made in Philadelphia in 1886.
At that time some half dozen men had
established themselves as public account
ants in the City of Brotherly Love—John
W. Francis (1869) ; Charles Nixon Vol
lum (1 8 7 5 ); John Heins (1 8 7 7 ); Lau
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rence E. Brown (1 8 8 2 ); and Hyland B.
Hayes (1885). All of them have passed
on to their reward. The first four named
held several conferences at the office of
Mr. Francis and decided to petition the
Government of the Commonwealth for a
charter as an educational institution to be
called “The Chartered Accountants’ In
stitute.”
It was not then proposed to hold ex
aminations nor confer titles, but rather to
join hands in an effort to educate the pub
lic to the advantage of employing “per
sons thoroughly skilled and experienced as
Public Accountants.”
It happened that Edwin Guthrie of Man
chester, a Fellow Member of the Insti
tute of Chartered Accountants in England
and Wales, was visiting America at the
time, and was invited by Mr. Heins to come
on to Philadelphia in December, 1886, and
confer with his associates regarding the
proposed State Society in Pennsylvania.
Having in view the prior rights estab
lished by the Chartered Accountants in
Great Britain and in Canada, and the in
creasing recognition the imported desig
nation was then securing on this side of the
Atlantic, it was thought inexpedient to use
the same term in America. After further
discussion the effort to organize a State so
ciety in Pennsylvania gave way in favor
of what promised to be of more far reach
ing usefulness, namely a national associa
tion of accountants which, of course, could
only be brought out in New York City.
T h e A m e r ic a n A s s o c ia tio n
O n December 23, 1886, upon the invita
tion of James Thornley Anyon, of Bar
row, Wade, Guthrie & Co., Chartered Ac
countants, a meeting of accountants was
held in the office of that firm in the old
Equitable Life Building, New York City.
There was then organized a voluntary as
sociation of individual practitioners which,
on the motion of Mr. Anyon, was named
“The American Association of Public Ac
countants.”
On August 20, 1887, that first profes
sional guild of accountants in America se
cured a charter from the State of New
York. For many years it continued more
in name than in reality a national associa
tion, domiciled in New York as its char
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ter required and governed by New York
Accountants.
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toward having it made law by the State
Legislature.

T h e G e n e sis o f th e C .P .A . M o v e m e n t

T h e S itu a tio n a t A lb a n y

Our older brothers in Great Britain had
accomplished much, first in Edinburgh,
Glasgow and Dundee and later through
out England and Wales. They had secured
for their own use the designation of Char
tered Accountant with the two letters C.
A. definitely reserved fo r the Scotch. The
British had invaded America and imported
their titles with them. This distinction ob
tains today.
Although there is no law
against it, so strongly have we always ob
served the rights of our brothers over seas
and across the border, that little or no at
tempt has ever been made in this country
to use the term Chartered Accountant by
anyone not a member of one of the British
or Canadian Societies. Here then, we have
the background—the underlying conditions
of years ago.
In the United States, we had the In
stitute of Accounts (1882), issuing certi
ficates of its own making; and we had the
American Association of Public Account
ants (1887), a New York State Corpora
tion. These two were the only organized
groups existing at that time.

Colonel Sprague took the now-historic
draft straight to his old friend Hon. Mel
vil Dewey, State Librarian at Albany, who
he knew could help the proposal along
more than any one man. Major Harney’s
original draft for a bill contemplated the
appointment of a State Board of Exam
iners by the Governor. Mr. Dewey, who
was also Secretary of the Regents of the
University of New York and whose coun
sel had been sought because of his long
experience in Albany and his political
affiliations, strongly urged that it was in
advisable to add another board to the Gov
ernor’s patronage. He recommended that
the law be redrawn so as to place control
of the examinations with the Regents of
the State University, which institution had
the equipment for holding such qualify
ing examinations as were contemplated.
Mr. Dewey also pointed out that this
course would give the proposal something
of an educational character. This advice
was regarded as sound and was accepted.

C o n cep tio n o f th e C .P .A . M o v e m e n t

To Major Harney of New York City,
President of the old Institute of Accounts
is probably due the credit for initiating
the effort to secure legislative action es
tablishing the professional designation we
use today. We know that some years be
fore any definite action was sought at Al
bany, Major Harney had committed his
ideas to paper, in the privacy of his own
study at home. In the winter of 18941895, Major Harney prepared a draft of
a bill, to be presented to the State Legis
lature, providing for a professional exam
ination and for securing a distinctive title.
Under the authority of the By-laws of
the Institute of Accounts, President Har
ney appointed Colonel Charles E. Sprague,
A.M., Ph.D., President of the Dime Sav
ings Bank of New York City, also an ac
countant and actuary of great ability, a
committee of one to convey the draft bill
to Albany and see what might be done

T h e T itle

The next question—what shall the pro
posed legal designation be? The terms
“Chartered Accountant” and “Certified Ac
countant,” with the abbreviation of C. A.
were most favored. At this stage of the
discussion it was pointed out that the use
of the term “Chartered Accountant,” C.A.,
would conflict with the rights established
by the Scottish Societies (1854), under
Royal Charters which, as I have stated,
were cheerfully recognized on this side of
the Atlantic.
At the same time it was pointed out
that the use of the term “Certified Ac
countant” would be an infringement of the
established right of the Institute of Ac
counts (1882), many of whose certificates
were then hanging in the offices of New
York accountants. Moreover, with pardon
able pride, the pioneers did not want to
be copiers; rather would they be origi
nators.
To meet these conditions the word “Pub
lic” was interpolated and the term— “Cer
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tified Public Accountant” was determined
upon, with the designating letters, C.P.A.,
of which title we have during the en
suing years grown so proud.
In scrib e T h e s e T h r e e N a m es

I wish to emphasize that the program
I have described and which, mind you,
was later embodied into law, was initiated
by three men whom we should revere—
permit me to repeat their names: Major
Henry Harney, President of the Institute
of Accounts of New Y o rk ; Colonel
Charles E. Sprague, President of the Dime
Savings Bank of New York; Honorable
Melvil Dewey, State Librarian, and Secre
tary of the Regents of the University of
New York at Albany.
There are many other survivors of those
most strenuous days who can rightfully
claim some share of the victory, but my
subject here to day is "The Genesis of the
C.P.A. Movement,” and I ’m here to tell
you that the three men named conceived
the idea and gave it birth.
T h e R egu la to ry F e a tu re

But there were other forces at work in
1894. Acting independently of the Insti
tute of Accounts, at a meeting of the
American Association on February 12,
1895, Francis Gottsberger, presented a
draft of a bill he proposed to send to Al
bany. It was entitled:
“A bill to authorize the Regents of
the University of the State of New York
to license Public Accountants, to pro
vide for the registration of such licenses
and to prevent unlicensed persons from
practicing as public accountants.”
The bill provided:
“that no person shall practice as a
public accountant after the passage of
this act unless he be licensed by the Re
gents of the University of the State of
New York.”
At a later meeting (February 28, 1895),
Mr. Gottsberger reported that his bill for
licensing public accountants had been in
troduced in the State Legislature and was
being cared for by Senator David Bradley.
In this latter proposal by Francis Gotts
berger we have the genesis of another
movement which seems quite recently to
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have taken root in some states—Mary
land as the leading example—the effort
to regulate the practice of accountancy by
requiring all practitioners to qualify under
a specific State law. Bear with me while
I emphasize the essential point of differ
ence between the two rival proposals
brought forward in 1895. Shall we use
the terms — Educational vs. Regulatory?
On the one hand—the plan to procure a
degree from the State University, initiated
by the Institute of Accounts. On the other
hand—the plan to license public account
ants, initiated by the American Association.
The bill proposed by the American As
sociation imposed a fine of a hundred dol
lars on any person found guilty of prac
ticing in New York State as a Public Ac
countant unless he had received a license
from the State University and had regis
tered his license with the Secretary of
State at Albany. No distinctive title was
asked for in the Association’s bill.
T w o C .P .A . L a w s In tro d u ced

The American Association’s bill hap
pened to be the first to come before the
Legislature, being introduced in the Senate
at Albany on February 20, 1895, by Sen
ator Daniel Bradley of Kings County, to
whom it had been sent a week before by
the American Association’s Legislative
Committee consisting at that time of Fran
cis Gottsberger, William Sanders Davies
and Richard M. Chapman. This licensing
bill was referred to the “Committee on
Literature.”
Early in the following month (March,
1895), the bill sponsored by the Institute
of Accounts was introduced in the Assem
bly by the Honorable Howard Payson
Wilds, representing one of the Manhattan
Island districts and an old-time personal
friend of Colonel Sprague. This Insti
tute bill provided that the Regents of the
State University should make rules for
holding examinations for persons apply
ing for C.P.A. certificates. It was indeed
practically the same as the New York
law finally enacted.
R estrictive Clause In tro d u ced

In the meantime, however, one important
addition had been made to Major Harney’s
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original draft. Section 4 of the Institute’s
bill as introduced provided that after July
1, 1896, only Certified Public Account
ants (of New York State) should
“be appointed or employed to act as
examiners of accounts, expert account
ants or paid auditors by courts, admin
istrators, receivers, state, county or
municipal officers.”
This Institute bill was referred in the
Assembly to the “Committee on General
Laws,” where it encountered considerable
objection mainly against the restrictive
provision above quoted.
Tw o R iv a l C .P .A . E ffo rts

So we find two separate efforts being
made by rival organizations of professional
accountants, differing little in objective.
The American Association’s bill for a
license, before the “Committee on Litera
ture” of the Senate; the Institute of Ac
counts’ bill for a title and with limited re
strictions before the “Committee on Gen
eral Laws” of the Assembly.
M eetin g o f A cco u n ta n ts

This was the setting when, on March
11, 1895, Francis Gottsberger and William
Sanders Davies, members of the Amer
ican Association’s Committee mailed a
notice to all practicing Public Accountants
whose names were found in the business
directory of the City of New York. This
notice informed them that a bill “* * *
the object of which is to have Public Ac
countants recognized and registered by the
Regents of the University of the State of
New York,” had been introduced in the
State Senate. The letter invited them all
to attend a meeting at No. 111 Broad
way on the afternoon of March 13, 1895.
Some forty-five accountants responded
to the invitation and crowded into the dingy
quarters of the Real Estate Exchange in
the basement of an old-fashioned brick
building adjoining Trinity Church yard,
close to the head of Wall Street, (No. 111
Broadway.)
A majority of those present were not
members of either the American Associa
tion or the Institute of Accounts; still it
was thought desirable that Richard F.
Stevens of Newark, N. J., President of the
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American Association, should take the
chair. The late Thomas Cullen Roberts,
for many years Secretary of the Amer
ican Association, acted as Secretary of the
meeting.
C om m ittee o f F o u rte en

Both the Association’s bill in the Sen
ate and the Institute’s bill in the Assem
bly were read and explained. Considerable
interest was shown and much discussion
ensued. A Committee of fourteen wellknown public accountants was appointed to
carry out the objects explained at the meet
ing. Eight members of this Committee
were chosen from the membership of the
American Association, three from the In
stitute of Accounts, three from those not
affiliated with either body, with Mr. Gotts
berger as Chairman.
Upon calling for
subscriptions to defray the expenses of se
curing the passage of legislation, thirtyeight New York accountants responded
with subscriptions of $10 each.
The Committee of fourteen lost little
time in determining that the Association’s
bill proposing a license, should be dropped
and the Institute’s bill proposing a title
should be pushed. The committee also de
termined that an attorney should be re
tained to watch the progress of the bill
through the Legislature.
The representatives of the American As
sociation were: James T. Anyon, Frank
Broaker, Wm. Sanders Davies, Henry R.
M. Cook, T. Cullen Roberts, Richard F.
Stevens, James Yalden, Thomas E. Arnold.
Those representing the Institute of Ac
counts were: Henry Harney, Charles Dut
ton, Charles Both.
The representatives of the non-member
group were: S. H. Jenkins, Silas S. Pack
ard and John E. Hourigan.
S u b -C o m m ittee

A sub-committee of five members con
sisting of Messrs. Francis Gottsberger,
James Yalden, Henry Harney, S. H. Jen
kins and Silas S. Packard, visited Albany
while the Legislature was in session, to
gether with Melvil Dewey, Secretary of
the Regents, John E. Hourigan, a public
accountant practicing in Albany, and E. G.
Whittaker, the attorney who had been re
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tained by the committee. The sub-commit
tee appeared before the Assembly’s “Com
mittee on General Laws” to advocate the
passage of the Institute’s bill.
Here is where the C.P.A. Movement re
ceived its first serious set-back. Assembly
man Wilds, who had introduced the bill
and had it referred to committee, would
do nothing. He could not be persuaded to
have it reported favorably to the House.
In the meantime the session was getting
well along. After a lot of difficulty Sen
ator Bradley got the Senate’s Committee
to substitute the Institute’s bill for his and
report it favorably to the Senate. How
ever, when the substituted bill came up for
passage it secured only ten votes while
eleven votes were recorded against the
measure, which, of course, never reached
the Assembly. It was ascertained that
what had killed the bill in the Senate was
the provision of Section No. 4, “restricting
employment in certain kinds of account
ancy work to Certified Public Accountants
under the act.” Thus ended the first effort
to secure legislation in favor of our pro
fession in America.
T h e F ir s t C .P .A . L a w

At its regular monthly meeting on No
vember 12, 1895, the American Associa
tion of Public Accountants determined to
introduce the bill I have described as the
Institute’s bill as soon as the legislature was
in session. At the next meeting of the
Association, on November 2 7 , 1895, a com
mittee consisting of Frank Broaker, James
Yalden, first president of the Association
(1887), and William Sanders Davies, was
appointed to select a member of the State
Legislature to have charge of the Account
ants’ bill which was then entitled, “An
act to Regulate the Profession of Public
Accountant.” Frank Broaker, who was
made chairman of the sub-committee,
turned the bill over to Senator Albert A.
Wray, of Brooklyn, who introduced it in
the Senate on January 13, 1896, and had
it referred to the “Committee on Judici
ary.”
This accountants’ bill, as it was then
called, had the support not only of the
American Association but of the Institute
of Accounts and of a considerable num
ber of professional accountants unaffiliated

A p ril

,

with either body. Concurrently on January
15, 1896, a bill under the same title was
introduced in the House by Assemblyman
Marshall and was similarly referred to the
“Committee on Judiciary.”
An amendment was made in the bill
while on its passage, having for its pur
pose the admission of semi-naturalized
Britishers and other foreigners. The words
interpolated follow the opening clause
thus:
Any citizen of the United States “or
person who has duly declared his in
tention to become such citizen * * * ”
The bill was well taken care of in its
passage through the assembly by Mr. Mar
shall and was carefully watched and
guarded by the indefatigable Chairman of
the American Association’s Committee,
Frank Broaker, who devoted all his time
and energy to pushing the measure through
to its final passage.
The bill passed the Assembly on April
3rd by an almost unanimous vote (120 to
1) and passed the Senate on April 7th.
It was approved by Governor Levi P. Mor
ton on April 17, 1896. A week later the
American Association of Public Account
ants passed a vote of thanks to Frank
Broaker for the splendid work he had
done in securing the passage of the law.
I t s A d m in is tr a tio n

Under the provisions of this law (1896)
the Regents of the University of the State
of New York made rules for the exam
ination of persons applying for certificates
as Certified Public Accountants, and ap
pointed three accountants as examiners.
After the first year the Examiners had to
be Certified Public Accountants.
The law prohibits persons who are not
certified by the New York University from
styling themselves or their firms as “Cer
tified Public Accountants,” and provides
that any violation of that provision shall
be a misdemeanor. The law passed did not
restrict the practice of Public Accounting
in any way. It merely reserved the title
for those who met the requirements.
T h e N e w Y o r k W a iv e r C la u se

As in other states, soon to follow, the
first Board of Examiners had not only

1936

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

to prepare the formal examination ques
tions and to rate the answers, but had to
pass upon the hundreds of applications for
certificates under the waiver clause.
Section 3 of the law as enacted provided
definitely enough that—
“The Regents may, in their discretion,
waive the examination of any account
ant who shall have been practicing in
the state on his own account for more
than one year before the passage of this
act.”
In the face of this provision of the
law, and probably in the exercise of their
discretion, the Regents published a rule
providing that exemption from examina
tion should be granted only to candidates
who could prove that they had “been in
reputable practice as Public Accountants
since January 1st, 1890.” This rule set the
preliminary standard of admission, up to a
basis of six years’ prior experience. The
enforcement of the rule gave great dis
satisfaction and caused much difficulty.
Nevertheless this restriction was held to.
F ir s t B o ard o f C .P .A . E x a m in e rs

The first board of examiners appointed
by the Regents of the University was com
posed of Colonel Charles E. Sprague,
whose early activities in framing the first
C.P.A. bill have been related; Frank
Broaker, who was elected Secretary of the
board, and the late Charles Waldo Has
kins, who was elected President. Upon
these three men fell the unusually heavy
duty of organizing the work of the ex
aminations and at the same time of dealing
with a great crowd of applicants.
There was, of course, a great rush of
public accountants who had been genuinely
practicing in New York City, and too, by
a goodly number of outsiders who strove
in many artful ways to persuade the ex
aminers that they really had the statutory
requirements.
The first examination held under the
law was conducted in New York City,
on December 15th and 16th, 1896, and the
first certificates to be issued to successful
candidates at the written examination were
granted to Edward C. Charles, Joseph
Hardcastle, and William H. Jasper.
But it must not be supposed that all the
public accountants who were genuinely

205

eligible for the New York certificate
availed themselves of the privilege of ap
plying for same within the one year period
prescribed by the law of 1896. Several
New Yorkers, among them some of those
in highest renown, did not take the move
ment seriously at the outset. I remember
one of the leading professional account
ants, still a prominent practitioner, saying
to m e:
“That C.P.A. business is nonsense,
Wilkinson. All the penny accountants
on the side streets will be applying for
certificates under that absurd waiver
clause.”
And so they neglected their opportunity
and later, when Frank Broaker, Secretary
of the Board, pointed out to them that they
were too late in filing their applications,
they were wroth. Moreover, some of the
British invaders had not at that time de
noted their intention of becoming citizens
of the United States.
And so it came about that many good
men and true, possessing all the qualifica
tions required by law, found themselves
without and looking for some way to get
in. If some method could only be found
to pry that big front door open again! But
Haskins was obdurate and Broaker was
obstinate (so they said) and there was
“nothing doing.” By this time the tide of
C.P.A. legislation had set in from both
coasts — Pennsylvania and Maryland and
far off California had secured their C.P.A.
laws — while New Jersey, Illinois, and
Minnesota had made their initial but un
successful effort.
N e w Y o rk S tate S o ciety

Almost immediately after the issuance
of the earliest C.P.A. certificates, the New
York accountants got together and organ
ized a State association. On March 30,
1897, was organized the New York State
Society of Certified Public Accountants,
which has grown to great proportions in
membership and influence in the Empire
State.
This addition made no less than three
associations of professional accountants
domiciled in New York City— The Amer
ican Association, the Institute of Accounts,
both claiming to be National in their scope,
and the State Society just named.
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A P P R E C IA T E the privilege of being
here to speak on the subject of “Culture.”
II would
feel more at home in the discussion
of the Balance Sheet or the Profit and Loss
Statement or Code Requirements, or some
other of the technical subjects with which
my work in life has made me familiar.
Daily contact with the practical problems
that arise, and daily efforts to solve the
problems, have invested them with an ab
sorbing interest.
And yet the so-called cultural interests
are just as interesting and just as impor
tant to all of us as those directly connected
with our vocations.
I think you understand that I am here,
not as one who has made a profound study
of the subject, but rather as one who has
given thought to the subject for many
years and who has developed some under
standing of what culture means in the
everyday life of busy men and women.
One of the fragments of information
that I have remembered from my high
school days is a definition of heat, which
ran something as follows: “Heat is that
mode of molecular motion which is recog
nized by the expansion of bodies.” Imme
diately following the definition was a state
ment that water is an exception to the rule
because as water solidifies through cooling,
it expands. I mention this to illustrate the
fact that definitions are frequently given
in terms of phenomena. If one were to
go to a text book in order to learn what
electricity is, he would find voluminous
statements of the characteristics of that
form of energy and of the phenomena
which we recognize in connection with its
manifestations. He would find explained
at length what electricity does and how the
force of the energy is displayed. Nowhere,
however, will he find an explanation of
* O n e o f th e ad d re sse s g iv e n b y th e w r i t e r
d u r in g h is p r e s id e n tia l y e a r, th e p u b lic a tio n o f
w h ic h has been re q u e s te d b y a n u m b e r o f m e m 
b e rs w h o h e a rd it.

what it is. Numerous illustrations might
be given of definitions or explanations,
couched in terms of characteristics and/or
phenomena attending the thing to be de
fined.
And so it is with culture. If one of us
were asked off-hand to define the word
culture, he would probably begin by saying
“a cultured person is one who knows and
observes the amenities of life, who is tol
erant, generous and understanding, and
who has more than a passing acquaintance
with music, literature, science and art.
Other characteristics of a cultured person
would probably be specified. We know what
the word means. A precise definition which
would be generally accepted is at least diffi
cult and perhaps impossible.
Not long ago, I was sitting in the office
of a client, with a few unoccupied mo
ments. I noticed on the table a book en
titled “The Meaning of Culture” by
Powys. I opened the cover and read the
introduction, from which I copied the fol
lowing :
“It is perhaps unwise to attempt a
single dogmatic definition of culture;
but by first approaching the subject from
one angle and then from another it
seems as though in a gradual process of
elimination and selection, a general at
titude of mind to this complicated sub
ject may emerge.
“One rather felicitous definition runs
as follows: ‘Culture is what is left over
after you have forgotten all you have
definitely set out to learn’—and in this
sally you get at least a useful warning
against associating culture too closely
with the academic paraphernalia of
education.”
In the face of that warning, I am going
to quote a definition which I ran across in
my reading about seven years ago, without
assuming that the definition is either ade
quate or correct, or is generally accepted
by those who have an interest in the sub
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ject, but because it will help us by giving
direction to our thought in this brief dis
cussion. The definition was given by A. N.
Whitehead, who was spoken of as an edu
cator and philosopher, at one time con
nected with the University of London and
later with Harvard University. He said,
“Culture is activity of thought and respon
siveness to beauty and humane feeling.”
Other definitions of, or statements con
cerning culture are found, each expressing
a particular point of view. Let me quote:
“When culture is properly understood
and justly appreciated, it will be found in
dispensable to all who wish really to live.”
“Culture is a state of mind like happi
ness, not the physical possession of some
thing like real estate.”
“Individuals are awakening to the idea
that material success is not everything and
that there is something about life which
business and social life cannot include.
That ‘something’ is culture—the mark of
the successful mind.”
“Culture is largely the ability to admire
wisely.”
“The intellectual person has knowledge ;
the cultured person loves knowledge.”
“Like charity, culture is the spirit which
views the field of knowledge with more
sense of appreciation than analysis. It is
akin to the enjoyment of a landscape apart
from the geology of the terrain. Knowl
edge there must be, but knowledge as
something felt, not as a process of cogni
tion which gives light without heat.”
“Culture is knowledge for the sake of
its enjoyment and human value.”
“No, rather than the learning of the
scholar or the polish of the socially experi
enced person, it is the fine way of thinking
and the graceful way of living, out of
which will come the aristocracy of a noble
spirit.”
“Now, culture is, above all things else,
the art of knowing exactly what to do
with one’s self when one is physically alone
or psychologically solitary in the crowd.”
“It means only a certain intelligent sym
pathy for the five fine arts—architecture,
sculpture, painting, poetry, music.”
“When one realizes that his mind is
meant to be a living organ of appreciation
rather than a museum, he will not worry
because he is weak on mosaics or stained
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glass or Gothic.”
The quotations are from Shaw’s “The
Road to Culture” and give one a sense of
many points of view, a sense that culture
is a many-sided concept, which indeed it is.
When I have reflected upon “culture” as
a concept, my mind has reverted to White
head’s definition that “Culture is activity
of thought and responsiveness to beauty
and humane feeling.”
“Activity of thought” should be distin
guished from “activity of mind.” In one’s
thought there should be “responsiveness to
beauty and humane feeling.”
The definition does not suggest some
special fields of thought but indicates that
culture may be found in many fields of
activity and interest. Dean Carl Seashore
of Iowa University said “I f I had my way,
I would give every boy and girl in the
Republic a thorough course in accounting,
because it is something everyone should
use all his life and I think it has more cul
tural value in this age than Latin or
Greek.” The Dean’s statement is of par
ticular interest to you and me because it
gives an added interest and dignity to the
subject to which we are devoting ourselves.
The definition speaks of beauty and
humane feeling which takes us away from
that which is exclusively intellectual, into
the realm of emotion. Emotions are essen
tial to the full life.
Let the intellectual activities be accom
panied by appropriate emotions not incon
sistent with “responsiveness to beauty and
humane feeling.”
Let me illustrate from my own experi
ences.
There hangs on the wall of my home an
engraving entitled “A Florentine Poet.” I
have always enjoyed it. I have enjoyed it
much more since I have understood it
better.
The scene is in a garden, in the center
of which is a long marble seat with a high
marble back. On one end, sitting erect
but leaning slightly forward and facing his
audience, with arm extended, the poet is
reading his verses. In the center is a beau
tiful young woman who leans confidently
against her handsome protector. On the
further end is an older man who reclines
carelessly against the massive back. Lying
prone above is a young man with head not
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far from the poet. The eyes of his four
auditors are intently fastened upon the poet
as though under the spell of his words.
To the left, behind the poet, is a bent tree
trunk. To the right, in the background, is
a cluster of trees, rather indistinct in out
line. I cannot convey in words the interest
of the picture with its vitality and its rest
fulness.
But my interest and enjoyment were
greatly increased when I understood some
thing of the artist’s skill in composition.
The extended horizontal lines gave repose
and restfulness. The tree trunk on the
left, the postures of the persons sitting on
the commodious marble, the more obscure
trees in the right background, all were in
lines that produced an harmonious whole.
The reclining figure above brought together
into an intimate group the figures, one
speaking, the four intently listening.
Chirlandejo has left us the portrait of
an old man and a little girl. The old man,
in his armchair, is looking benignly down
at the child who, in turn, is looking up with
affection and complete trust, at the old
man. But the portrait of the old man with
his intelligent brow, his strong, kindly face,
is peculiar because he has a cauliflower
nose. When one first looks at him, the eye
falls at once on the deformed nose, and he
wonders why the artist should have put
that deformity in an otherwise beautiful
picture. If one continues to look, the de
formity disappears as a mist before the
sun of understanding. It is clear that the
master had placed the physical obstruction,
to emphasize the spiritual bond between
the two.
One evening I was looking at an exam
ple of modern art. The central figure ap
peared to be finely portrayed but what
about the lines, the lights and shadows, the
peculiar obscurity of the background? I
did not understand until it was explained
that the whole was just as the scene would
appear if my attention were fixed upon the
central object. When the eye is focused
upon an object, there are within the field
of vision, many other things obscurely seen
and if the focus is not changed, the lines,
the lights and shadows, the background is
quite different from that which we observe
when we turn from one object to another.
Now, I know but little of art. But I
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do know this, that one cannot understand
and enjoy unless he approaches a subject
with a receptive mind and a desire to un
derstand. The story is told of a couple
who visited one of the great art museums.
After roaming aimlessly about for a while,
the man said to his w ife: “Well, Hannah,
I guess there is nothing much here for us
to see.” The attendant who had not lived
without appreciation of the beauty about
him, said: “These pictures are not on trial,
sir, but you are.”
The five fine arts are painting, sculpture,
architecture, poetry and music. We have
considered, briefly, pictures. I shall not
discuss them all but let us turn for a mo
ment to poetry.
It has been said by May Lamberton
Becker,
“Poetry may mean more to you than
anything else you read. Or it may mean
just nothing at all. Age has little to do
with it. I know middle-aged people—
and young people, too— to whom it is
the last printed matter they would look
over if left to themselves in a library.
I know children—and grown people, too
—to whom it is as much a part of their
lives as the weather. If you are of the
first group, I hope that something will
admit you to the second while you are
yet young, for to be young without
poetry is to be indoors in Spring.”
There are many persons who thought
they had no liking for poetry, who, by
seeking, found great joy in it.
Who could fail to enjoy John Mase
field’s “Sea Fever” ?
I must down to the seas again, to the lonely
sea and the sky,
And all I ask is a tall ship and a star to
steer her by,
And the wheel’s kick and the wind’s song
and the white sail’s shaking,
And a grey mist on the sea’s face and a
grey dawn breaking.
I must down to the seas again, for the call
of the running tide
Is a wild call and a clear call that may
not be denied;
And all I ask is a windy day with the
white clouds flying,
And the flung spray and the blown spume,
and the sea-gulls crying.
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I must down to the seas again to the vag affairs of various kinds of organizations
and individuals. So, if one devotes himself
rant gypsy life,
To the gull's way and the whale’s way principally to one province of knowledge,
where the wind’s like a whetted knife; he need feel no embarrassment when he
And all I ask is a merry yarn from a has to say “I am not familiar with this or
that.” Incidentally, he should often be able
laughing fellow-rover,
And quiet sleep and a sweet dream when to say “I have available the means of be
coming informed about it.” Many a man
the long trick’s over.
In this modern world where the heritage who talks like an encyclopedia has merely
handed down from the centuries is found activity of mind, and little activity of
in books, it is fair to believe that a man of thought.
There are, however, some realms of
active mind would necessarily be one who
knowledge outside of a person’s special in
knows the value of books.
Do you remember Emerson’s comment? terests which are generally spoken of as
“Consider what you have in the smal his background. They constitute a com
lest chosen library. A company of the mon ground on which men can meet.
To give a few illustrations in the form
wisest and wittiest men that could be
picked out of all civil countries in a of questions—
thousand years, have set in best order 1. What, precisely, is the difference be
the results of their learning and wis
tween communism and socialism? We
dom.”
speak of communism as dangerous.
And again, do you remember from Fran
We are more tolerant toward socialistic
cis Bacon:
tendencies. Why ?
“If a man read little, he need have 2. Why do we speak of Mussolini and
much cunning, to seem to know that
Hitler as fascists, and not so of Lenin ?
which he doth not.”
All three exercise despotic power over
If a man is “responsive to humane feel
millions of people. Do we know pre
ing,” h,is contacts with his fellow men will
cisely the difference? I emphasize the
be fair, just, generous, courteous and to
word ‘precisely.’
lerant. Only if he is “responsive to hu
3. We hear and read much about inflation.
mane feeling” can he hope to have some
Do we know with some precision, what
understanding of the finest thoughts of
inflation is? And how it can be recog
the philosophers, poets and great teachers.
nized? Do we know just what is dan
Let me repeat the definition. “Culture is
gerous about it and some examples in
activity of thought and responsiveness to
history that should make us fear it,
beauty and humane feeling.”
now that it threatens our country?
Activity of thought may apply to many
4. Do we know something of the follow
realms of knowledge. The days of Fran
ing persons or things, and why they
cis Bacon and Erasmus, when those men
are great in history? Here are a few
were reputed to have acquired the universal
names picked more or less at random :
knowledge of their times, are long past.
Confucius
Boccacio
Now one may be thoroughly versed in few
Shakespeare
Darwin
branches of knowledge only. He may de
Magna Charta
Beethoven
vote himself to the graphic arts, to the
Magellan
Newton
science of chemistry, to transportation, to
Van Eyck
Goethe
agriculture, to economics, to history, to fine
Pascal
Ptolemy
arts, to education, to law, to medicine, to
Rodin
Roentgen
accountancy, or to any one of a hundred
Adam Smith
Rousseau
more that might be named. Any one of
Garabaldi
Socrates
those mentioned may be subdivided into a
Wagner
Voltaire
number of special provinces of knowledge.
The Parthenon
Taj Mahal
Of course, one’s interest and knowledge
Thermopolae
Napoleon
may be in relation to a subject such as
Moses
Cromwell
taxes which apply to various industries, or
Elizabeth
Rebelais
to finances which also have to do with the
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Leonardo di Vinci
Rubens
Disraeli
The Medicis
The Alhambra

Dante
Erasmus
Lycurgus
Washington
Lincoln.

And now we come to a very practical
consideration.
In the last few decades, there is an in
creasing tendency towards requiring of
those who enter professions that they have
the equivalent of a four-year college
course. In law, many institutions require
a bachelor degree before entering the law
school. Some permit a combination course
of seven years. In medicine and dentistry
schools, a bachelor degree is required to
enter. In accountancy, the tendency is be
ginning to assert itself. In 1929, the Board
of Regents of New York State announced
that in 1938 and thereafter a person desir
ing to sit for examination for the degree
of certified public accountant must present
evidence that he has completed a four-year
college course or its equivalent. Recently,
in talking with a member of a mid-western
State Board of Accountancy, he told me
that although his State requires (as we do
in New Jersey) a high school education
only, most of those who have taken the
examination in his State in recent years,
are college graduates. He further told me
(and this is the crux of the matter) that
those who had the college degree were, on
the whole, far more successful than those
with a high school education only, in get
ting and holding clients.
In closing, let me summarize:
A cultured man does not have an opinion
about things he does not understand: he
has a truce with them. If he knows that
others understand and appreciate them, he
accepts them on faith, awaiting reflected
light.
Culture requires an active, thoughtful,
intellectual life. It requires not only much
reading, but also breadth and variety of
reading.
Culture requires an understanding and
an appreciation of the beautiful, whether
in nature or in art.
Culture requires a relation to one’s fel
lows which is generous, understanding and
tolerant.
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The rewards of culture are twofold:
First, it is practically helpful to him who
would succeed in his chosen vocation.
Second, and most important, it enriches
and ennobles life.
Culture comes to him who seeks it, but
it must be sought consciously and dili
gently.
The desire for it is the beginning of its
attainment, and yet it can never be fully
attained. So long as we live we have fur
ther goals ahead.
“Let others seek the noon-tide radiance
of the sun of truth; but us, let content the
milder luster of eternal dawn.”

Two Kinds of Auditing
The decision of Mr. Justice Wright
against the claim of the county of Renfrew
that the former county auditors should be
held responsible for defalcations of the
former treasurer sets an important prin
ciple, and all municipalities should take
note of it.
His Lordship said, in effect, that the de
fendants had exercised reasonable care ac
cording to their experience and qualifica
tions. But they were not chartered ac
countants, the same degree of skill could
not be expected from them as from “a
thoroughly qualified accountant,” and no
negligence on their part had been proved.
In other words, if a municipality takes
the risk of engaging auditors not fully
qualified the responsibility is upon that
corporation. The precedent now established
should make distinctly unpopular the old
practice among county and township coun
cils of appointing as auditors ex-council
lors, retired business men, farmers with a
taste for figures, estimable citizens who are
honest as the day is long, do their best in
a task for which they have no special train
ing, but who unfortunately can be fooled
by a clever crook. Amateur auditors are
not trained to detect carefully concealed
frauds.
Perhaps we should have a law which
would compel all municipal bodies to sub
mit their books to public accountants; with
a safeguard that fees for this service should
be set by the Municipal Board or should
be subject to revision by that body of
municipal experts.
( F ro m th e O tta w a (C a n a d a ) J o u r n a l.)
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D if f ic u ltie s in P r e p a r i n g M o n t h l y
I n c o m e S ta te m e n ts
by M u r r a y

J

a n is ,

C.P.A., New York City

H E practice of submitting monthly
reports where a monthly audit is reg
ularly made is one that varies from ac
countant to accountant and from client to
client. Some accountants follow up almost
every such audit with a report while
others limit this service to those clients
who request or require it.
The monthly report itself may take sev
eral forms. A common practice is to sub
mit merely a trial balance arranged in the
form of balance sheet and income state
ment showing inventory required to “break
even.” In other cases, where inventory
is taken monthly (or estimate submitted)
a more complete statement of the results
of operations may be drawn up, with care
ful attention being given to accruals, etc.,
just as is done at the end of the year or
on similar occasions of financial impor
tance. Naturally, such a report is of much
more value to a client who must watch
his business closely than is one which
omits the inventory and is nothing but a
transcript of the general ledger balances.
The difficulties, however, which stand in
the way of the submission of a complete
and accurate profit and loss statement and
balance sheet every month make it neces
sary to reserve their use only to those
clients who require them.
One difficulty which I have in mind in
this connection is, of course, the taking of
inventory. This, however, is a task which
usually rests solely with the client. What
I shall discuss here chiefly are those diffi
culties which call upon the discretion of the
accountant in his attempt to present a cor
rect picture of the results of operations
month by month.
A feature of most monthly reports is
that the income statement is so arranged
that separate figures are given in adjoining
columns both for the period as a whole
and for the current month. The chief
problem in preparing monthly statements
lies not so much in ascertaining the cor
rect results for the entire period to date

T

but in determining just what portion of the
total income, costs or expenses are applic
able to the current month. It is a very
simple matter of arithmetic to subtract the
totals for this month from those of last
month and say that the difference repre
sents the sales or expense, for example,
for the month. But to discriminate—to
analyze each item and evaluate its part in
the month’s operations requires somewhat
more judgment and a better appreciation
of the accountant’s function.
To restate the problem, then, we may
say that in preparing monthly operating
statements, even where a physical inven
tory has been taken, it is very difficult to
arrive at an absolutely correct figure
(judged by accounting standards) for the
monthly profit or loss, the chief obstacle
in the way of obtaining such a result being
that certain transactions may have taken
place affecting items of income, cost or
expense, which cannot with certainty or
accuracy be applied to the operations of
any particular month.
Some of the major items which fall in
this category may be grouped thus:
1. Costs or overhead expenses which
have been incurred but which cannot equi
tably be charged entirely to any one month.
In this group belong such items as bad
debts, taxes, legal fees, repairs, interest
and discount.
2. Purchase invoices which, for certain
reasons have not been discovered during
the month in which they were billed and
which have not turned up until subsequent
months.
3. Sales or purchase invoices dated at
the end of the month. The question they
raise is whether the merchandise repre
sented by them has properly been included
or excluded from the inventory.
4. Sales allowances and discounts and
purchase allowances and discounts which,
although recorded in the current month
cannot fairly be included in whole or part
in the operations for that period.
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Many of these difficulties are not en
countered in preparing the annual profit
and loss account, while others if they do
arise are much, more easily solved, either
because the twelve-month period is an
easier one to work with from the auditing
standpoint or because the annual audit is
usually a more detailed and thorough one
and brings to light facts which would not
be disclosed in a routine monthly audit.
Let us turn for a few moments to
G roup 1, which includes bad debts, legal
fees, taxes, etc., and examine some of the
items therein. In preparing an income
statement for a period of say a year, we
can be reasonably sure of the items that
belong in the profit and loss account. But
in dealing with a short period of a month,
many doubts are often raised as to the
correctness of including certain items.
To take a concrete example, let us sup
pose that an account receivable in the
amount of $500 is judged to be uncol
lectible during the month of July. In pre
paring a profit and loss statement for the
period from January 1 to July 31, show
ing the results of operations both for the
month of July and for the seven-months’
period, should this entire $500 be charged
against the operations for the month? If
not, should any part of it be so charged?
The bookkeeping entry recording the bad
debt on the books has been made in July
but the question is to which month or
months should this amount be allocated in
order that the client may have a true basis
for comparing the results of operations
month by month?
Legal fees, taxes and repairs create
similar problems. For example, should
legal fees be charged entirely against the
month in which they are billed? Or, if
the services they represent have been ren
dered over several months, should they be
apportioned accordingly? I f a legal mat
ter is still pending at the end of the month
and no bill has yet been submitted, what,
if anything, should be done about setting
up a charge for the services already ren
dered? Similar questions might be raised
with respect to ordinary repairs.
The subject of taxes is slightly different
in that it introduces the question of legal
liability. But while legal justification may
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be the determining factor in so far as pre
senting a correct balance sheet is con
cerned, it does not settle the question as to
the propriety of including the total tax in
the operations of the month in which it is
payable.
G roup 2. It is usually difficult in mak
ing a monthly audit to be absolutely sure
that all purchase invoices have been ac
counted for. The amount of time spent
on a monthly audit is usually limited and
does not permit the auditor to devote as
much time to ascertaining the correctness
of the accounts payable as he would in an
annual audit. Since he is not in a posi
tion, therefore, to confirm the balances
with creditors or to check the purchase in
voices against the creditors’ statements (if
they have been received)—unless he has
a doubt or suspicion—he cannot be entirely
certain that he has possession of all the
bills, and it is not unlikely that next month
one or more invoices, which he should
have had last month and of whose exist
ence he was blissfully unaware, will sud
denly appear.
G roup 3. The difficulty in determining
which sales or purchase invoices dated at
the end of the month have properly been
included or excluded from the inventory
is, of course, one that is also encountered
at the end of the year. In practice, this
difficulty could be minimized if those tak
ing the inventory would keep in mind the
necessity of carefully earmarking all mer
chandise received and shipped at the end
of the month and of informing the book
keeper accordingly, so that sales and pur
chase invoices could be correctly marked
for the benefit of the accountant. The lat
ter is likely to run into complications if he
attempts on his own initiative to compare
the merchandise represented by sales and
purchase invoices with corresponding items
in the inventory in order to determine
which items rightfully belong there. This
is especially true of manufacturing busi
nesses where, in their transition from the
raw to finished state, units are not easily
identifiable.
Although this condition is generally
found whenever a report based on physi
cal inventory is required, it is probably less
easy to cope with in connection with
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monthly financial statements. In the first
place, those in the client’s organization who
take the inventory are likely to regard this
task as a routine one and give it less strict
care than they would the annual stock
taking. The clerical staff likewise will not,
as a rule, attach as much importance to
the correct relationship between invoices
and inventory from month to month as
they would for an annual audit, when they
know this phase of the work will be more
carefully scrutinized by the auditor. And,
lastly, the auditor himself, either because
of limited time or because he regards the
monthly report merely as a tentative mea
sure of the operating results, may tend to
devote less attention to this part of the
audit. The net result, therefore, is that
monthly income statements tend to be less
accurate than annual statements.
G roup 4 . The subject of allocating sales
discounts and allowances and purchase dis
counts and allowances is another that
raises many questions. Where these items
are small in amount, their effect on the
monthly income statement may be rela
tively insignificant; but where they run
into an appreciable figure, their treatment
deserves special consideration.
It is perhaps desirable to discuss sepa
rately the problems created by discounts
and by allowances. Where discounts are
quite large in amount, it is the practice to
set up a reserve, which should as accur
ately as possible estimate the discounts that
will be deducted from the outstanding ac
counts payable or that will be allowed to
the outstanding accounts receivable. Inas
much as the rate of discount is known
beforehand and the amount of discount
able accounts can be approximated, it is
possible to estimate the amount of the re
spective reserves with fair accuracy. This
applies both to monthly and annual re
ports, but it should be borne in mind that
a poor estimate on a monthly statement is
more serious than one on an annual state
ment where th,e ratio of discount reserve
to net sales is much smaller.
Sales and purchase allowances present
a more difficult problem. Allowances are
something that cannot be foreseen with
any degree of accuracy. They do not oc
cur with any regularity and their amount
has no direct relation to the amount of the
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outstanding accounts or to the total sales
or purchases. It is therefore almost im
possible to set up an accurate reserve
against them. This fact may be used with
some force as a defense of the policy of
charging (or crediting) allowances against
the month in which they are granted.
Some critics, on the other hand, may ques
tion the justice of this method. Their ar
gument may be that allowances should be
included in the operations of the month in
which the invoice was billed. The appli
cation of this method requires, first, that
allowances made during the current month
be analyzed and only that portion of the
total which applies against current invoices
be included in the monthly figures; and,
second, to be consistent, that the account
ant be informed in advance as to what al
lowances affecting invoices billed in the
current month will be deducted or allowed
in subsequent months. It is apparent that
this second requirement can be carried out
effectively only by those possessing super
natural powers.
I have discussed somewhat briefly under
four headings some of the difficulties that
confront the accountant in preparing
monthly income statements. I have not at
tempted to lay down any hard-and-fast
rules for their solution. Rather, it is my
opinion that only by general discussion and
by the accountant’s careful study of the
circumstances involved in his particular
problem can a practical solution, that will
inure to the best interests of his client, be
found. For that, I believe, should be a
major consideration—how can monthly re
ports be best adapted to the use of the
client? The client expects that the report
he receives is a correct one, but what is
the standard of correctness for a monthly
statement? I have attempted to point out
some of the difficulties that face the ac
countant in his effort to determine what
is correct from the standpoint of the
monthly income statement, and I think the
conclusion that must be drawn is that there
is no absolute standard of correctness. All
that the accountant can reasonably be ex
pected to do is so to present monthly oper
ating figures in order that the client will get
the best possible comparison with other
months.
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A c c o u n tin g fo r G e n e ra l C o n tr a c to r s
by H

ugh

B

erry

T

r o tter,

H E building industry is similar to
many other industries; because the
accounting problems are specifically appli
cable to the industry—thus necessitating
special treatment for the peculiar trans
actions before the best results are attained.
While this statement is true, it is authori
tatively reported that no other industry
which approaches the size of the construc
tion industry has so distinctly identified
itself by its failure to provide adequate
accounting records. The accounting rec
ords of many general contractors are al
most meaningless, because these records
fail to give full expression of the opera
tions undertaken. One cause for this is
the reluctance on the part of the account
ing departments of these contractors to
use approved methods for recording trans
actions at the time they are entered into.
Another cause is the failure of the ac
counting departments to understand the
relation of the: amount of the general
contract with the estimated cost; estimated
cost with actual cost, and actual cost with
accounts and sub-contracts payable. Both
causes are the direct result of the defi
ciency of accounting literature on this sub
ject, and the lack of interest in the sub
ject on the part of the accounting pro
fession.
A brief discussion of the accounting re
quirements of the general contractor —
with respect to upset price contracts— is
given in the following pages.

T

M

a n u f a c t u r in g

N

ature

The contractor’s operations are properly
classified as manufacturing, because the
erection of a building utilizes numerous
manufacturing processes in assembling
the different units into a completed struc
ture. The principal items entering into
cost a re: sub-contracts, material, labor
and burden. Sub-contracts include all
work that is delegated by the contractor
to others for execution. Material and
labor represent the costs of all direct ma
terial and direct labor used by the gen

C.P.A., Chicago, Illinois
eral contractor on the job. Burden con
sists of those expenses which are directly
and indirectly applicable to the job. The
accounting work required to record the
sub-contract work is negligible when it is
compared to the work that is required to
record the many different operations un
dertaken by the general contractor. How
ever, the most difficult accounting work
performed in the general contractor’s office
is found in connection with dividing ma
terial and labor according to masonry and
carpentry divisions. These divisions are
made, because masonry and carpentry are
the two most important parts to consider
when compiling costs that may have value
as to : why the contractor gained or lost
money on the job, and for adjustment of
unit prices of future bids.
T

he

E

s t im a t e a n d it s

T

A

c c o u n t in g

er m in o l o g y

In order to insure co-ordination in the
contractor’s record, it is necessary to have
the estimate compiled in such a way that
it has a direct relationship with the ac
counting records. The various divisions
and details outlined in the estimate should
appear in the accounts; so that compari
sons of like items may be made between
estimated cost and actual cost. Therefore,
it is essential that the estimating depart
ment utilize the classification of accounts
established by the cost accounting depart
ment in preparing all estimates. Each
classification appearing in the estimate
should be given a cost classification. For
that reason it is a requisite that the cost
classification of accounts be complete, and
still allow for enough expansion to take
care of unforseen details that may be
needed. Once a classification of accounts
has been adopted, and fulfills its purpose
for both departments, it should be used
without deviation in order to insure uni
form and consistent understanding for the
various items. The cost accounting and
estimating departments are necessarily lo
cated side by side, for a classification prob
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lem of one department becomes a problem
that is solved by both departments.
Since the beginning of the modern in
dustry, many contractors have believed it
to be useless to consider past actual costs
when compiling an estimate of a future
job; because they believe that no two jobs
are alike— and since they are unlike, the
actual costs are so far out of line with
present conditions that it is unsafe to
rely on actual costs for estimating pur
poses. Of course their beliefs are absurd;
seldom are two jobs so inherently differ
ent that like parts cannot be compared in
a favorable manner. Therefore, the esti
mated cost prices should be based on ac
tual costs of completed jobs—after taking
into consideration the factors at the pres
ent time which tend to increase or de
crease actual cost. With the exception of
sub-contracts, the estimate is made up of
a series of intelligently prepared approxi
mations, which are based upon actual ex
perience. If it were prepared in any other
manner, it would be nothing more than a
vague gesture toward determining the
proper amount of the bid price.
I f the contractor sub-lets all work with
the exceptions of masonry and carpentry,
the estimate is compiled in four main sec
tions, with the required details clearly des
ignated under each section. Preferably,
each section is computed on a separate
sheet in order to allow for changes and
notations. A typical estimate in abbrevi
ated form follows:
S e c t i o n I — S u b - C o n t r a c t s ( Sheet 1)
A. Heating:
1. Boiler.
2. Steamfitting.
3. Etc.
B. Plumbing:
1. Drains.
2. Sewerage.
3. Etc.
C. Etc.
Sub-Total:
S e c t i o n II— M a s o n r y
A. Material: (Sheet 2)
1. Excavation.
2. Concrete Foundation.
3. Brickwork— Common.
4. Etc.
Sub-Total:

B. Labor: (Sheet 3)
1, 2, 3, 4, as above.
Sub-Total:
S e c t io n I I I — C a r p e n t r y
A. Material: (Sheet 4)
1. Rough.
2. Finish.
3. Etc.
Sub-Total:
B. Labor: (Sheet 5)
1, 2, 3, as above.
Sub-Total:
S e c t i o n IV — B u r d e n (Sheet 6 )
A. Permits.
B. Bond.
C. Insurance.
D. Depreciation.
E. Rental and Royalties.
F. Superintendent’s Salary.
G. Cost and Estimating Salaries.
H. Etc.
I. Profit.
Sub-Total:
Grand T otal:
One column each for unit, unit price
and amount is provided for, because units
and unit prices for each classification are
a valuable quality of any well prepared
estimate—the same is true with respect to
the job cost record; for it is a comparison
of the actual units and unit prices with
estimated units and unit prices, which
really indicate to the estimating depart
ment wherein its work is correct, or in
correct, in taking-off the quantities and
pricing them.
R

e c o r d in g

Gen era l

Con tract

Upon receipt of the signed copy of the
general contract from the owner, it is de
sirable to make some kind of double-entry
record of the amount. Yet, this entry is
seldom made on the records of almost all
general contractors: because the amount
of the contract is not recoverable in any
part at that time; and, because there are
no apparent credit and offsetting debit ac
counts to which these postings could be
properly made. As a result, the general
contract and all credits and extras are
filed away—thus making it a very easy
matter to forget an extra, and cause the
company a loss in the same amount. It
is preferable to have the amount of the
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general contract, as well as all extras and
credits, become an integral part of the
double-entry accounting system in order:
to safeguard the company against loss, to
insure co-ordination of the accounting rec
ords and the estimate, and to provide an
adequate record in the accounts for all
business transactions.
In almost all cases, it is incorrect to
credit sales, and charge either accounts
receivable or jobs in process for these
reasons: no part of the amount may be
collected — therefore, no sale has been
made; there cannot be any account receiv
able. Materials, labor, sub-contracts and
burden have not been expended, therefore,
jobs in process cannot be charged. The
most practicable procedure is to open two
memorandum accounts in the general
ledger: debit Estimated Cost and credit
Deferred Sales.
The Estimated Cost
ledger will be charged with all the indi
vidual items shown in the estimate, in
cluding unit, unit price and amount. These
units, unit prices and amounts will change
once each month, provided additional ex
tras and credits are received from the ar
chitect. There are several reasons why it
is not necessary to enter each and every
extra and credit. Some of them are: the
exact profit or loss on individual extras
and credits cannot be tabulated without
materially increasing the clerical expense;
the amounts of these items are usually in
significant when compared to the amount
of the general contract; many times the
contractor is entitled to an extra, but does
not receive one. The following summary
gives the main purposes of entering the
estimated cost in the subsidiary ledger:
1. The estimate serves as a budget for
the job.
2. A consolidated statement is provided
for the: original estimate, monthly
extras, monthly credits — including
units, unit prices and amounts for
each of them.
3. The main divisions and the classifi
cations in details are totaled in such
a way that comparisons with like
items of actual cost, etc., is facili
tated.
4. Valuable statistics are collected, and
brought forward for the estimating
department.
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5. The estimated cost becomes an in
tegral part of the accounting system.
6. More interest is aroused in the entire
organization when this procedure is
in operation.
With respect to item 4, upon completion
of a job, the totals of each section and
classification are allowed to remain in pen
cil; because additional charges, or credits,
may be made during the remaining part
of the year. However, at the end of the
year, the correct totals are inked in—thus
becoming a completed record.
The statistical part of the estimated cost
ledger contains the following headings and
sub-headings:
1. Total Amount:
a. Estimated.
b. Actual.
c. Gain.
d. Loss.
2. Units:
a, b, c, and d, as above.
3. Unit Prices:
a, b, c, and d, as above.
The columns used for gain and loss
should not be confused with actual gain
or loss from the jo b ; because this gain
or loss refers to estimate as compared to
actual costs.
The detail credits will be posted to a
subsidiary account with the owner; this
account will contain only three sections:
one section for sub-contractors — with a
column for each trade; one section each
for masonry and carpentry—which need
only one column each. The burden and
profit are fully distributed to the masonry
and carpentry columns, therefore, the sec
tion for profit and burden is not given. It
will be noted that the classifications given
in this account are not as detailed as those
shown in the Estimated Cost account; one
reason for so doing is this account is used
primarily for the additional purpose of
making applications to the architect for
payments from the owner. A summary
of the reasons for opening the subsidiary
Deferred Sales account follows:
1. To maintain a complete record of
the original sale price of the con
tract ; plus any extras, and minus any
credits for omissions.
2. To show the totals of the main
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classes of work for the purpose of
making intelligent requests to the ar
chitect for payments from the owner.
3. To dispense with too much reliance
upon loose files for keeping all copies
of orders—a lost extra may never be
collected, unless the contractor re
members to show the amount in his
request for payment.
The sections and columns provided for
Deferred Sales account will be duplicated
in the subsidiary accounts receivable ac
count; upon receipt of the architect’s final
certificate, the totals of the various col
umns of the accounts receivable account
will agree to similar columns in the De
ferred Sales account.
Provided the job is completed at the
end of the year, the Estimated Cost and
Deferred Sales controlling accounts are
closed: debit Deferred Sales and credit
Estimated Cost. However, the amount
representing unfinished jobs is neither
closed out, nor is it shown on the balance
sheet at that date. The reasons for this
are: these accounts are memorandum ac
counts, and other accounts which more
clearly show the true facts are used in
their places. The other accounts are:
F o r E s tim a te d C o s t :
1. Actual cost of jobs in process ac
count, which is carried as a current
asset.
2. Estimated Cost of Completing jobs
in process, which is shown as an
item under other assets.
F o r D e fe rre d S a le s :
1. Accounts payable, which is shown as
a current liability.
2. Reserve for Additional Cost of Com
pleting jobs in process, which is
shown as an item under the reserves
section.
3. Sales, which is shown as a deduc
tion from actual jobs in process—
the balance being extended as a cur
rent asset.
The subsidiary accounts for Estimated
Cost and Deferred Sales are not closed
for they are likewise memorandum ac
counts, and besides, there seems to be no
particular reason for closing them — the
account sheets are merely taken out of the
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subsidiary ledgers, and are filed in perma
nent binders that will be used for statis
tical purposes in connection with prepara
tion of future estimates.
R

e c o r d in g

S a les and A
R e c e iv a b l e s

ccounts

After a job has been under construc
tion for one month or longer, the esti
mating department makes an estimate of
the various amounts of work performed
by sub-contractors, as well as the amount
completed by its own organization. The
sub-contractors are paid, and total amount
is transmitted to the architect as a request
for payment from the owner — the De
ferred Sales account is the source from
which this information is obtained. If
the architect approves this request, an
architect’s certificate is given to the con
struction company for presentation to the
owner for payment.
The net amount shown on the certifi
cate constitutes a sale and an account re
ceivable, and is properly recorded in that
manner. A subsidiary account with the
owner is then opened in the accounts re
ceivable ledger. This account, as stated
previously, contains the same designated
columns as the subsidiary Deferred Sales
account, with two additional columns
added; one column for the date of collec
tion, and one column for the amount. The
sale credit is entered in the controlling ac
count only; for when a job is completed
and an architect’s final certificate is re
ceived— or at any other time—the amount
of the sale is exactly equal to the total
debit appearing in the accounts receivable
account. All subsequent architect’s certi
ficates are recorded in the same manner.
The application made by the general
contractor to the architect should consist
of at least seven columns; these columns
are listed below with a brief explanation
of the sources from which the most im
portant amounts are taken:
1. Gross amounts of sub-contracts, ma
sonry and carpentry.
These amounts are taken from the
subsidiary Deferred Sales account.
2. Estimated percentages, and amounts
approved for work completed to date
of all items appearing in item 1,
above.

3.
5.

6.
7.
R
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These amounts are taken from re
ports from the job superinten
dent’s office, and are approved by
the architect’s job superintendent.
Amounts to be retained.
These amounts are determined by
the provisions of the contract.
Amounts covered by previous archi
tect’s certificates.
These amounts are taken from the
preceding request made by the
contractor.
Net amount of this application.
Balance to be collected at some later
date.

e c o r d in g

P

u rch a ses

and

C

h arg es

to

J obs

The purchase record is used for record
ing all purchase invoices and subcontrac
tors awarded to others. The purchase
record is used in such a small number of
contractor’s offices that one would hardly
believe the record to be useful; yet, it has
a very important part in maintaining the
proper control of the jobs. The purchase
record is divided into sections: general
expense, selling expense, and jobs in proc
ess. The first two sections are similar to
the same sections used by other businesses,
and require no further explanations. The
jobs in process section contains two col
umns for each job—one column for ac
count classification, and one column for
the amount. A grand total column for,
amount only, is provided for accumulat
ing the charge that is to be posted to the
controlling account for jobs in process.
Purchase invoices and sub-contracts
awarded are posted to a particular job in
accordance with the instructions indicated
on them by the approval stamp. The ap
proval involves: careful checking of units,
unit prices, extensions, footings, jobs to
be charged, and account classifications. It
is highly important that competent persons
be delegated to do this work, because a
high degree of accuracy is necessary. For
instance, if the amount of a sub-contract
is charged to the wrong job, or wrong
classification within the job, this error
may never be detected; because the de
tailed charges to a job are monthly totals
without any other explanation of their
contents.

Materials transferred from one job to
another are entered by recording the
amounts as debits to the job receiving
them, and credits to the job sending them.
Likewise, any material taken from the
warehouse is charged to the job which re
ceived it; the credit in this case is made
to material stores. In each instance the
material transferred is properly listed on
a material report of the job sending it,
and the job receiving it indicates on a
separate report the purpose for which the
material is to be used.
Each column of the purchase record is
totalled at the end of every month, and
a summary is prepared which shows the
individual amounts for each account
classification involved. These amounts
are posted to columns with the same
classifications in the job cost account.
This summary is prepared in order that
the job cost record will receive only one
posting per month for any one classifica
tion affected—with respect to the purchase
record.
Job payrolls are prepared each week;
they are entered in the cash disbursement
record, and debited to a column labelled
“jobs in process.” A detailed distribu
tion is not made in the cash book, because
too many lines and columns would be re
quired for distributions to each jo b; but
the total is posted to the jobs in process
controlling account. The detailed debits
to jobs are taken from individual monthly
payroll summaries for each job. These
summaries are compiled by accumulating
amounts of various classifications shown
in the weekly payroll distribution reports
—which are prepared in the job superin
tendent’s office.
A

ccounts

P

ayable

L

ed g er

The accounts payable ledger is another
record which is seldom used by general
contractors; yet, it serves as one of the
most useful records when properly main
tained. This ledger should be divided in
such a way that a separate section for
each job; an account with each vendor
for the job appears within its section as
though the section constitutes the entire
ledger—this does not mean that it is nec
essary to have controlling accounts for
each job. Some of the reasons for using
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the accounts payable ledger are summar
ized below:
1. To make a full and complete record
for each vendor; consisting of all in
voices, sub-contracts plus extras, and
less credits.
2. Serves as a guide in preparation o f
contractor’s affidavits for presenta
tion to the architect with the appli
cation for payment.
3. Identifies credits for omissions, and
back charges applicable to vendors
of a particular job.
4. Aids the general contractor in identi
fying sub-contractors who furnished,
or who should furnish, g u a ra n te e s
for work performed on a particular
job.
5. To record any claims— such as me
chanics liens— of others against ma
terialmen or sub-contractors for in
dividual jobs.
This method of recording purchases,
and showing accounts payable has one ob
jection when preparing the balance sheet;
but this difficulty is easily overcome. The
objection is: the amount shown as ac
counts payable is greater than the actual
current liability for accounts payable, be
cause the sub-contracts are entered in
their full amounts soon after they are exe
cuted. Therefore, it is necessary to ad
just accounts payable to such an extent
that the proper liability will be presented.
The amount of the adjustment may be
determined without expending a large
amount of energy; because the essential
information needed to make this adjust
ment is prepared monthly in order to
make applications to the architects for
payments from the owners. This infor
mation is given in reports prepared by
the estimating department: i. e., total
amounts approved for payments to the va
rious sub-contractors and material men,
before eliminating the retained percent
ages; and amounts due sub-contractors,
but payments are withheld due to faulty
workmanship, etc. The following sche
dule will give a better idea of the method
utilized in computing the amount of ad
justment:
Balance of accounts payable control
ling account, before adjustment.. . X X

Deductions:
T otal of all amounts approved
for payments to various
sub-contractors and materi
almen, as well as selling and
general expenses ................. X X
Amounts due sub-contractors
and materialmen, but pay
ments are withheld due to:
faulty workmanship, counter
claims, and any other rea
sons .........................................X X
Amount to be deducted
from
ac
counts payable ..................................X X
The
of adjustment is recorded
by: charge to accounts payable, and credit
to jobs in process. (This entry will be
reversed at the beginning of the next
period.)
Some explanation should be given as to
why the credit was made to jobs in proc
ess, instead of to some other account.
The principal reason is; jobs in process
account included the excess charge in the
same amount that accounts payable in
cluded the excess credit—since all pur
chases and subcontracts awarded were
charged to jobs in process, and credited to
accounts payable.
T

h e

C ost L

ed g er

The cost ledger is a replica of the Esti
mated Cost ledger with respect to; sec
tions, classifications, and columns. The
charges to individual accounts differ, how
ever, for only actual costs are entered in
the cost ledger. In addition, the Esti
mated Cost ledger may be entirely posted
—with the exception of the statistical
part— before any charges appear in the
individual cost account.
Individual jobs completed during the
year should not be closed out to cost of
sales before the end of the year for these
reasons: first, after a job is completed,
the contractor may be required to return
in order to rectify one or many defects
—thus increasing actual cost by the
amount spent; second, frequently an audit
of payrolls, for instance, is delayed,
and there is usually a difference between
the amount claimed by the insurance com
pany and the amount provided by the ac
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counting department; third, several items
of indirect burden cannot be definitely de
termined until the end of the year:
namely, bonuses, depreciation, etc. How
ever, by not closing out the cost of jobs
to cost of sales does not interfere with
the preparation of balance sheets and
profit and loss statements, because the
jobs in process schedule indicates those
jobs that are considered complete.
By following this procedure there is no
provision made in the accounts for addi
tional cost of jobs completed near the end
of the year. This provision could be
made by setting up a Reserve for Esti
mated Additional Cost, and increasing
jobs in process by the same amount. How
ever, this method has not proved to be
practicable, because there is no way to
determine a fair estimate of the amount
to be expended.
Consequently, such
costs are recorded during the succeeding
year—as they actually occur— and are con
sidered to be indirect burden charges.
In this connection, extra care should be
used in compiling the total cost of all jobs
for the purpose of distributing indirect
burden, because the amount of jobs in
process at the beginning of the year may
be included in the total. The result would
be additional charge for these particular
completed jobs, because the same kind of
debit for the previous year is included
in their costs. To prevent the occurrence
of such a matter, the following schedule
is used as a preventative:
Jobs in process at start of year:
Completed c o s t ..........................X X
Less cost at start of year . . . . X X X X
Jobs started and completed during
the y e a r ............................................... X X
Jobs in process at end of year . . . . X X
Total Production cost for the year. . X X
This schedule will consist of one column
each for: amount, percentage of total,
and amount distributed to jobs.
V

a l u a t io n

B

of

alan ce

J obs I n P r o c ess F
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labor, sub-contracts, and direct bur
den.
2. Amounts contracted for and due, but
unpaid, with respect to 1.
3. Amounts of distributed indirect bur
den.
If jobs in process were shown on
balance sheet without any additional ad
justment, the true facts would not be dis
closed ; for no provisions have been made
for additional liability for completing jobs
in process. Failures to record this lia
bility on the balance sheets of many con
tractors have resulted in many instances
wherein the contractors were refused
loans which could have been obtained, had
the proper liability been stated on the bal
ance sheet for jobs still in progress of
construction. The additional liability for
completing jobs is determined by deduct
ing the total cost of jobs in process, from
the total estimated cost; the remainder
then becomes the liability, and is recorded
by debiting Estimated Cost of Completing
Jobs, and crediting Reserve for Additional
Cost. (This entry will be reversed at
the beginning of the next period.)
In order to prove the correctness of the
accounting department’s computations, the
following equation may be used to advan
tage:
Debits o f :

Jobs in process account,
Estimated Cost of Completing Jobs Ac
count,
W ill E q u a l C r e d its o f :

Accounts Payable account,
Sales account,
Reserve for Additional Cost of Com
pleting Jobs account.
This arrangement does not indicate a
possible gain or lo s s from jobs in process;
but possible gains should not be recorded
on the balance sheet. Possible losses
should be provided for in a more definite
manner: by either ear-marking surplus
for the additional expected losses, or, by
setting up a reserve for estimated losses.

or

At the end of any period, the jobs in
process account includes the following:
1. Amounts actually spent for material,

The fire-fly only shines when on the
wing; so it is with the mind; when we rest
we darken.
— Bailey.
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Y e a r’s C h a n ge in S u rp lu s .— The annual
income statement is seldom enough to
account for the change in corporate sur
plus during the year. Dividends may have
been declared, and there may have been
other direct debits or credits to surplus.
Therefore, in order to account for the
year’s change, it is considered essential that
the income statement be supplemented by
an analysis of all changes in surplus dur
ing the period covered by the report, so
that the closing surplus balance may be
tied up with the surplus balance at the end
of the previous year.
This is required by the Securities and
Exchange Commission which says:
“An analysis of each surplus account for
the fiscal year, as shown in Schedule IX ,
shall be given in the balance sheet, or as
a continuation of the profit and loss state
ment, or in a schedule referred to in the
balance sheet.”1
The form suggested in the schedule re
ferred to is as follows:

L ocation o f the A nalysis .—The Securi
ties and Exchange Commission, as quoted
above, permits the analysis of surplus to
“be given in the balance sheet, or as a con
tinuation of the profit and loss statement,
or in a” separate schedule. The display on
the balance sheet was the most popular be
fore the general adoption of the practice of
publishing income statements. Except for
companies which do not publish income
statements, relatively few corporations now
include the analysis of surplus on the bal
ance sheet. One of those which follows
this practice is Commercial Solvents Cor
poration, the earned surplus section of
whose balance sheet is as follows :3
EARN ED SU R PLU S:
$4,915,782
Jan u ary 1, 1935...................................
A d d : N et profit fo r 1935 ................... 2,702,092
M iscellaneous A d ju stm e n ts..
2,140
$7,620,014
L e s s : Dividends D eclared and P aid
in C a s h ............................................

2,240,771
$5,379,243

S c h e d u le I X — S u r p lu s

1. Balance (or balances) at beginning of
fiscal year as per accounts.
2. Net income or loss from profit and loss
statement.
3. Other additions to surplus— Specify
(Note 1).
Total.
4. Deductions from surplus other than
dividends— Specify (Note 1).
5. Dividends— State rate and amount on
each class of stock.
(a) Cash, (b) Stock.
Total deductions from Surplus.
6. Balance (or balances) at end of fiscal
year.
Note: (1 ) I f surplus is stated in one
amount, other additions to surplus (Cap
tion 3) and deductions from surplus (Cap
tion 4) shall be so designated as to indicate
clearly whether they are of the nature of
capital or earned surplus items.2
1In stru ctio n B o o k fo r F o r m
porations.

2Ibid., p. 26.

10 K fo r C o r

An occasional corporation goes even fur
ther and, in lieu of furnishing an income
statement, includes in the surplus section
of the balance sheet a summary of income.
The author has seen no example among
the 1935 reports which have yet reached
his desk, but Paton4 presents the following
from 1929 report of F. W. Woolworth Co.:
IN C O M E A N D

SURPLUS:

Balance o f Surplus, Ja n . 1, 1 9 2 9 .. $49,039,878
N et Incom e from S tore
operations a fte r de
ducting depreciation
of
$1,806,082
on
Buildings and S to re
F ix tu re s fo r y e a r . . . $25,419,659
N et Incom e fro m S e
curities and In terest
6,358,003
N et R entals fro m Sub
tenants ...........................
3,886,591

3T o con serve space, all money am ounts in
illustrations herein a re shown to the ap p ro xi
m ate dollar.
4A cco u n tan ts' H andbook, second edition, p. 4.
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B alan ce o f Surplus, Ja n . 1, 1 9 2 9 .. $49,039,878
T o ta l N et Incom e fo r Y e a r 1929 35,664,253
$84,704,131

L e ss

Dividends paid on Capital
S to c k s :
$6.00 per sh are per
annum, P a r V alue
$25. F o r F ir s t T w o
Q u arters ....................... $11,700,000
$2.40 per sh are per
Annum, P a r V alue
$10. F o r L a s t T w o
Q u arters ....................... 11,700,000

Balance o f Surplus, D ec. 31, 1 9 2 9 ..

23,400,000
$61,304,131

A nalysis o f S u rp lu s on the In co m e
Statem ent. — Most favored at the present

time is the practice of showing the analysis
of surplus changes as an extension of the
profit and loss statement, which statement
is then ordinarily called a statement of in
come and surplus. There seems to be a
good reason for this trend, as adjustments
of earned surplus (other than dividends)
generally constitute income debits and
credits of som e year and it seems logical
to gather in one place the entire income
story. To do otherwise makes it possible
to divert attention from large surplus ad
justments which might be considered by
some to be an integral part of the income
for the year.
Among the many corporations which in
clude the analysis of surplus in the income
statement is The Kendall Company, whose
Consolidated Statement of Profit and Loss
and Earned Surplus ends as follows:
Consolidated net profit fo r the y ear
a fte r subsidiary p referred dividends $ 285,585
E arn ed Surplus— D ecem ber 29, 1934
877,372
$1,162,957
Dividends on p referred stock,
Series A , o f T h e K en
dall C om p any:
R egular dividends at $6.00
per share ............................ $208,801
Provision fo r participating
dividend ................................
3,444
E a rn e d

212,245

Surplus— D ecem ber 28, 1935 $ 950,712

A nalysis o f S u rp lu s as a S ep a ra te E x 
hibit.— Seemingly less common than the

display of the analysis as a part of the in
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come statement, but far more common than
its display on the balance sheet, is its pre
sentation in a separate statement. Un
doubtedly the use of this form has spread
as a result of the fact that for years the
requirements for listing securities on the
New York Stock Exchange specified that
the application shall include “income ac
count, surplus account, and balance sheet.”
This intimation of three statements led cor
porations to use three in their applications,
and, as each listing contract specified that
future reports should be in the same form
as that which accompanied the listing ap
plication, the use of three statements con
tinued. The author has, however, never
known the New York Stock Exchange to
insist on the letter of its contract in pref
erence to an improvement in the statements
or, when a corporation has made a more
complete disclosure, to criticize it for not
having done so earlier.
One of the corporations which employs
a separate statement is Hazel-Atlas Glass
Company, which displays:
C o n s o lid a te d S t a t e m e n t o f S u r p l u s

Surplus balance at D ecem ber 2 9 , 1934 $ 6,895,546
A dd — N et profit fo r the y ear ending
D ecem ber 28, 1935 (p er state
3,293,374
ment attach ed ) ............................
$10,188,920
D educt— Cash Dividend— $5.00 per
share ............................................................

2,172,045

Surplus balance at D ecem ber 2 8 , 1935 $ 8,016,875

The use of a separate statement was, the
writer believes, losing ground to the gen
erally more logical practice of appending
the surplus analysis as a continuation of
the income statement, until the relatively
recent great increase in the demand for
classification of surplus. Changes in other
forms of surplus than earned surplus are
not easily shown as a part of the income
statement. Therefore, although the use of
a separate exhibit for the analysis of sur
plus is sometimes criticized because it di
vides the statement of the year’s results
between two places, when changes in two
or more separate surplus classifications are
to be displayed the method has certain prac
tical advantages. The Westinghouse Air
Brake Company ends its income page as
follows, the first lines being the conclusion
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of the Statement of Consolidated Income
and Earned Surplus:
N et In crease in E arn ed Surplus be
fo re Dividends ..................................... $
E arn ed Surplus, Ja n u a ry 1, 1 9 3 5 ___

302,473
3,348,036

E arn ed Surplus b efo re D iv id en d s.. $ 3,650,509
Cash Dividends D e clared .......................
1,553,832
$ 2,096,677
Sta tem en t

of

P a id -in

S u rp lu s

Paid -in Surplus C reated by R ed u c
tion o f S tated V alue o f Capital
S t o c k ....................................................... .. $12,688,442
L ess A m ount A uthorized to be D is
tributed to S tock holders (included
in liabilities in the Consolidated
Balan ce S heet a t D ecem ber 31,
1935) ............................................................
6,344,221
P aid-in Surplus, D ecem ber 31, 1935 $ 6,344,221

Minneapolis-Honeywell Regulator Com
pany, however, contrives to show the anal
ysis of two kinds of surplus in one State
ment of Consolidated Income and Surplus,
which ends as follows:
N et Incom e fo r the Y e a r .......................... $1,793,339
1,252,353
E arn e d Surplus, Ja n u a ry 1, 1935 ___
G ross E arn e d S u rp lu s.............................. $3,045,692
Surplus C h a rg e s:
D ivid en d s:
P re fe rre d ......... $134,650
Com m on ............ 829,280 $963,930
L o ss on sale and abandon
ment o f E lk h a rt, Indiana,
plant and equipm ent___
P rem iu m
in
connection
with redem ption and re 
tirem ent o f
p referred
stock .......................................
T o tal

25,105

E arn ed Surplus, D ecem ber 31, 1935
(including surplus reserve, N. V.
N ederlandsche
M inneapolis-H o
neywell Co., $ 2 ,7 0 3 )..........................
P aid -in and O th er Capital S u rp lu s:
Balance, Ja n u a ry 1, 1 9 3 5 .. $909,520
L ess ch arges arising from
acquisition of fraction al
shares o f com m on stock
74
Balance, D ecem ber 31, 1 9 3 5 ...
T o tal Surplus

S u m m a r y o f E a r n e d S u r p l u s an d P a id -in S u r 
p lu s f o r the Y e a r E n d e d D e c e m b e r 31, 1935
E a rn ed

P a id -in

Balances, Ja n u a ry 1, 1 9 3 5 .. $297,050 $ 810,243
T ra n s fe r o f 1934 adjustm ent
o f book value of invest
m ents and receivables to
be
a
charge
against
earned
surplus
rath er
than paid-in- s u r p l u s .... 535,388
535,388
Balances as a d ju ste d .............. *$238,338 $1,345,631
Resulting deficit in earned
surplus ch arged against
paid-in surplus ................ 238,338
238,338
Revised balances, Jan u ary 1,
1935 ............................................................ $1,107,293
A d d itio n s:
N et Incom e fo r the y e a r .. $288,252
A dju stm ent o f excessive
provision fo r notes re 
ceivable ..................................
6,310
Sum

................................... $288,252 $1,113,603

D ed u ctio n s:
N et loss on p urchase and
resale o f com pany’s stock
$
Cash dividends declared
and paid .............................. $107,000
F ed eral incom e t a x fo r 1933
2,752

2,778

T o tal deductions . . . . $109,752 $
2,778
Balan ces, D ecem ber 31, 1935
(th e balance of earned
surplus being accum ulated
since Ja n u a ry 1, 1 9 3 5 ) .. $178,500 $1,110,825

D irect C h a rg es and C redits to E a rn e d
S u rp lu s .— The number of items which are

169,738

.....................................................
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1,158,773

1,886,919

909,446

.............................................. $2,796,365

Copperweld Steel Company accomplishes
the same purpose by a columnar arrange
ment in a case where there are transfers
between two kinds of surplus:

entered as direct charges and credits to
earned surplus rather than as entries affect
ing current profit and loss seems to be
gradually being reduced. Certainly surplus
statements are not as full of adjustments
as they were a few years ago, despite the
fact that in a period of depression the ten
dency is to consider an increased number
of debits as adjustments of the earnings of
prior years rather than as charges against
the already reduced current income. As a
corollary, there is an increasing number of
companies whose change in earned surplus
is represented by only two items, i. e., net
profit or loss, and dividends declared—or
by only one of these items.
The Borden Company furnishes an illus
tration. Its Statement of Consolidated Net
* Deficit.
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Income and Earned Surplus ends as fol
lows :
N et income ................................................. $ 4,842,349
E arn ed Surplus, Jan u ary 1, 1 9 3 5 . . . . 22,474,064
G ross Surplus ............................................ $27,316,413
Surplus C harge— Dividends P aid in
Cash D uring the Y e a r , 19 3 5 ............ 7,034,726
E arn ed Surplus, D ecem ber 31, 1935 $20,281,687

The expression “gross surplus” is inter
esting, although to the author it seems
rather meaningless.
Also, the surplus
charge should, it would seem, be for divi
dends declared rather than dividends paid.
Of course, it is understood that the
amounts are identical, but the fact that the
dividends were paid is irrelevant to the
effect on surplus.
Harbison-Walker Refractories Company
meets both these objections in a Consol
idated Profit and Loss and Earned Surplus
Account which ends as follows:
N et Incom e fo r the Y e a r .......................... $1,805,669
E arn ed Surplus as at D ecem ber 31,
1934
7,338,494
$9,144,163
D e d u ct:
Dividends P a id and D eclared —
P re fe rre d S tock— 6 % . . . $ 180,000
Common S tock — $1.00 per
1,358,883
sh are ...................................

1,538,883

Earn ed Surplus as at D ecem ber 31st,
1935 ............................................................ $7,605,280
( “A s a t” is one o f the w riter’s abominations,
and he does not see why the “3 1st” in referen ce
to 1935 and only the “3 1 ” in referen ce to 1934.)

The Midvale Company carries its anal
ysis of surplus on the balance sheet, and
shows:
S u rp lu s:
Balance at Jan u ary 1, 193 5 ................ $1,086,958
D e d u ct: Dividend P aid — $1 per
share .....................................................
200,000
$886,958
A d d : N et P rofit fo r y ear ended
D ecem ber 31, 1935..........................

496,085
$1,383,043

A caption for the last amount above
would be helpful.
Industrial Rayon Corporation, on a
separate page entitled Surplus Accounts,
uses one in a similar display:
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P R O F IT AN D LO SS— S U R PL U S
Jan u ary 1, 1935.......................................... $6,288,171
A D D IT IO N
N et profit fo r y ear ended D ecem ber
31, 1935 . .................................................
608,012
$6,89 6 ,183
D E D U C T IO N
Dividends d e c la re d :
$.42 a share paid April
1, 1935 ....................... ..
$252,000
$.42 a sh are paid Ju ly 1,
1935
252,000
$.42 a sh are paid O ctob er
1, 1935 .............................. 252,000
$.42 a sh are payable
Ja n u a ry 1, 1936 ............ 252,000

1,008,000

Balan ce D ecem ber 31, 1 9 3 5 .. $5,888,183

Thurber Earthern Products Co. shows a
distribution of capital surplus comparable
with that by the Westinghouse Air Brake
Company cited above. The income page
ends as follows, the first lines quoted being
the closing lines of the Statement of In
come and Profit and Loss for the Year
ended December 31, 1935 :
N et L o s s fo r Y e a r ................ ............. ..
$ 30,456
Deficit, Ja n u a ry 1, 1935 .............................. 286,687
D eficit, D ecem ber 31, 1 9 3 5 ..................... .. . $317,143
S ta tem ent o f Capital S u rp lu s f o r
the Y e a r E n d e d D e c e m b e r 31, 1935
Capital Surplus, Ja n u a ry 1, 1935............ $390,000
L e ss Capital D istribution to Stockhold
ers o f F if ty Cents per S hare on the
O utstanding Capital o f 60,000 S hares
30,000
Capital Surplus, D ecem ber 31, 1 9 3 5 .. $360,000

P rio r -Y e a r A d ju s tm e n ts .— The only or
dinary factor which increases earned sur
plus is profit; the only ordinary factors
which decrease it are losses and dividends.
If asset valuations (on a proper accounting
basis) and liability amounts could be ex
actly determined at the end of each year,
so as to make an accurate determination of
profit possible, there would be few adjust
ments of earned surplus.
But since it is not practically possible to
make an exact determination of asset
values (on a proper accounting basis) and
liability amounts at any date, adjustments
to the profit and loss statement of the pre
vious year are found necessary each year.
In order that the adjustment of these may
not incorrectly appear as an item in the
profit of the new period, the corrections,
instead of being entered as current trans
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actions, are frequently made directly to the
earned surplus account as adjustments of
the amount of the profit or loss previously
carried to that account, thus keeping them
out of the transactions of the current year
and thereby preventing them from affect
ing the showing of profits for the new
fiscal period. Of course, if the adjustments
are in the nature of additions to profit,
they are credits to earned surplus; if they
are reductions, they become debits to
earned surplus.
If such adjustments are relatively small
in amount, there is no great objection to
letting them appear as factors in the cur
rent profit and loss account. In fact, it is
generally considered much better that the
normal minor overlapping items which are
bound to occur, such as small invoices re
ceived after the books are closed, be han
dled through Profit and Loss, because the
total amount of such overlapping items is
likely to be approximately the same at the
end as it was at the beginning of the year,
thus resulting in no distortion of the final
profit figure. If, at a later date, statements
covering the operations of a number of
years are required for financing or other
purposes, their proper preparation is ex
pedited by having a minimum of surplus
adjustments to deal with, for in the prepa
ration of such statements all prior-year ad
justments must be treated as income debits
or credits of the proper year, instead of
being handled as surplus items of the year
in which given effect on the books.
Most weight, however, is given to the
fact that more distortion is likely to result
from treating minor overlapping items as
surplus adjustments than as income items
of the succeeding year, because by the
former treatment they fail to appear in any
income statement. The number of corpora
tions showing such adjustments is con
stantly decreasing. They appear, however,
in the report of The Brooklyn Union Gas
Company, which contains the following—
S u m m a ry o f P ro fit and L o ss— S u rp lu s f o r the
Y e a r E n d e d D e c e m b e r 31, 1935
Balance a t Beginning o f Y e a r ............ $17,926,800
Balance T ra n sfe rre d from Incom e
A ccount ...................................................
2,709,379
$20,636,179
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D e d u ct:
D ividends on Capital S to c k ............ $ 3,351,195
M iscellaneous P ro fit and L oss A d 
justm en ts ( N e t ) ..............................
79,917
$ 3,431,112
Balan ce at E n d o f . Y e a r ..................... $17,205,067

In such cases the reader is always left
wondering whether the netted amounts
were large debits and only slightly smaller
credits, or whether they were really im
material in their respective aggregates. It
might perhaps be better if the respective
amounts of the netted debits and credits
were shown, to remove this doubt.
Fort Pitt Brewing Company charges
against surplus:
A dju stm ent o f D epreciation fo r fo rm er
y ears .......................................................................... $477

It would seem that with net income of
$61,000 this item could have been absorbed
therein without distortion or harm, espe
cially since there probably were other over
lapping items, not segregated, of at least
another $477.
Sizable P r io r - Y e a r A d ju s tm en ts .— It
has always been the rule that errors and
omissions of importance should be ad
justed through earned surplus in order, as
stated, that the profits of the present year
shall not be affected and so that exact
statements of the transactions of previous
years may be prepared by recasting the
previous statements, and exact compari
sons thus be made between the operations
of various years. It is evident that this is a
correct practice, for obviously omissions
and errors in showing the transactions of
previous years affected the final net debit
or credit to earned surplus in the years in
which they occurred. It therefore follows
that the present surplus is larger or smaller
as a result, and that earned surplus is,
therefore, the account to be corrected.
The tendency to reduce the number of
prior-year adjustments entered to surplus
is, however, having its effect in respect of
sizable items also, and one sees less and
less of these in statements, evidencing the
fact that they are being treated as current
income items. I f they are extraordinary
in nature as well as sizable in amount, they
are subject to the requirements for sep
arate disclosure in the income statement,
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as commented on later herein. Interna
tional Harvester Company follows this
rule. Its Surplus Account for 1935 shows:
P ro fit fo r Y e a r 19 3 5 .............................. $19,618,238
D e d u ct:
Cash D ivid en d s:
P re fe rre d S to ck at $7.00
per share ....................... $5,705,516
Com m on S to ck at 15c
per share fo r first,
second,
and
third
q uarters, and 30c per
share fo r fou rth q u ar
te r .....................................
3,159,308
8,864,824
Surplus fo r the y ear 19 3 5 ................ $10,753,414
A dd:
Surplus a t D ecem ber 31, 1934 ............ 40,622,312
E arn ed Surplus at D ecem ber
31, 1935 ....................................... $51,375,726

There are many corporations, however,
which consider it desirable to enter siz
able prior-year adjustments as direct
charges and credits to surplus. The Bald
win Locomotive Works, for example,
shows:
B alan ce Ja n u a ry 1, 1935.......................... $9,087,088
Add:
A dju stm ent fo r am ounts added to
the
Sinking Fun d
Receivable
fro m the Company shown on the
foregoin g balance sheet, rep re
senting unpaid interest on F ir s t
M o rtg ag e Bonds in the Sinking
Fun d, due N ovem ber 1, 1 9 3 4 . . . .
157,150
and accrued interest on such
bonds fo r the months o f N ov em 
ber and D ecem ber, 1 9 3 4 ................
53,550
$9,297,788
D e d u ct:
L o ss fo r the Y e a r 1935.....................

2,119,738

Balan ce a t D ecem ber 31, 19 3 5.............. $7,178,050

Alpha Portland Cement
charges directly to surplus:

Company

P rovision fo r additional ta x e s— P rio r
years ..................................................................... $65,000

Such tax adjustments are frequently
found among the surplus charges and
credits. United States Hoffman Machinery
Company so treats:
N ew Y o r k S tate F ran ch ise ta x e s as
sessed fo r p rior y e a r s .............................. $15,532

Commonwealth Edison Company cred
its to surplus:
R eduction in
y e a rs’ ta x e s

provision fo r p rior
(n e t) .............................. $1,554,386
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E x tra o rd in a ry Gains and L o sses .—The
practice has been prevalent of entering di
rectly to earned surplus instead of to profit
and loss any extraordinary gains and losses
whose inclusion in the current profit and
loss account would render the resulting
total of that account useless for purposes
of comparison of normal operations be
tween various periods. This practice de
veloped as a result of a feeling that the
function of the profit and loss account was
a collection of the items affecting the
normal operations of a business. If a
manufacturing concern credits profit and
loss with the gain resulting from the sale
of a factory site, it destroys the basis of
comparison between the profits of differ
ent years.
Under this practice, the profit and loss
account has been limited to use as a clear
ing account for the normal items of income
and expense, all abnormal charges and
credits to proprietorship being made di
rectly to earned surplus. There would thus
be entered directly to earned surplus any
gains or losses which are not the result of
the regular normal operation of the busi
ness. In this category will be found such
items as losses by fire and gains or losses
resulting from sales of fixed assets.
The objection is raised against the prac
tice of entering such unusual items to sur
plus that the habit of using a surplus ac
count for such purposes as this may re
sult in its being turned into a dumping
ground like the proverbial general expense
account. While the abuse of an account
does not furnish sufficient ground for not
sanctioning a legitimate use, yet it seems
hardly wise to use a surplus account for
entries of this type, as in any event the
extraneous and unusual items can be
shown in a separate section of the profit
and loss statement after operating profits
have been determined, and such a treat
ment seems much to be preferred.
The income statements of some com
panies which follow this practice indicate
plainly that certain items are unusual;
others merely include the items with in
come credits and debits. Among the latter
group is Houdaille-Hershey Corporation,
which charges income with:
E xp en ses of m oving and rearran gem en t
o f plants ............................................................ $35,453
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Gillette Safety Razor Company charges
income with :
N et ch arge resulting fro m a Reduction
in the E x ch a n g e R ates used fo r C on
version of C urrent A ssets subject to
S erious M onetary R estriction s and
Related Liabilities and R eserves, and
from an A dju stm ent of the R eserv e
against E arn in gs not available be
cause o f M onetary R e strictio n s......... $206,290

(The erratic capitalization reminds one
of a George Ade fable.)
The Westinghouse Air Brake Company
sets out “extraordinary” charges clearly.
The middle section of its Statement of
Consolidated Income and Earned Surplus
is :
N et P ro fit fo r the Y e a r (b efo re e x tr a 
ord in ary ch a rg e s) ..................................... $922,076
E x tra o rd in a ry C harges— N e t:
A djustm ent of book
values o f plant
properties h e l d
fo r disposition.. . $600,000
A djustm ent o f c a r 
rying value of
miscellaneous in
vestm ents ............
30,000
Paten ts
purchased
46,312 $676,312
L e ss sundry c re d its ................

56,709

T o ta l e x tra o rd in a ry ch arg es— N et

619,603

N et In crease in E arn e d Surplus before
Dividends ....................... ........................... $302,473

The part of the statement which follows
this has been presented earlier in this
article.
Among the corporations which enter
sizable items of an unusual nature directly
to surplus is Childs Company, which foot
notes its income statement as follows:
“Certain costs and losses incident to the
cancellation of leases of certain units have
been charged to Earned Surplus or to Re
serve for Contingencies (created out of
Earned Surplus in an earlier year).”
These are shown in the Consolidated
Surplus Account as follows :
L ease Cancellation Costs, W rite Off
o f U nam ortized C osts (B a se d on
C ost P r io r to R evaluation in 1932)
of U nits D iscontinued P r io r to
L ease E x p ira tio n s, and o f Good
W ill o f $854,287 C arried on Books
o f Subsidiary ............................................ $1,926,773
L e s s : P ortio n C harged to R eserve
fo r Contingencies ...................................
694,101
$1,232,672
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The writing off of goodwill is discussed
later in this article.
Central States Electric Corporation
charges to surplus (or rather to deficit) :
Losses realized on sale of se cu ritie s;
computed on basis of average
book v a lu e :
1,606,312 shares Shenandoah C o r
poration com m on stock delivered
under co n tract fo r sale during
y ear 1935 (N o te A ) ......................... $16,894,645
O th er securities (N e t ) ..........................
1,892
$16,896,537

The footnote says: “48% of the book
value at which Shenandoah Corporation
common stock was carried involved no cash
outlay, but resulted from valuation princi
pally in respect to common stock of this
Corporation acquired from it by Shen
andoah Corporation.”
American International Corporation, on
the other hand, credits surplus with:
N et A m ount realized in excess of
book values, on Sales of Securities,
determ ined on the basis of m arket
values established as o f D ecem ber
31, 1932, a n d /o r subsequent c o s t s .. $1,077,667

Exactly opposite is the display by Atlas
Corporation which credits to income:
N et profit on sales o f securities on
the basis o f av erag e consolidated
cost, a fte r deducting the amount
th ereof applicable to capital stocks
of subsidiary companies in the
hands o f the public (a s above
described) ................................................ $11,062,748

Capital G ains and L o sses. —Foremost,
of course, among extraordinary items are
profits and losses resulting from sale or
retirement of fixed assets. It was formerly
considered proper to treat such items as
debits and credits to capital surplus on the
theory that they resulted from capital
transactions rather than operations, but,
since such profits and losses are held to
affect the amount available for dividends
in states which limit dividend payments
to earned surplus, it is now generally
agreed that they should be kept out of
capital surplus. (The present discussion
is not touching on the matter of either
upward or downward revaluations of fixed
assets, as distinguished from profits and
losses on sales and retirements thereof.)
The question still remains, however, as
to whether such items should affect current

228

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

income, or be entered directly to earned
surplus. The best bookkeeping practice
seems to be to enter such extraneous prof
its and losses as result from the sale of
fixed assets in an account known as Capi
tal Gain and Loss, or, more narrowly, Loss
and Gain on Sale or Retirement of Fixed
Assets. If, for example, land and build
ing costing $140,000 are sold for $150,000
in cash, after depreciation to the extent of
$27,000 had been taken, the entry would
be:
Cash ....................................................... $150,000
27,000
R eserv e fo r D epreciation...........
L an d ....................... ........................................... $ 40,000
Buildings .........................................................
100,000
37,000
Capital Gain and L o s s ..............................

The Capital Gain and Loss account is
closed into Profit and Loss at the end of
the fiscal period along with all other in
come and expense accounts, and Profit and
Loss, in turn, is closed into Earned
Surplus.
There is, however, some objection to
this procedure which may be well founded.
I f the amount of depreciation taken has
been improper, then the current profit on
sale is overstated or understated by the
amount of the error in the charges to de
preciation in prior years, and an exact
treatment would require the adjustment of
Earned Surplus by the amount of that
error. In other words, the profit “may be
due to the fact that the organization has
written off too much depreciation in past
years. Depreciation may have reduced net
profit and consequently have reduced
earned surplus to an unwarranted extent.
Conversion of the asset by sale restores to
surplus the amount improperly charged to
expense in other years. Part or all of this
amount in such circumstances is an ad
justment of earned surplus. It is evidently
impossible in such a case to determine to
what extent the surplus arising from the
sale of the asset”5 is such an adjustment of
the profits of previous years. For this rea
son, it is considered best to treat it all as
a current earning, if it is believed that
depreciation has been set up annually ac
cording to accepted theory, or if the cor
poration is endeavoring to minimize the
5Couchm an, “T h e B alan ce S heet,” pp. 199-200.
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use of the surplus account for recording
prior-year adjustments.
An example of such an item included in
current income is found in the report of
Libbey-Owens-Ford Glass Company:
N et P ro fit on sale o f oth er securities and
plant a s s e t s ................ ......................................... $8,062

The Electric Auto Lite Company
charges similar losses to income:
L oss on Sale o f S e cu rities.......................... $17,768
L oss on Sale o f F ix e d A s s e ts .....................
17,999

Alpha Portland Cement Company, on
the other hand, charges directly to sur
plus :
L oss on disposition o f fixed property—
N et ..................................................................... $331,574

A. M. Byers Company charges surplus
with:
A djustm ent in respect o f dismantlement
o f O rient Coal and Coke Company
properties ............................................................ $4,635

Similarly, Union Electric Light and
Power Company charges to surplus :
N et losses on abandonment of street
railw ay properties ................................. $1,271,201

B a d D eb ts .— It is hard to understand
why an additional provision for bad debts
should be charged to surplus. Of course,
it is a correction of prior-year earnings,
but the whole theory of provisional charges
is that they represent the best estimate at
the time. Any later correction is an in
come item of the later year. This theory
was not always followed in 1931 and 1932.
When, therefore, United States Hoff
man Machinery Corporation charges to
surplus
D eposits in closed banks (less re se rv e )
w ritten down to a value o f $ 1 .0 0 ___ $44,285

it must seemingly be as an unusual item
which it was desired to keep out of current
income.
Gillette Safety Razor Company credits
to surplus:
P aym ents R eceived on D irecto rs’ N otes
(previously reserv ed against in fu ll) $20,000

If the provision was charged to surplus
(which would not seem to be the best han
dling) the credit should be to surplus;
otherwise it would seem proper to credit
income.
R estoration o f P rovisional C h a rg es .—
Additional provisions for operating re
serves are properly charged against income.
Conversely, the restoration to income of a
previous provisional charge is an income
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credit if one accepts the principle that
prior-year adjustments should be kept out
of the direct-entry-to-surplus class as far
as possible. Of course, when such items
constitute a material factor in the deter
mination of income they should be set out
separately.
Wilson & Co., Inc., however, credit to
surplus:
R esto ratio n o f excess reserv e fo r liability $56,887

If the original provision was charged to
surplus this treatment of the restoration
was of course proper; otherwise an item
of $57,000 against net sales of $223,000,
000 and net earnings of over $4,000,000
would seem hardly significant enough to
require the treatment given it.
O th er P rovisional C h a rges. — Interna
tional Harvester Company charges to in
come and sets out separately:
A ddition to Inventory R e se rv e ............$5,000,000
R eserve against F o re ig n L o s s e s ......... 4,000,000

Pittsburgh Plate Glass Company gives
the same treatment to :
P rovisions fo r pensions and r e lie f ___ $500,000

Wilson & Co., Inc., however, charges
against surplus
A dditional provision fo r R eserv e fo r
Contingencies ................................................ $150,000

The reserve for contingencies may be
looked upon as a surplus reserve—although
the present author objects to considering
any reserve a surplus reserve unless by its
nature (as in the case of a sinking fund
reserve) it is certainly going to be returned
to surplus—or it may have been felt that
the provision was not a proper charge
against the income of 1935. The answer
to that question would depend on what
charges had been made against the reserve
during the year. Present practice seems
to favor the policy of reducing the number
of surplus adjustments in order that over
a period of years the sum of the annual
net incomes may approximate the total net
earnings without the necessity of consider
ing numerous surplus adjustments.
Goodwill and R elated Ite m s .— It seems
that goodwill when written off, is properly
chargeable against surplus, because it does
not at any time constitute an income item.
Wilson & Co., Inc., so charges:
Goodwill w ritten o ff........................................ $28,229

National Distillers Products Corporation
charges to surplus:
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W rite -o ff o f book value o f brands,
trad e-m ark s, patents and goodwill $11,400,000

It is commonly held that the amortiza
tion of intangibles having a specified life,
as have patents, should be made against
income, but the round figure in the present
case leads one to assume that the valuable
now written off represented a combined
cost (perhaps in capital stock) of all the
items, and that any segregation would have
been purely arbitrary.
Consolidated Laundries Corporation
shows:
Surplus C h arge— R ou te services p ur
chased and ch arg ed off during the y ear $51,571

C onclusion .—There are many other
types of direct charges and credits to sur
plus, but it seems best to discuss them in
connection with either (a) a particular type
of surplus, or (b) the kind of transaction
with which they have to do.

The National Economic League recently
issued a series of 26 questions concerning
the taxation problem in the United States.
Returns were received from practically a
thousand members of its council and com
mittee and represented every State.
Among the reports it is noted that ma
jority votes were registered for the theo
ries that American tariffs on imports
should be adjusted through trade agree
ments with other countries; that individual
income from property should be taxed at
a higher rate than income from services;
that the present sur-tax rates on individual
incomes over fifty thousand dollars should
be decreased; that the income from corpo
rations should be taxed at a uniform rate;
that if a sales tax is levied as a source of
Federal revenue, it should be a manufac
turers’ Sales ta x ; that the tax on real estate
on its capital value should be imposed on
buildings and improvements at the same
rate as on the land; that tax exempt gov
ernment bonds should be abolished; that
the rate on real estate and tangible per
sonal property in each municipality should
be limited by State law; that efforts should
be made to restrain the increase in the
amount of property which is exempt from
taxation by reason of being owned by re
ligious, educational and charitable institu
tions ; that gasoline taxes should be
imposed by states only.

230

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 p ril,

P o litic s
T just had to come. In spite of the thou
sand good reasons why it should be
taboo in a journal of this kind devoted to
our clients and friends, it had to be. It
may result in our having to look up a man
with enough influence to get us a spot on
the PW A rolls, but come what may, here
goes.
Custom—habit—intent—something—di
rects that we devote this page to a subject
of wide current interest and be “non-shop.”
Who can deny that right now “politics” in
its more inclusive sense outranks in impor
tance and activity of interest any other
subject. Who can deny some degree of
interest in, or curiosity about, most any
one else’s ideas on the state of and future
of the Union. With due apology to the
President of the United States in his Jack
son Day dinner address, the nation too is
“dimly conscious of an impending election”
and will be increasingly so as November’s
fateful Tuesday draws nearer.
It probably marks our arrival at the
most important fork in the road of our
history thus far. Will our electorate be
too greatly swayed by the mouthings of the
professional spellbinders and the tawdry
trappings of the “campaign” to realize it?
Must we cast our ballots with the con
viction that one way means we are of, and
subscribe to, the party and doctrines of
selfish, autocratic and greedy “interests,”
“moneychangers” and “despoilers of the
rights of the common citizen” and the other
“dictatorship,” “demagoguery,” “bureau
crats,” and “potential communism” ?
It is probably an indictment of the aver
age of intelligence represented by our vot
ers but nevertheless a fact that untold
thousands will so vote—and the campaign
ers know it— so the hullabaloo, like the
plaint of the latest in jazz “goes ’round
and ’round.”
In the heat of the impending pre-election
period with its inevitable accompaniment
of rabid partisanship, distorted logic, mass
appeal, innuendo, invective and downright
slander, won’t it be well worthwhile to
keep steadfastly in mind that it is o u r
United States, O u r families, homes and

I

businesses that are at stake? They are
good and fine and all we have, therefore
too precious to be placed in jeopardy by a
non-thinking or cheaply influenced use of
the thing that controls their destiny—the
ballot.
Might we not do a better job of it if we
thought out for ourselves the answers to
the following questions along with the
mess of stuff which will be presented to
us as “the issues of this campaign” :
Isn’t it better that what is right shall
prevail than the mere dominance of any
political faction?
Should not government be the servant
of the nation and cost a proper servant’s
wage and not be a political hierarchy of
any brand whose levies enslave the citi
zenry present and future?
Isn’t it fairer that we pay for our own
follies and so tend to minimize them,
and not attempt to pass them on to pos
terity in the guise of the capitalized costs
of economic or social reconstruction?
Isn’t it best that we keep in mind that
we are a nation with a heritage of “in
sides” passed on to us by a race of pio
neers, and that we must expect to assume
the natural hazards of life and living,
and that we should oppose the efforts of
anybody’s politicos to lure us into the
support of dogmas purporting to remove
or insure them and thus stifle ambition
and initiative and breed more of the
stripe who believe that the world owes
them a living?
Can we afford the steadily mounting
costs of Government— Federal, State
and municipal, or is there a possibility
of our finding ourselves trying, as legend
reports of the population of the Scilly
Islands, to support ourselves by doing
each other’s washing?
This is our plea that your vote be dic
tated by your reason and not your preju
dices and that you urge others to do like
wise.
And now you may call the wagon, we’ll
go quietly.
( O lso n in A m e r ic a n A p p r a is a l
C o m p a n y B u lle tin .)
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T h e G o ld e n R u l e o f P r o f it*
by

M. C.

R

orty,

President American Management Association, New York

H E curse of profits does not lie in
their making, but in short-sighted and
selfish efforts to monopolize them.
Even the radical socialist will agree that
he aims at a maximum sum total of na
tional profits. He may contend that profits
should be measured primarily in terms of
rational human satisfactions, but he will
still admit that the great bulk of such satis
factions must have their immediate mea
sure in terms of money.
Society exists and men live and work to
gether for the sole reason that the total of
their profits, however measured, is greater
when they cooperate than when they live
apart.
The sum total of wage payments is
greatest, and individual wage rates are
highest, when the trend of business and
industrial profits is toward a maximum.
Rising rates of profit stimulate new enter
prise, with accompanying full employment
and full dinner pails. If workers could
but see their own true interests in times
of business depression, they would lend all
their efforts to increase business and indus
trial profits, rather than to throttle or re
duce them.
Before the court house in a Southern
county, there stands today a monument to
the boll weevil—a tribute to the ultimate
beneficent influence of this cotton pest in
enforcing a diversification and improve
ment in Southern agriculture. Some day,
perhaps, when a minimum of straight
thinking has taken place, we shall erect a
similar monument to profits and the profit
motive. When we have done this, we
shall, perhaps, realize that honor should be
paid not to small profits, but to the largest
possible profits.
Our myriad sentimentalists will stand
aghast at this latter statement—but all the
facts of human experience are against
them.
Every transaction of national and inter
national commerce, every human effort,
and every human relationship involves a
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quest for profit—and the greater the profit,
the sounder is each trade and each human
interrelation.
The golden rule of profits is nothing
new. It is as old as constructive human
effort; it is the basis for all sound trading;
it is elementary wisdom in all human rela
tionships.
What then is this rule? Simply this—
“No trade and no human relationship is
sound unless both parties share fairly in a
common maximum profit.”
The wise producer seeks security of
profit and the growth and expansion of his
business in making certain that he serves
the real needs of his customers and builds
their profits as he builds his own. The
wise merchant builds equally on the con
fidence and satisfaction of those who buy
from him. The wise employer makes cer
tain that each employee shall profit, as he
profits, from cooperation in their mutual
efforts.
Beyond all this, the ultimate of wisdom
lies not in exacting the maximum indi
vidual share in the profit from each trans
action, but in holding to a fair balance in
the distribution of profits and in seeking a
greater total of returns through expanded
operations.
In every business and industrial under
taking there lies always a wide range be
tween a wholly selfish and a more enlight
ened attitude towards profits, within which
range the total of profits will vary little.
Character in a business, like character in
an individual, is measured by a consistent
effort to work always on the side of a
liberal and enlightened view—of really
m aking profits rather than simply gettin g
them. The business which truly m akes
profits through constructive service will
live and prosper long after the business
which seeks merely to get profits through
sharp trading has shriveled and is forgot
ten. This needs no telling to the great
majority of sound and progressive business
leaders—but it cannot be too often retold
to those who think of profits wholly as
Shylock’s pound of flesh.
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T r ig o n o m e tr y
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G l u ic k ,

fo r A c c o u n ta n ts
C.P.A., New York City

H E writer can imagine a majority of
his readers putting either an exclama
tion point or question mark after the title.
Numerous articles have been written on
accounting algebra, most of which have
meant little to most accountants; for al
gebra is not often required in practice.
The average C.P.A., contrary to popular
belief, is not a mathematician. But he
should possess a better knowledge of ma
thematics than a layman, because he never
knows when he is going to need it.
So we come to the question: When
would an accountant need trigonometry?
And why not employ an engineer instead ?
The answer to the latter is simple. Why
pay someone else to do what you can do
yourself ? Moreover, the client will expect
you to do it. Why disappoint him? And
as to the first question, let us consider the
chief uses of trigonometry. These are sur
veying and navigation.
The most elementary knowledge of eco
nomics shows that land is the basis of all
wealth. And no accountant can get away
from reality; even if his client owns none,
he pays rent. On the other hand, when a
major portion of one’s practice is in real
ity, problems in trigonometry are bound to
occur. The problem here given and solved
is not taken from one of the writer’s own
cases but from a textbook.1 It is, how
ever, not unlike case problems.
“A man owns a triangular lot on the
corner of two streets which do not inter
sect at right angles. The frontage on one
street is 300 feet; on the other 250. The
third side is 350 feet. If he buys land to
add 275 feet to the 300-foot side how much
is his lot increased in size?”

T

1F o r all around use the w riter recom m ends
the t e x t by P assano, published by M acM illan,
w hich contains not only trig on o m etry tables but
a lot o f o th er tables alw ays useful to C .P .A .’s.
F o r m ore am bitious students the N aval
A cad em y te x t by B u llard & K iernan is recom 
mended. It is purchased by H eath. It has no
tables, being designed fo r use w ith the B o w 
ditch tables, put out by the G overnm ent P rin t
ing Office. Y o u m ust have some tables.

From a practical aspect, remember that
Norfolk, Virginia, has a Flatiron Building
as well as New Y ork; and that cities like
Washington and Indianapolis with radial
avenues intersecting rectangular blocks
have many triangular parcels.
Mathematical expertness is not neces
sary in developing the following formulae.
While trigonometry is the branch of mathe
matics in which logarithms are introduced
to the student, and are very largely used,
the solution here presented is arithmetical;
and the writer has found that the use of
modern calculating machines of the sliding
carriage type, with 16 or more column car
riage capacity, is faster and m o re accurate
than logs.
The first formula is one which pupils
learn in the seventh grade. It is that the
area ( R ) of a triangle is half the product
of the base (b) by the altitude (h ).
bh
K = —
(1)

2

The second is learned in high school.
The square of the hypotenuse of a right
triangle is equal to the sum of the squares
on the other two sides.
a2 + b2 = c2
(2)
The third and crucial formula is dis
tinctly a trigonometric one. Let S = onehalf the perimeter of a triangle. Then:
K =
S (S -a) (S-b) (S -c) (3 )
The fourth requires the definition of a
trigonometric term. The sine of an angle
is the ratio of the opposite side to the
hypotenuse. Thus if the sides of a triangle
are 3, 4 and 5, the sine of the angle in
cluded between the sides 3 and 5 is 4 (op
posite side) over 5 (hypotenuse) or .8.
Then from a table of natural sines and
tangents we find that the angle is 53° 8'
(53 degrees, eight minutes). The formula
is : The area equals one-half the product
of two sides and the sine of the included
angle.
ab X sine C
K = --------------(4)

2
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We will now solve the problem.
substitute known values in (3 ).

First

K =
450x100x150x200= 1350000000
=
36742.34 sq. feet
Now substitute known values in formula
(1 ). Since it is the 300 side which is to
be lengthened, take that as the base. Then
300h
36742.34 = ------

2

h = 244.9489 feet.
When the additional 275 feet are pur
chased the area of the triangle will be
575 X 244.9489
---------------------- = 70422.8 sq. feet. Sub-

2

tracting 36742.34 gives the desired answer.
By way of proof, consider the added piece
of land. This is also a triangle, and it has
the same altitude as the old one. Thus its
275 X 24494.89
area may be computed---------------------- =
2
33680.43. The difference is three one hun
dredths of a square foot which is negligible.
As a step in making the solution, a dia
gram drawn to scale, may be of invalu
able assistance. It certainly is necessary
for beginners. A piece of cross-hatched
paper helps a lot. In fact, by its use an
approximate answer can be obtained many
times, without any formulae at all. For
reasonably accurate work a pair of com
passes and a scale-rule should be used. The
dime store can supply them adequate to
your needs, if not an engineer’s.2
You have often heard of a small piece
of land, otherwise useless, bringing a large
price because of its position or nuisance
value. Take this practical problem and
amuse yourself getting the answer which
is 13.6 feet.
“A man owns a triangular lot on the
corner of two streets which intersect at an
angle of 62°. The frontage on one street
is 200 feet; on the other 150 feet. He is
offered an adjacent triangular piece con
taining 1,200 square feet. By how much
will he lengthen the 150-foot frontage?
2N othing herein contained is to be construed
as implying that a C .P .A . is a surveyor. C .P .A .’s
m ust pass exam inations in law, but th at does not
make them law yers.
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Cooperation
“For the first time in the history of the
world we have discovered how to produce
so abundantly that business cannot prosper
unless the masses live abundantly. Our
trouble is that for years we have been busy
perfecting our machinery of production
without giving much thought to what was
going to happen when the masses of the
people were unable to buy what was raised
or made. Our surplus money was turned
back into more productive units. It was
a great game while it lasted.
“Now most of us are beginning to see
that money is not wealth. Goods are wealth.
Services are wealth. All we can do, any
of us, is exchange what we produce for
something produced by someone else that
fills our need. Nations must do that. The
whole industrial machine must now be set
up for the purpose of getting more goods
into the possession of more people. The
best business man is he who does most to
make the millions rich. That means, he
works to get more food, clothing, luxuries,
education, into the homes of the masses.
He must think in terms of the needs of
other people, not just in terms of personal
profit.”— F r o m N e t R esults.

Time Saved
A prominent Chinese visitor was being
shown the New York subway some time
ago by Dr. Nicholas Murray Butler, Presi
dent of Columbia University. As they
were coming into the 72nd Street station
aboard a local train bound uptown, Dr.
Butler suggested, although it was the rush
hour, that by changing to an express they
would save two minutes.
After making the transfer and being
well jostled and squeezed while doing so,
they reached 116th Street. As they emerged
from the station Dr. Butler, still puffing a
little, turned triumphantly to his guest.
“And what do you think of our sub
way?” he asked.
“It is very wonderful,” his guest replied,
then queried mildly, “But, Dr. Butler, what
shall we do with the two minutes we
saved ?”
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E c o n o m ic L a w
by R. L.

J o n es,

A p ril,

v s . S ta tu te L a w

C.P.A., Phoenix, Arizona

H AVE read with interest the article pub
in the March issue which is taken
Ifromlished
the address of Mr. Earle Goodrich
Lee of St. Paul. He appears to be subject
to the same spell which seems to envelop
so many of our people in these distressing
and controversial times. His reference to
the discovery of economic law and its com
parison with the law of gravitation has, to
say the least, started a train of thought in
one of the toilers in the trade. He speaks
of false propaganda in Russia. Does he
not, in his own heart, know that our own
so-called system has been builded upon the
identically same foundation? This poor
mind cannot see the part that nature played
in the establishment of our cock-eyed sys
tem, unless it might be the indirect part
in supplying the metals used by men to
create a fictitious base for a circulating
medium of tokens. The whole structure is
man-made. It was cunningly framed for
the enrichment of a few and for the eco
nomic control of the many—and it has
worked to that end since the days of feu
dalism. In our own case it has created an
oligarchy based upon the possession of the
greatest number of the tokens. The token
has come to mean more than the useful
things for which it is meant to be ex
changed. The use of the circulating mean
as an instrumentality of service is second
ary to its use as an instrumentality for
greed for gain. A banker or a paid propa
gandist who prates about the “just reward
of superior ability” is excusable. That is
their business. But how an analyst can do
so is a little mystifying. To ostensibly pray
for a return of conditions which brought
our fair country to the verge of revolution
only a short three years ago is something
it seems difficult to understand. Any sys
tem which promotes the production and
distribution of goods and services needed
in what we so glibly call Civilization can
readily be recognized as an economic sys
tem. But a system which has brought
about the chaotic conditions under which

we have struggled for the past six years,
if carefully examined, certainly has fallen
short of the mark. Under it the accumula
tion of the tokens of the economic set-up—
and the unearned increment on the tokens
—and the unearned increment on the earn
ings—plus the unearned increment on the
unearned earnings have been taken to mean
“superior ability.” And then what? In the
days of the so-called “prosperity” some 504
individuals reported that their increment,
for one year, was equal to that of more
than two million other individuals (free
citizens of the same Republic)-—and these
two million or more represented the farm
ers of the country who by their labors pro
duced the greater part of the useful prod
ucts upon which the 504 made their enor
mous, unwarranted and unneeded gains.
For example, Mr. Grace, of the Bethlehem,
with 409 years’ salary at $4,000.00 per
year (the top, presumably, on an average),
or Mr. Hill, of American Tobacco with
260 years’ income in 12 months. A gentle
man from Virginia was an active partici
pant in the framing of the Constitution
which outlined the system. He is credited
with having actually written the Declara
tion of Independence. More than 100 years
ago he pointed out the danger spot he could
vision in the future. It was that he feared
too much might get into the hands of too
few of the people. Was he a prophet, or
was he?
If the present system is based upon
natural laws, let us presume that one fine
day it might be decided to take the nine or
ten billions of metal stored in the vaults
as a base for circulation and dump the
whole kiboodle into the ocean. Who would
be any worse or better off ? We cannot eat
it. We cannot wear it. It does not warm
us in winter or cool us in summer. Except
for purposes of adornment and the manu
facture of teeth and a few other useful
articles it is worthless. But it has served
to reduce a nation of presumed-to-be free
people to a state of economic vassalage.
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What good is political equality without
economic equality? In the dire days of the
sixties the opportunity for the manipulation
of this so-called natural law provided the
chance to drive the first peg in favor of
privilege. It was called the National Bank
ing Act. It was the initial surrender of the
credit of the nation into the hands of or
ganized financial piracy. I wonder if dear
old Mother Nature beamed at this mani
festation of her beneficent purposes.
If this thing we call an economic system
is really a natural law why do not the socalled “lower” animals see the benefits of
it? Let us try to vision, as an example, a
colony of monkeys with plenty of cocoanuts to go around. They decide to adopt
a system of tokens to be exchanged for the
colony’s supply of cocoanuts as needed for
subsistence. Then three or four of the
more acquisitive (superior ability, in our
language) monkeys secured control of the
greater part of the tokens. Of course they
would have to be stored in reservoirs
(banks in our language). By expert mani
pulation (to say nothing of propaganda)
these acquisitive boys arrange to get con
trol of all, or the greater part, of the cocoanuts. Now you have it. To get a token,
you must have cocoanuts. Or, reversely,
to get cocoanuts you are to present tokens.
But the tokens are in the reservoirs and
you cannot get them without collateral
security— or cocoanuts. Try to imagine
just how long the unintelligent monkeys
would put up with such a system. Can
you picture them as giving to the greedy
monkeys the high sounding titles of “Mas
ters of Finance” and of “Captains of In
dustry,” or giving them credit for “su
perior ability” ? Think it over.
Or we might take hogs. They are not
so intelligent as monkeys. Besides Nature
purposely made them greedy. That makes
them fatten faster and consequently pro
duce better smoked sausages. But even at
times their greed has to be checked. Re
member, down at the farm, when the old
folks used to put rings in the noses of the
larger and greedier hogs? This enabled
them to be drawn away from the trough
so that the little fellows could get at least
a fair share of the slop. Conversely we
have, for the big, greedy human ones, pro
vided special pens so that they may not
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be annoyed by the squeals of the smaller
and less important ones. Recent efforts to
provide some sort of a nose ring for these
greedy ones has been met with the state
ment that they are “fantastic” or that they
are a “general fiasco” ; and to prove it the
use of the injunction has proven itself a
most powerful weapon for the already
strong and greedy human genus of the
Hog.
No, Brother Lee, we are not going back
and build another machine which can run
even faster than the old one did in order
that our next wreck will be more disastrous
than the last one was. We are headed for
a sensible solution, despite the fact that the
laws already enacted seem more fantastical
than some of those proposed. Greed for
gain must cease to be the one motivating
impulse. It will take time. Try to make
a sensible change in the calendar, for in
stance. Or try to get the industries of the
country to adopt sensible natural fiscal
years.
Some writers on accounting matters fre
quently refer to the analytical ability that
is presumed to go with the avocation. Let’s
do some analyzing and see if we can’t ad
mit that a real solution to the problem is
not so difficult. We admit that we can
produce everything we need. We also ad
mit that we are ready and anxious to con
sume the production and enjoy the fruits
of it. But we are faced with the enormous
sum of more than three billions of excess
reserves of credit in the banks and eleven
or more million of human beings going
without the comforts, or even necessities,
of existence. And this in “The Richest
Nation on Earth.” Does it really make
sense? Can you set up an intelligent Bal
ance Sheet to illustrate it?
There is no investment in this world that
bears such startling dividends in comfort
and happiness and goodwill as a few mo
ments devoted to the understanding of the
other fellow’s point of view.
— H e n d r ik W ille m V a n L o o n .

Real education is the translation of
knowledge into wisdom, and the process
of that translation is what we call thinking.
— W illia m M a th e r L e w is .
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AN experiment in commerce and trading
has been going on in Chicago on a
quite large scale for the past couple of
years. Its foundation is still the largely
unknown quantity that is of so much in
terest and importance to members of your
association, namely C RED IT.
Because the participants in the move
ment have been almost wholly retail mer
chants of small size, it may not have come
to the attention of many of you, although
the newspapers gave a few headlines to
its principal character several months ago:
because of financial failure.
I refer to the Caslow Scrip movement,
which started in the fall of 1933, its
founder being the well-known Winfield H.
Caslow who for several years was promi
nently active in the cause of the indepen
dent merchants, and was known as the
Main Street Crusader. His newspaper and
radio talks brought him considerable pub
licity in the Middle West, and marked him
as the outstanding enemy of Chain Stores.
He introduced to independent merchants
a form of paper money, called Recovery
Certificates, issued in o n e d o l l a r de
nomination only, and not initially sup
ported by any collateral, bank deposit or
other conventional security. His standing
among independent merchants was really
the only backing. These certificates—com
monly known then and now as Scrip—
were put into circulation by his office, by
giving them as payment to men and wo
men in his employ: the organization at one
time consisting of several hundred persons
all taken off the relief rolls.
Each piece of paper bore in part the
following wording:
“One Self-liquidating Scrip Dollar.
Original disbursement hereof is limited to
Relief, Employment on Public Works,
Public Purposes, and administration there
of. When completely filled on reverse side
with 54 Redemption Stamps as shown be
*T a lk before Chicago A ssociation o f Credit
Men.

low, it will be redeemed by W. H. Caslow,
the Distributor, in Cash.” How these
stamps served to build up a sinking fund
for redemption will be described later.
Mr. Caslow introduced these Recovery
Certificates as a further step in his cam
paign to save the independent merchants
from extinction by Chain Stores. Such
merchants were, and still are, well on their
way to that fate, recent statistics indicating
that only 18% of the country’s business
is done by independents, the bulk—82% —
being done by a very large number of
chains.
The quality of the paper money— f i a t
money would be the term applied by men
who have a horror of anything except coin
or coin-backed medium—which made it
appropriate for this fight, was the fact
that it constituted a restrictiv e m ed iu m o f
ex c h a n g e . This is one of its two impor
tant and distinctive characteristics. Being
unacceptable to the general business pub
lic, who demanded Government-issued
coin or paper, or else bank checks, the new
kind naturally brought trade to the class
that w o uld accept it—because of their
faith in Caslow’s integrity, and their be
lief that he would be able to make his
novel plan successful. These merchantacceptors soon felt the effect of many
thousands of paper dollars circulating in
their communities; and so long as they in
turn were able to s p en d the new money,
they were all to the good. It was general
ly admitted that regular money was hard
to g et; there was not and is not as much
in circulation as economists tell us there
should be. And this new variety served
admirably as a substitute for the real
thing. The independent merchant had been
given a weapon in his fight against monop
oly, and he was taking heart and gaining
strength.
The second and important and distinc
tive characteristic of the Caslow certificate
was its self-liq u id a tin g feature. It needed
no initial backing, and no current backing,
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so long as it was readily accepted by wageearners and merchants who had confidence
in the issuer and faith in the process by
which it could be ultimately redeemed.
This freedom from necessity for a metallic
or other conventional security was what
made it possible for the Recovery Organi
zation to put into circulation almost a half
million $1 Scrip; and during the many
months that the Organization actively
functioned, the tax-paying public escaped
the burden of caring for several hundred
men and women who had been and would
otherwise be, Relief-Clients.
Moreover this same self-liqu id a tin g fea
ture is still being employed to some extent
to retire the partially backed scrip issued
by the several clubs succeeding the original
Caslow group. And, still further, this fea
ture is in my estimation a sound economic
principle that can be most productively em
ployed by states and nations to help solve
their growing problems of debt. It is ap
propriate to mention here that the prin
ciple was not co n ceiv ed by Caslow; he
merely applied it in a rather striking, con
crete way. An outstanding advocate of
the fundamental principle of self-liq u id a 
tion, for years, has been that notable econ
omist, Professor Fisher, of Yale. True,
the mechanism of employing it may vary
with circumstances; and in different com
munities and countries several methods
have been tried.
The means adopted in the Caslow in
stance, and generally followed by his suc
cessors, was as follows:
Redemption stamps, costing 2c each,
were bought from the Distributor; and
such a stamp was intended to be placed in
a space on the back of the Certificate at
time of each transaction, being canceled by
the spender in order to prevent being used
again. Fifty-four numbered spaces were
to be filled, thus providing for $1.08 being
collected from the persons spending the
paper dollar. The fund created by the sale
of Redemption stamps was designed to
provide for the retirement of the certificate
for $1, and leave 8c over for running ex
penses of the Organization.
It will be seen that this process of at
taching Redemption stamps by the wageearners and tradesmen transacting busi
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ness with the novel medium of exchange,
was a sort of self-imposed sales-tax. As
such it has been criticised by opponents of
the plan. But in my opinion a self-im
posed tax is the least onerous and the most
likely to be successful, so long as with it
goes an otherwise non-existent activity in
the channels of trade.
Manifestly there is a similarity between
the use of these Redemption stamps to
create a fund for retiring an obligation,
and the use of documentary stamps issued
by various Governments for attaching to
checks, stock certificates and legal instru
ments. The Governments use their funds,
so created, to pay their expenses and to
pay off their bonds; and not for the pur
pose of sustaining a specific form of ser
vice, such as the Post Office.
Stamps used by present-day scrip clubs
in Chicago—of which there are several
still struggling along—are not all 2 c ; some
cost 3c and some even 5c. Naturally the
more expensive would serve to build up a
redemption fund more quickly than the
low-priced—except that some sales resis
tance is created, and only those acceptors
who feel that they can well afford a 3 or
5c tax will take in the high priced kind.
But in the experiment initiated by Cas
low and carried on by numerous clubs, the
general weakness proved to be the pub
lic’s failure to attach stamps when trans
acting business. The widespread trait of
chiseling, so strongly censured in its other
manifestations by General Johnson of the
NRA, budded and flowered in Chicago.
Certificates were extensively used, thou
sands of dollars’ worth of business was
done, without the invariable or even the
general affixing of stamps. The inevitable
outcome of such short-sighted attempts to
get something for nothing, was the failure
of the original Organization and of later
clubs. They couldn’t keep on functioning
when total stamp-sales proceeds were
hardly sufficient to pay running expenses.
Various devices and schemes have been
tried in order to prevent or minimize this
tendency to avoid stamping; and in their
intelligent application lies much of the
hope of putting a sound economic prin
ciple to practical use. Two of them will
be mentioned; and the certificates illus
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trating them are available for examination.
The first is the scheme of printing dated
spaces on the back of each certificate; thus
requiring that a stamp shall be affixed in
each space in order to keep the money
sound and acceptable. These spaces are
dated one week apart. If a past-due space
remains uncovered, the scrip will not be
valid for further transactions; and an ac
ceptor who presents it to the Distributor
will have to cover all past-due spaces be
fore receiving cash in liquidation. It is
plain that dated scrip can pass from hand
to hand many times in a week and require
no stamp until a given day arrives. Thus
it can be more economical to use than the
undated or so-called Transaction scrip
which requires a stamp for each trans
action. But the dated kind’s requirement
can be enforced; whereas the other is only
too often and easily evaded.
The second scheme is that involving r e 
d uction of value, for example, by punch
ing—like commutation ticket; instead of
m aintenan ce of value by the attaching of a
stamp. The self-effacing certificate is is
sued at, let us say, $1; and at each trans
action a part of it is removed or marked
out, so that in successive transactions the
trade value goes down till it becomes
worthless. It is simpler, for stamps often
fail to stick and must be replaced. More
over, in the use of stamps, there has de
veloped the gentle art of peeling; that is,
transferring stamps from several partially
filled certificates and concentrating them
onto one; thus making the latter eligible for
redemption before it has filled its prescribed
life.
This self-reducing plan was successfully
used in Europe in an application of selfliquidating scrip; each week making the
dollar-bill worth a fraction less than it had
been before, according to a scale of values
printed on the scrip itself for the informa
tion of the users.
It will be remembered that in the first
issue of these certificates in Chicago no
cash backing was provided initially; it had
to be accumulated by the creation of a
stamp fund; and the paper money cir
culated only among the persons and classes
who had confidence in the Organization
and its methods. Naturally, such a
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foundation was unstable; and in the later
attempts there has been applied the prin
ciple of initial cash backing—so that the
elements of credit, reputation and good
faith are minimized.
This initial backing is supplied by the
purchasers themselves, and the money re
ceived from sale of such fully paid cer
tificates is kept in a bank account ear
marked to prevent disbursement except
for liquidation of the certificates them
selves. O f course the element of credit
and confidence still enters here—in that
the buyer and acceptor must be assured of
the safety of the fund and the certainty
of ready redemption on presentation. As
credit men, you are v e ry likely not to ap
prove a sale to would-be buyers who plain
ly have no money; and you are quite like
ly not to approve it unless you feel that the
man who has money will be able and will
ing to pay when the due date arrives. The
possession of cash today is not all that you
require; you also want to know that he
will conserve if not increase his resources,
so that your bills will not go a-begging
after ten or thirty days. Good name in
man or woman is still an asset that carries
weight.
You may well ask why anyone would
pay cash for a trading certificate, thereby
himself securing its safety, instead of
spending the cash direct. The sole purpose
in such a procedure is—harking back to
the early remarks—to obtain a restrictiv e
m ed iu m o f e x c h a n g e that will measurably
direct trade into certain channels and thus
induce patronage that might or would not
otherwise be obtained. The buyer of these
cash-backed scrip— each worth a dollar at
the stores of cooperating merchants—
puts them into his payrolls. His employes
spend them with the merchants engaged in
the movement (even though the said em
ployes might p r e f e r to trade at Walgreen’s
or National T e a !), and the merchant
spends them either with other merchants
like-minded, or with the employer—who is
a manufacturer or wholesaler or jobber.
The latter uses them over and over again
in the same fashion; or if by chance more
come to him from the retail trade than he
is able to use in paying his employes, then
he liquidates them at the office of the Is

1936

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

suer or Distributor. All the time, of
course, the certificate is picking up stamps
—one each week— and these stamps create
profits for the issuer, because they are not
needed in order to create a sinking fund
with which to liquidate or redeem the
paper.
The fact that trading certificates of this
kind have been fairly successfully used for
months in Chicago indicates that they do
influence or divert trade into certain chan
nels and bring profit to the users. During
the past two years a few outstanding re
tailers have done many thousands of dol
lars’ worth of business that they feel sure
would not have been done, except that
scrip, (either with or without cash back
ing) was not universally spendable and
therefore found its way to tradesmen who
w ould accept it. A related reason is this:
that customers and clients who make their
first payments in scrip may become perma
nent patrons and make their later pay
ments in cash. In other words, the accep
tor is utilizing these certificates as a form
of advertising, trusting to the quality of
merchandise or services to bring in repeat
orders once the contact has been made.
Having become acquainted with the
principle underlying and some of the ap
plications made of the restrictive and selfliquidating media of exchange, you will be
interested in seeing how the device has
worked out in other places than Chicago
and in other forms than the ill-fated Cas
low Transaction Scrip.
Empire Credit Foundation has been
operating in Chicago for perhaps a year.
It does not issue certificates, but it utilizes
credit in much the same way as a bank,
and makes its profit out of fees charged
for clearing the checks drawn on it by the
cooperating members.
It advances credit on collateral pledged
with it, and pays bills with its own credit
checks. The borrowers and other persons
using these evidences of credit may spend
them only with co-operating members. In
asmuch as the acceptors are relatively few
in number and limited as to the kind of
merchandise and services they supply, the
usefulness of such checks or credit-money
is limited.
Media of this general kind have been
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widely used, and with varying degrees of
success. Communities in some Western
states have employed them for internal
trading, particularly in areas where cur
rency was scarce. Scrip has been issued
by large employers in certain industries
for many years: notably coal mines and
lumber camps. The employes accepted it
in part payment of wages, and spent it at
company stores—perhaps to their own dis
advantage, but surely with profit to the
owners.
There seems to be a difference of
opinion as to the legality of using private
ly issued money to pay wages, some states
having legislated against it. But the NRA
gave its indirect approval, and counsel
familiar with the scrip movement in Chi
cago say that use of such certificates in pay
envelopes is strictly a matter of contract
between employer and employe. The point
seems to be that no compulsion must be
exercised.
I am reliably informed that for about
six years a privately issued paper money
of the cash-backed variety circulated most
effectively in Germany. At one time
over 300 cities were using it. When Hitler
came into power he ruled that the insti
tutions putting out the certificates were as
suming a prerogative of Government, and
the movement was stopped.
In a test case decided a year ago by
Judge William J. Lindsay in a local court,
an injunction against Caslow scrip was
denied. He said in part: “It is a feasible
and workable scheme so far as I can see
. . . I see no reason to interfere. The
merchants and the unemployed workers
who use the scrip are the only ones con
cerned in it. If they want to use scrip
and take a chance on its paying out
eventually, they have the right to do so.”
(It must be remembered that he referred
to the unsecured form, backed only by
good faith, and dependent on stamp sales
for the means of redemption. Such a plan
is theoretically feasible, but practically has
failed to work out in the many attempts
carried on in Chicago.)
Mr. Caslow is at present working with
independent merchants in Grand Rapids
and other communities of Michigan to
utilize the Cash Backed Trade Certificate
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as a restrictive m ed iu m o f e x c h a n g e which
will divert retail trade into certain chan
nels and hold it there. The campaign has
been instituted because of threatened trade
war between chains and independent mer
chants.
In certain sections of Canada, dated
scrip is in circulation. France has a
similar medium in use. In Jugo Slavia
150,000 persons are said to have enrolled
in a campaign to establish a sound scrip
system. The movement is also going for
ward in Switzerland, England, Australia,
Argentine and Mexico. I now quote from
a recent local paper, the mouthpiece of a
corporation that is issuing, liquidating and
redeeming a cash-backed certificate: “The
reason for this widespread interest in scrip
is the economic principle involved. Dated
scrip absolutely prevents hoarding (be
cause of the stamp-penalties), thus keep
ing in circulation among all classes of peo
ple a money with which daily needs can
be m et; and there is little or no money in
the hands of the masses . . . Dated scrip
as a national currency would answer the
knotty money problems now confronting
all governments and their people.”
This reference to the adoption of a selfliquidating medium by government can
well be amplified by a statement concern
ing its suggested adoption by our Federal
Treasury. In March, 1933 bills were in
troduced by Representative Pettengill and
Senator Bankhead into the National Con
gress. They were for the purpose of
authorizing the issuance of a billion dol
lars in D a ted , Stamped Certificates, de
signed purposely to cause money to circu
late quickly. It was recommended that
this fast-circulating money be used for re
lief. Regardless of the special or general
purpose for which the issue might be
made, the Government would not lose, be
cause the dated and stamped certificates
would be self-liquidating; the Government
would get its money back from the sale of
stamps.
As we know, this attempt at novel legis
lation was not consummated. What op
position overcame it, what interested
classes fought it, are not relevant to this
presentation of the subject. Explanations
and illustrations of the economic principle
and the mechanisms concerned with self-
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liquidating media, have been submitted to
prominent officials in Washington and else
where and have received careful study.
On a number of occasions I have myself
been in correspondence with representa
tives of local, State and Federal Govern
ment, in a consideration of this interesting
and important subject. Various societies
here and abroad are investigating and
recommending the adoption of some such
steps, as a means to avoid excessive taxa
tion, as a substitute for expensive bond
issues, and as a source of revenue for the
reduction of staggering public debts.
The issue should not be beclouded by
politics, it should not be misrepresented
and condemned by bankers—whose hold
on Governmental finances is so manifest.
It should be carefully studied by econo
mists and business men, and its principles
should be applied sensibly and carefully
to the solution of commercial and fiscal
problems.
I
firmly believe that were State or Fed
eral a pproval given such a medium, its ac
ceptance and usefulness in trade and com
merce would be widespread. And if our
numerous branches of government would
discontinue the traditional practice of is
suing interest-bearing bonds, and would
pay as they go with self-liquidating instru
ments, our multitudinous public debts
would in another generation be as dead as
the dodo.
HAD E X P E R IE N C E
Official—“I suppose you know something
of the duties of the office we are to give
you ?”
Applicant— “Oh, yes. They are to come
late, do as little as possible, go home early,
and never miss pay-day.”
Official— “You’re O. K. You’re just
what we’re looking for. I can see you must
have held office before.”
50-50
After a terrific struggle the Freshman
finished his examination paper, and then at
the end wrote:
“Dear P ro f.: If you sell any of my
answers to the funny papers, I expect you
to split fifty-fifty.”
— B o y s ’ L if e .
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T A L K IN G SHOP
A

D e p a r tm e n t C o n d u c te d by L e w is G lu ic k ,

A N ew D epa rtm en t
When a C.P.A. retires from public prac
tice but not from work, he usually keeps
right on doing accounting. The only dif
ference is that he is Treasurer, or Comp
troller, or chief auditor of a business. The
number in this class is growing, as busi
ness men learn more and more to value
public experience in selecting private ac
countants. But occasionally a man will get
into some occupation in which accounting
is a minor part of his work, and helpful,
rather than requisite. We would like to
know of C.P.A.’s who are in such jobs;
and open this new department with the in
formation that Leroy Cox is superinten
dent of the Woonsocket, Rhode Island,
Hospital.
L e c t u r e N o tes

Jacob Bennet is giving a series of lec
tures on the Social Security Act to a group
of N. Y. credit executives. Walter Steg
man addressed a meeting at the McAlpin
Hotel, New York, on February 25th, his
subject being Estate Accounting. The
Shoptalker addressed the same group on
March 24th, his topic being the Revival in
Realty.
T axes

The following C.P.A.’s have had cases
reported in 33 BTA with varying success.
G. V. Whittle of Seattle, No. 142; J. W.
North of Chicago, No. 169; D. Sargent
No. 173.
The case of Titus No. 141 is unusual;
the Board reversed itself on 32 BTA No.
175. This is therefore an important case
to cite as to what constitutes marketable,
realizable value; and deferred payment as
compared to installment payments. The
case of Lloyd, No. 137, is similar in that
it deals with the fair market value of a
contract. The Lorraine case No. 172 is
worth reading for fun as well as informa

C.P.A., New York

tion. Dealings with bootleggers under the
1926 and 1928 acts were disallowed; and
a fraud penalty upheld. The Zimmerman
case decided by Court of Appeals for the
Third Circuit was reported by the N. Y.
T im es on the 23rd of February to the ex
tent of a column and a quarter. This case
has implications far beyond a mere tax
payment; it upholds the basic bill of rights,
protecting an honest citizen from unlawful
molestation and interference with his pri
vacy. It must be upheld by the Supreme
Court or else we might as well move to
Germany.
“Live and learn,” say we. Maybe it is
no news to you, but it was to us. Life in
surance premiums, paid on a policy the
benefit of which will inure to a charitable
institution, are deductible by the person
paying, just as if it were a direct donation.
The policy must however be irrevocable as
to the beneficiary. See 5 BTA 1063.

W a s h in g t o n

N o tes

We spent the fourth of March in our
favorite city, which gave us a warm (see
official weather bureau data) reception. Be
sides the object of our visit, which was not
attained, we had a little time for shoptalk
ing and enjoyed that. Gordon Buchanan
says he will never rest until accountancy
has an endowment for research like the
Rockefeller Fund for Medicine. Maybe
not quite as big, but on the same plan.
Lester Smith recommended to us a novel
by Susan Ertz, entitled “Afternoon,” in
which one of the chief characters is a very
human accountant. We met for the first
time Admiral Conrad, new Chief of the
Navy’s Bureau of Supplies and Accounts.
Julius Sinker gave us a copy of his new
book entitled “Your Securities & Federal
Taxes.” We perused it after the rush
season was over. A man who insists on
being anonymous told us a grand story
about the blessed interval when there was
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no gift tax. He tried to persuade a very
wealthy client to save much money for his
estate by establishing a series of irrevoc
able trusts. The man refused to do so on
the plea “I f I do that, no one will know
how much I was worth.” The accountant
is just winding up an accounting for that
man’s estate, in which the taxes amounted
to over a half million. Tie that for citi
zens making gifts to their G o v ern m en t!
From a Certified Public Annoyance,
namely, Anonymous, we get the following
jingle, clipped from the March issue of the
International T y p o gra p h ica l U nion M a g a 
zine :

“The editor stood at the pearly gates;
his face was worn and old; he meekly
asked the man of fate admission to the
fold. ‘What have you done?’ St. Peter
asked, ‘To seek admission here.’ ‘Oh I ran
a little printing plant on earth for many a
year.’ The gate swung open sharply, as
Peter touched the bell. ‘Come in,' he said,
‘and take a harp; you’ve had enough of
hell’.”

The Shop Talkers
“Went to church last Sunday,” began
Blank, “and I got to thinking—”
“Well, that’s so m eth in g to be said for
church,” broke in the Kid.
“— about something the minister said,
and I wonder what you men think of it.”
“First,” said Dash, “you must explain
your going. In tax season you should be
either exhausted from a strenuous week
past and a more tiring one in prospect and
need a lot of sleep; or else be out working,
Sabbath or not.”
“Well, it was both,” replied Blank.
“Your comment is apt. You see it was
this way. My client Kay had made an
appointment to have me come to his home
at eleven to do his return and wife’s ; and
then just as I was leaving, phoned to post
pone it till after dinner. There I was
cussing, with my hat an overcoat on, and
my wife on her way out to service. She
heard me, and that was that.”
“Your apology is accepted,” said the
Kid. “Now what was it you wanted ex
plained ?”
“The sermon was on F a ith . Frankly, it
bored me until I finally succeeded in men
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tally tuning out the minister, and thought
my own thoughts.”
“Interesting psychological phenomenon,”
said Philo. “You heard the parson’s voice
but were not listening.”
“Sound without sense,” said the Kid.
“Oh, grow up!” said Dash. “Let Blank
tell us what he thought.”
“Well, here it is,” resumed Blank. “Here
we are, a bunch of C.P.A’s who fancy
ourselves as being professional skeptics;
hardboiled matter-of-facts-and-figures men
of the world. We hold the doctrine of
‘prove everything’ and yet when you come
right down to it, our work is absolutely
a matter of faith.”
“Justification by works, I ’d say,” put in
Oldtimer. “Our clients can have no con
fidence in us which our work does not
warrant.”
“Sorry to disagree, Oldtimer,” said
Blank, “but that’s just what it isn’t.
Client’s confidence is only a part of it.
Let’s take a typical engagement. We have
an unrestricted program. We get confir
mations of bank balances. We take them
as fact. Actually we merely have faith in
the bank; first that the bank is telling the
truth that the balance exists; second, that
the bank itself is sound. How many of
us, even in the depths of early 1933, asked
the State and National banking depart
ments to confirm bank solvency? No. We
took the client’s balance as the most cur
rent asset until the bank actually closed.”
“We do a lot of adding in the books, or
rather let a junior do it. He says all foot
ings check. We take his word for it.”
“Well,” interrupted Oldtimer, “I can
cite you a half dozen cases where the boy
didn’t tell the truth.”
“So can I,” said Blank. “But until
something trips a poor junior, you accept
his O. K. Then we come to the inven
tory. We are cagey there ; we qualify our
certificates carefully. Nevertheless we are
using faith when we check market prices
as reported in the papers. I tremble to
think what would happen if the T im es
compositor and proofreader went off on a
jag in getting out the closing market prices
on December 31.
“We check liabilities against creditors’
statements. Once in a thousand times a
phoney comes through. I f we catch it, we
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pat ourselves on the back; look wise to the
client; and in the privacy of our offices tell
our partners how lucky we were.”
“I get you now,” said Oldtimer. “Faith
is an integral part of our work, but only
because it is impossible to prove every last
detail. I f time and fee were not vital, we
would.”
“No,” said Philo, “we would not; nor
you either. It wouldn’t even be desirable.
We do the vast majority of our business
on credit, and credit is only a special kind
of faith.”
“The merits of credit versus cash can
be argued indefinitely,” replied Oldtimer.
“I ’d call your attention to the fact that
our very biggest businesses are cash. The
various dime stores; the big grocery
chains, all utilities, and Henry Ford, all
made their success on a cash basis.”
“And I, in turn, would note,” said Philo,
“that if chain stores gave credit—in short,
displayed faith in humanity—they would
not now be faced with legislative death by
taxation directed straight at them.”
“Well,” said the Kid, “this is a drawn
battle so far, but I ’d like to fire a parting
shot. A cash business may be a display of
lack of faith; but it’s a darn sight more
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economical. God help the cost of living
if chain groceries disappear.”
“Faith,” said Blank, “according to the
minister, requires sacrifice.”
“Which would seem to imply,” said
Philo, “that the old revival slogan about
Salvation being free is not on the up and
up.”
“Tim e!” exclaimed Oldtimer. “Time as
referee, and also for commuters to catch
their trains.”
“Okay, let them go,” said Blank. “I
have one last remark to make, and I ’ll
make it, if I have to talk to myself.”
“Oke,” said Philo. “I ’ll listen, but be
brief!”
“Well, it’s this,” went on Blank. “In
the last analysis, we must have faith in
lots of things and most of all in ourselves.
If we believe in our ability to certify a cor
rect statement, we may err, but if we do
not have faith in ourselves, we can’t do a
thing.”
“Oh yes,” said the Kid, who was listen
ing. “We can h ope for the best, and hope
that the grievance committee will show
ch a rity .”

“Run ’em off— Don—Run ’em o ff!”

C . P . A . E x a m in a tio n

Q u e s tio n s

November, 1935
P r a c tic a l A c c o u n tin g
PR O BLEM 6:
F. L. Williams, an attorney, has asked you to determine his Federal incometax liability for the calendar year 1935 based on estimates for the year which he
has furnished you. He is married and has three children, 20, 16 and 15 years of
age. Mrs. Williams has no separate income.
T h e S e r v ic e o f E x a m in a t io n q u e s tio n s c o n d u c t e d b y T h e A m e r ic a n S o c ie t y f u r n is h e s
p r a c tic a lly t w ic e a s m a n y q u e s tio n s in T h e o r y , A u d it in g , C o m m e r c ia l L a w a n d E c o n o m ic s a n d
P u b lic F in a n c e a s c o u ld b e u s e d b y a n y S t a t e B o a r d f o r a f o u r - h o u r e x a m in a t io n p e r io d , a n d
t w ic e a s m a n y p r o b le m s in P r a c t ic a l A c c o u n t in g a s w o u ld b e r e q u ir e d f o r t w o e x a m in a t io n
p e r io d s o f f o u r t o fiv e h o u r s e a c h . A B o a r d u s in g th e s e r v ic e m a k e s it s o w n s e le c t io n s a n d a d d s
a n y s p e c ia l q u e s tio n s o r p r o b le m s w h ic h it d e s ir e s .
T h e la s t h a lf o f th e p r o b le m s in
P r a c t ic a l A c c o u n t in g f o llo w .
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An analysis of Mr. Williams’ estimates revealed the following receipts:
1. Salary as attorney for Board of Education, DuPage County...........$ 1,200.00
2. Share of income of partnership, Williams, Pope and Jones, as shown
by partnership return.................................................................................... 25,250.00
3. Dividends from domestic corporations...................................................... 12,500.00
4. Dividend from exempt Building and Loan Association........................
350.00
5. Cash royalties received from oil lands.......... ..........................................
3,250.00
6. Proceeds from sale of securities................................................................ 62,425.00
7. Interest on mortgage notes...........................................................................
2,785.00
Estimates of expenditures were as follows:
1. Contributions: Community Chest, $500; County Hospital, $50.00;
Democratic Campaign Fund, $250.00; Church, $250.00; total........... $ 1,050.00
2. Local real-estate and personal-property taxes.........................................
398.00
3. Special assessment taxes for street improvements................................
325.00
4. Personal living expenses............................................................................... 18,500.00
5. Interest on loans............................................................................................
2,400.00
Purchase of securities.................................................................................... 68,250.00
Gifts to children.............................................................................................. 15,000.00
The following information was obtained with reference to security sales:
Item

Date
S o ld

D ate
A cq u ired

S ales
P ric e

Cost

$11,250.00
$16,725.00
11- 2-26
................. ............. 11-14-35
9,875.00
8,625.00
.............
5- 8-35
1- 8-33
...........
21,950.00
21,325.00
6- 4-35
7-18-34
................. .............
4,675.00
8- 6-22
475.00
9-24-35
............... .............
9,125.00
10,500.00
11- 5-28
................. ............. 11-12-35
9,000.00
(see note)
1-16-35
(see note)
................. .............
Note: Item F was received as a gift from Mr. Williams’ father on December
25, 1932. The tax cost basis to the father was $16,450.00 at April 16,
1915; the value at December 25, 1932, was $7,000.00.
Besides the normal tax of 4% , the surtax on income totaling $26,000 is
$2,240.00; on the next $6,000 the surtax is 19% and on the next $6,000, 21%.
The percentages of capital gain or loss to be accounted for are 100% on sales
and exchanges of assets held for not more than 1 year; 80% , 1-2 years; 60%,
2-5 years; 40% , 5-10 years; and 30%, more than 10 years.
A
B
C
D
E
F

P R O BLEM 7:
You have been requested to furnish financial statements for X Y Z Company
and consolidated financial statements for X Y Z Company and subsidiary com
panies, together with the necessary adjusting and eliminating entries.
You have completed your audit of these companies for the year ended Decem
ber 31, 1934, and have prepared the following statements of the individual com
panies :

A s s e ts

B a la n c e S h e e ts — D e c e m b e r 3 1 , 1 9 3 4
XYZ
A
B
C
C om pany
C om pany
C om pany
C om pany

C a sh ............................ $ 100,000
Receivables ...............
200,000
Inventories ...............
100,000
Prepaid expenses.. . .
10,000
Investments in and
advances to sub
sidiary companies—

$ 10,000
50,000
40,000
5,000

$ 10,000
100,000
40,000
5,000

$

5,000
140,000
60,000
4,000

D
C om pany

$

6,000
60,000
70,000
3,000
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Stocks...............
6% bonds, at par
value.............
6 % n o tes..........
A ccounts..........
Real estate ..............
Building machinery
and equipment. .. .
Reserve for deprecia
tion .......................
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500,000
250,000
125,000
110,000
50,000

25,000

30,000

10,000

10,000

500,000

300,000

200,000

100,000

100,000

100,000*

Total assets . . . . $1,845,000

65,000*

40,000*

22,000*

25,000*

$365,000

$345,000

$297,000

$224,000

Notes payable.......... $ 100,000
100,000
Accounts payable . . .
Bonds outstanding . .
300,000
Capital stock out
standing ............... 1,000,000
Capital surplus........
75,000
Earned surplus . . . .
270,000

$ 25,000
30,000
100,000

$ 50,000
25,000
150,000

$ 30,000
40,000
100,000

$ 20,000
15,000
125,000

100,000

200,000

100,000

100,000

Total liabilities. . $1,845,000

$365,000

Liabilities

110,000

27,000

80,000*
$345,000

$297,000

36,000*
$224,000

S tatem ents o f P rofit and L oss Year E nded Decem ber 31, 1934
XYZ
A
B
C
D
Particulars
Company
Company
Company
Company
Company

Net sales................. $2,000,000 $1,000,000 $400,000 $400,000 $500,000
Deduct—Cost of sales 1,727,500* 783,700* 328,600* 323,550* 391,900*
Selling, administrative
and general ex
penses ...................
200,000*
150,000*
100,000*
110,000*
60,000*
22,500
Interest received . . .
2,000
1,000
Discounts earned. .. .
500
750
500
Miscellaneous..........
77,000
200
100
600
100
18,000*
Bond in terest..........
6,000*
9,000*
6,000*
7,500*
Other interest ........
6,000*
1,500*
3,000*
1,800*
1,200*
Net profit or loss*
for year ............ $ 150,000

$ 60,000

$ 40,000* $ 40,000* $ 40,000

Earned Surplus at D ecem ber 31, 1394

Balance, January 1,
1930 .....................
$ 10,000 $ 50,000* $ 25,000 $ 25,000*
Net changes, January
1, 1930, to Decem
ber 31, 1933.......... $ 320,000
90,000
10,000
52,000
51,000*
150,000
Profit for year 1934
40,000*
60,000
40,000*
40,000
200,000*
Dividends p a id ........
50,000*
10,000*
Balance, December 31,
1934 ..................... $ 270,000
*Deductions or red.

$110,000

$ 80,000* $ 27,000

$ 36,000*
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X Y Z Company was organized as at January 1, 1930, with an authorized
capital stock of $1,000,000 which was issued for properties, investments and other
assets, subject to certain liabilities and recorded on the books at the net value of
$1,075,000, $75,000 having been credited to paid-in surplus.
Investments in subsidiaries were as follows:
A c q u ir e d 7-1-34
A c q u ir e d 1-1-30
B a la n c e 12-31-34
S u b s id ia r y

A
B
C
D

Par
V a lu e

Par
V a lu e

C o st

........................ $100,000 $160,000
........................ 200,000
190,000
90,000
.........................
80,000
........................
60,000
52,000

Total ...................... $440,000

$492,000

Par
V a lu e

C o st

$100,000

Cost

$ 10,000

$8,000

80,000
70,000

$160,000
190,000
90,000
60,000

$10,000

$8,000

$450,000

$500,000

200,000

Sales in 1934 by X Y Z Company to subsidiaries, which included a profit of
10% of the selling price (7 ½ % in 1933) were as follows:
A Company ................... $ 400,000
200,000
B Company ...................
C Company ...................
200,000
D Company ...................
200,000
Total ........................ $1,000,000
Inventories of subsidiaries contained merchandise purchased from XYZ
Company as follows:
12-31-1933
12-31-1934
S u b s id ia r y
A Company .................
$ 40,000
$ 30,000
30,000
25,000
B Company ..................
35,000
40,000
C Company ..................
50,000
65,000
D Company ..................
$155,000

$160,000

Miscellaneous income ($77,000) of the X Y Z Company consisted of dividends,
$58,000, and service charges, $19,000, received from subsidiary companies as
follows:
D iv id e n d s
A Company ........................

$50,000
B Company ..................... ....................
C Company ........................
8,000
D Com pany..........................................
Total ............................

$58,000

S e r v ic e C h a rg e s

$ 8,000
3,000
3,000
5,000
$19,000

The service charges have been added to cost of sales by the subsidiaries.
It was decided that adjustment should be made as at December 31, 1934, for
a reserve for loss in investments in subsidiaries, on the following basis:
(a) Book values of investments in stocks of subsidiaries in excess of the
underlying assets at the date of acquisition should be charged to paid-in surplus
to the extent of the balance in that account, and the remainder to earned surplus.
(b) Losses from the date of acquisition to December 31, 1933, in excess of
the current year’s earnings should be charged to earned surplus.
(c) Losses for the current year in excess of profits from acquisition to Decem
ber 31, 1933, should be charged to profit and loss.
(d) Profits should not be taken up except to offset losses.

1936
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PR O BLEM 8 :
As at November 1, 1935, A Company refunded its undefaulted mortgage obli
gations into a single issue of 4 ½ % first-mortgage bonds, due in 6 equal biennial
installments from November 1, 1937 to November 1, 1947. The new issue was sold
to bankers so as to yield the company 97 after all expenses. Details of the old
issues follow:

N a tu r e o f O b lig a tio n

First-mortgage 6% notes . . . .
5 ½ % purchase-money
obligations..........................

M a tu r ity

May 1, 1940

U n a m o r tiz e d
D isc o u n t
and E x p en se
( B o n d sO u ts ta n d in g
P r in c ip a l
B a s is ) a t
U n p a id N o v . 1, 1935

$450,000.00

$13,500.00

60,000.00

1,150.00

210,000.00

1,550.00

Totals .............................. ..................................................... $720,000.00

$16,200.00

$10,000 each Jan. 1
$60,000 Mar. 1, 1936
7% debentures ........................ 60,000 Mar. 1, 1937
90,000 Mar. 1, 1938

Compute on two or more bases the discount and expense to be charged to
profit and loss for the two remaining months of 1935.
PR O BL E M 9 :
From the following unclassified data taken from the comparative balance
sheets and the books of the Rale Manufacturing Company, prepare a statement
of application of funds for the year ending December 31, 1934.
Increases or causes of increases in balance-sheet accounts—
Provision for depreciation on buildings.................................................... $6,000.00
Building, representing cost of new w in g ................................................. 52,000.00
Machinery, representing—
New Machinery purchased ............................................. $28,000.00
Less— Machinery sold for $7,000.00 (profit included
as current operating income), c o s t ........................ 10,000.00 18,000.00
Ten-year sinking-fund first-mortgage bonds sold at 90 on January
2, 1934 ..................................................................................................... 200,000.00
Unamortized bond discount and expense at December 31, 1934......... 18,000.00
Sinking-fund cash ........................................................................................ 20,000.00
Sinking-fund reserve (charged to surplus) ............................................. 20,000.00
Net operating profit for year ending December 31, 1934 ................... 250,000.00
Prepaid life-insurance premiums (prepaid to December 31, 1936) .. . 12,000.00
Amortization of prepaid insurance charged to surplus........................ 12,000.00
Dividends receivable on life-insurance policies (offset credited to
surplus) ..................................................................................................
2,500.00
Cash surrender value of life-insurance policies (offset credited to
surplus) ........................................... .......................................................
9,000.00
Decreases or causes of decrease in balance-sheet accounts—
Reserve for fire loss, consisting of cost of replacing building de
stroyed by fire, $75,000.00, less annual credit to account, charged
to operations as an expense, $5,000.00 ............................................. 70,000.00
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Reserve for depreciation on machinery representing—
Depreciation accrued on machinery s o ld ........................
Less— Depreciation charged to operating expense . . . .

$6,000.00
5,500.00

A p ril,

500.00

Patents written o f f ........................................................................................
2,000.00
Preferred stock retired at a premium of 10%, which premium was
charged to surplus; par v alu e............................................................ 300,000.00
Dividends paid on preferred and common sto c k s................................
75,000.00
Decrease in working capital ....................................................................... 149,500.00
PR O BLEM 10:
On May 1, 1934 the heirs of John Smith, deceased, organized the John Smith
Machine Corporation with an authorized capital of $25,000.00 for the purpose of
acquiring and operating the John Smith Machine Works, a sole-proprietorship
belonging to the estate of John Smith. Accordingly the entire capital stock of the
corporation consisting of 250 shares with a par value of $100.00 per share was
issued to the estate in exchange for the net assets of the business as existing
at April 30, 1934, excepting the land and the building which were retained by the
estate. The stock received by the estate was immediately distributed to the heirs.
Before April 30, 1935, the corporation in exchange for its promissory note
amounting to $20,000.00, acquired from certain of the stockholders for cancella
tion and retirement, four-ninths of the outstanding capital stock.
The corporation continued to use the books of the proprietorship without
making an adjustment for the changes in the capital structure of the business.
From the above particulars and following information prepare the net worth
section of a balance sheet of the corporation as of April 30, 1935 giving effect in
detail to all changes occurring to the business during the year.
T R IA L BALANCE—A P R IL 30, 1935
A c c o u n ts

D e b it

Cash in b a n k .........................................................................
Accounts receivable ............................................................
Reserve for doubtful accounts.........................................
Unexpired insurance premiums .......................................
Inventory of work in process, April 30, 1934 ...............
Capital stock purchased ...................................................
Land ........................................................................................
Building ..................................................................................
Reserve for depreciation of building..............................
Machinery .............................................................................
Reserve for depreciation of m achinery..........................
Accounts payable ................................................................
Note payable on purchase of capital sto ck .....................
Capital account of proprietorship April 30, 1934.........
Sales ........................................................................................
Material ..................................................................................
Labor ......................................................................................
Factory expenses ................................................................
Depreciation, building, $569.51 ; machinery, $5,396.47.
General expenses ................................................................

$14,385.98
16,235.47

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

$218,764.91

Inventory of work in process, April 30, 1935

C re d it

$2,150.00
465.39
2,834.69
20,000.00
26,350.00
28,475.35
11,959.65
53,964.72
42,637.98
2,897.71
20,000.00
84,566.29
54,553.28
12,378.49
18.493.26
8,962.43
5,965.98
10,253.15

$2,619.50

$218,764.91

1936

249

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

PR O BLEM X
A, B, C and D have been in partnership for three years, but, a misunderstand
ing having arisen, negotiations are in progress with intent to induce D to with
draw. The articles of partnership provide that the partners shall not be allowed
any salaries but shall be permitted to make cash drawings of $175.00 monthly.
These amounts were drawn the first year. Then, by mutual consent, the drawings
were increased the second year to $200.00 each and the third year to $225.00 each.
You are called upon to determine the amount to which D will be entitled if he
decides to withdraw; and, in your examination of the books, you find the follow
ing facts which have not previously been brought to the attention of the partners.
The bookkeeper has charged the drawings to profit-and-loss, has not provided
reserves for depreciation or bad debts; and it is now agreed that proper adjustment
shall be made of these particular items.
An analysis discloses the following facts withregard to bad debt losses:
F ir s t
Y ear

Losses charged off as ascertained.........$139.50
Reserve which should be set up at
the present tim e ..............................................
Losses which arose from sales in
various years ..................................... 523.60

Second
Y ear

Y ear

T o ta l

$378.60

$489.75

$1,007.85

.........

615.85

663.15

1,623.70

436.95

T h ir d

Annual depreciation is agreed upon at the rate of 5% of the cost of the build
ings and at the rate of 10% of the cost of the furniture and fixtures which have
appeared on the books with the following balances:
B u ild in g s

Beginning of first year........................ $5,400.00
5,950.00
Beginning of second year...................
Beginning of third year...................... 6,200.00

F u r n itu r e a n d
F ix tu r e s

$ 950.00
1,075.00
1,215.00

The profits as ascertained have been credited to the partners’ capital accounts
in the agreed profit-and-loss ratios, and no other entries have been made in these
accounts.
The following is an abstract of the capitals.
A

B

C

D

Capitals, beginning of first y e a r.. .$5,000.00
Profits, first year ............................
486.00

$ 8,000.00
972.00

$12,000.00
1,458.00

$15,000.00
1,944.00

Capitals, beginning of second year.$5,486.00
Profits, second year ........................
685.20

$ 8,972.00
1,142.00

$13,458.00
1,827.20

$16,944.00
2,055.60

Capitals, beginning of third year. .$6,171.20
Profits, third y e a r ..........................
822.25

$10,114.00
1,391.50

$15,285.20
2,087.25

$18,999.60
2,024.00

Capitals, end of third year.............$6,993.45

$11,505.50

$17,372.45

$21,023.60

The partnership articles
partner by mutual consent at
shall be valued at 1½ years’
6% of the total capital at the

provide that in the event of the withdrawal of any
the end of any year, the goodwill of the partnership
purchase of the profits of the last year in excess of
beginning of that year.

Show what amount D will be entitled to receive if he withdraws.
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W e e B its o n A c c o u n ta n c y
R

eg ularly

C o n t r ib u t e d

by

L

S.

o u is

G o ld berg ,

C.P.A., Sioux City, Iowa

Eliminating $17,000,000 of Watered Stock
Not an empty formality, but a genuine
safeguard to investors is the control exer
cised by governmental authority over ac
counting for railroad enterprises. This is
illustrated strikingly by the decision en
tered on November 11, 1935, by the United
States Supreme Court in the case of At
lanta, Birmingham & Coast Railroad Com
pany, 56 S. Ct. 12.
That company was formed to take over,
on re-organization, the properties of an
other railway. The Interstate Commerce
Commission authorized the issuance of
$5,000,000 in preferred stock and 150,000
shares of no-par common stock. The road
complied; but in setting up its accounts, it
entered the preferred stock at $5,000,000
and the no-par common stock at $21,000,
000, a total of $26,000,000, and to balance
the equation it fixed the value of its road,
equipment, and other properties at $26,

000,000 .

The company contended that such valu
ation was properly used, that being the re
placement figure found by the Commission
in its valuations of 1914. The Commis
sion insisted, however, that the $26,000,
000 should be reduced to $9,000,000, and

Q u e s tio n s
E

d it o r ,

and A

Steph

en

G il m

that the item “Common Stock” should be
reduced accordingly $17,000,000 (from
$21,000,000 to $4,000,000). The railway
appealed to the District Court and then to
the U. S. Supreme Court.
Said the Court: “It appeared, among
other things, that the railroad had been
an enterprise peculiarly disastrous to in
vestors.” And Justice Brandeis, writing
the opinion, continued:
“Clearly, the only pertinent value is that
for purposes of sale or exchange. Cost
of reproduction is to be given little, if
any, weight in determining such value in
the absence of evidence that a reasonably
prudent man would purchase or undertake
the construction of the properties at such
a figure.”
Thus the Interstate Commerce Com
mission emerged victorious in this drastic
operation of squeezing out $17,000,000 of
water. When governmental supervision
by a regulatory body is thus efficient and
effective, when investors and consumers
are thus protected, is there not another
powerful argument against inviting the
wastefulness of governmental ownership
and operation of public utilities?

n s w e r s D e p a r tm e n t
an

,

C.P.A., Educational Director

International Accountants Society, Inc.
Solution to Problem 1 of November 1935 Examination Service of The Amer
ican Society of Certified Public Accountants, published on pages 54-55 of the
January 1936 issue.
It will be noted that the problem has two specific requirements, a statement of
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surplus accounts and a statement showing the obligations liquidated, the new secur
ities created, and the resulting increment.
As the increment resulting from the reorganization represents a credit to a
surplus account, it is obviously necessary to make the calculations for the second
statement first.
In setting up this statement in the accompanying solution the first money col
umn is employed to show detailed calculations. The next two money columns
show the principal amounts of the obligations and capital stock liquidated and also
the accrued interest on the bonds and notes being retired.
As four classes of new securities are issued in liquidation of the old securities,
four separate columns are shown for these, together with a column for the accrued
interest on new securities. The last column in this statement indicates the result
ing increment from each conversion.
With the determination of the total resulting increment we have complete
figures for the preparation of the statement of the surplus accounts.
Universal Manufacturing Company
ST A T E M E N T O F SU R P L U S ACCOUNTS
FO R TH E T H R E E M ONTHS EN DIN G MARCH 31, 1935.
C a p ita l S u r p lu s

Balance, January 1, 1935 .............................................
A d d — Increment Resulting from Reorganization:
Representing reduction in liabilities and capital
stock through exchange of securities as per at
tached statement ...................................................

$ 549,367.00

6,796,661.67

$7,346,028.67

D educt — Charges Authorized by Board of Directors:

Deficit in Earned Surplus (See below) ............. $3,263,105.79
Reduction in book value of abandoned plant to
2,150,000.00
estimated salvage value ......................................
Attorneys’ and Others’ Fees ................................
275,000.00
Additional Provision for Losses on Deposits in
Closed B a n k s ................................................... ..
150,000.00
Additional Provision for Bad Debt Losses . . . .
50,000.00
Write-off of Unamortized Bond and Note Dis
count and E x p en se...............................................
63,047.12
Write-off of Obsolete Inventories........................119,000.00
6,070,152.91
Balance, March 31, 1935 .....................................

$1,275,875.76

E a rn e d S u r p lu s ( D e f ic it )
Balance, Debit, January 1, 1935 ............................ $2,163,058.29
D ed u ct — Net Profit—Jan. 1, 1935—March 31, 1935
(excluding deductions for interest on bonds
and notes, and reorganization charges) ...........
25,119.17

$2,137,939.12

A d d —Interest Charges— Sept. 1, 1931—Mar. 31,

1935, (3-7/12 years) :
First Mortgage Bonds (Principal $3,250,000)
7% Gold Notes (Principal $1,700,000) .............

6%

$ 698,750.00
426,416.67

Balance (Debit), March 31, 1935, (Transferred
as Charge against Capital Surplus, as above.)
( C o n tin u e d on p a g e 252, s e c o n d c o lu m n )

1,125,166.67
$3,263,105.79
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S T A T E M E N T S H O W IN G T H E
T H E N E W S E C U R IT IE S

From Arizona comes copy of an or
dinance recently discovered in a small
western city by a member of the State
Society while on an engagement for the
purpose of systematizing the accounting
set-up, the municipality at this time hav
ing no idea as to any irregularity and in
this particular engagement was not inter
ested in having an audit made. The ordi
nance read as follows:
Ordinance No..............April 29, 1907.
An ordinance providing that the records
of the municipality may be experted.
The Mayor and Common Council of the
town of ........... do ordain and enact as
follows:
Section One: It is hereby provided that
the books, records and papers belonging
to the said Town may be experted, and to
that end a competent expert bookkeeper
and accountant may be employed by said
town at a consideration to be agreed upon
between him and the Common Council of
the Town o f............
Section Tow (so typed) : The Town
Clerk is hereby instructed to carry on the
necessary correspondence with some good
and competent expert under the supervision
and direction of said Council to the end
that he may be brought here for the afore
said purpose.
Section Three: It is further provided
that said expert may obtain, and it is
hereby made his duty to obtain, any and
all evidence possible from any source tend
ing to show irregularities in the administra
tion of the government of said Town in
any manner whatsoever.
Section Fou r: This ordinance shall take
effect and be in force from and after its
passage.

Obligations and Capital Stock

6 % F irst M ortgage B o n ds Liquidated:
Prin cip al Amount ...............................
$ 3 ,250,000.00
In te re st Accrued, 3/1/31-3/31/35
(4-1/12 yrs. @ 6 % .................
796,250.00
$4,04 6 ,2 5 0 .0 0
N ew Securities C rea ted :
F o r each $100 in principal of old bonds
$50 in principal of new bonds $ 1 ,6 2 5 ,0 0 0 .0 0
I n t e r e s t accrued, 2/1/353/31/35 (1/ 6 y ear @ 6 % )
16,250.00
And, 2
shares of Class A
Stock, stated value, $10.00
812,5 0 0 .0 0

½

$2,4 5 3 ,7 5 0 .0 0
R esulting In crem en t in Su rp lu s. .
7 % Gold N otes L iq uid a ted :
P rin cipal Amount ...............................
In te re st A ccrued, 3/1/31-3/31/35
(4-1/12 yrs. @ 7 % ......................

$1,59 2 ,5 0 0 .0 0

$ 1 ,700,000.00
485,9 1 6 .6 7

$ 2,18 5 ,9 1 6 .6 7
N ew Securities C rea ted :
F o r each $100 in principal of old notes
$20 in principal of new notes $ 340,000.00
I n t e r e s t accrued, 2/1/353/31/35 (1/ 6 year @ 6 % )
3,400.00
And, 1 share o f Class A
Sto ck , stated value $10.00
170,000.00
$
Resulting In crem en t in Su rp lu s. .
G eneral Claims L iq u id a ted :
P rin cip al Amount ................................
N ew S ecu rities C rea ted :
F o r each $100 of General Claims
$20 in principal of new notes
I n t e r e s t accrued, 2/1/353/31/35 (1/ 6 year @ 6 % )
And, 1 share of Class A
Stock, stated value $ 1 0 .0 0 . .

R esulting In crem en t in Su rp lu s. .

513,400.00

$ 1 ,672,516.67

$

52,500.00

$

10,500.00
105.00
5.250.00

$

15,855.00

$

36,645.00

P re fe rre d Stock ( par $1 0 0 ) L iq uid a ted :
Prin cipal Amount ...............................
$ 2 ,500,000.00
New S ecu rities C rea ted :
F o r each 5 shares of old stock
1 share o f Class B Stock,
stated value $1.00 ...............
5,000.00
Resu lting In crem en t in Su rp lu s. .

$ 2 ,495,000.00

Common Stock ( par $ 1 0 ) L iq uid a ted :
P rin cipal Am ount ...............................
$1,00 0 ,0 0 0 .0 0
(Cancelled without consideration)
T otals
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U niversal M an ufactu ring Company
O B L IG A T IO N S A N D C A P I T A L S T O C K L I Q U I D A T E D IN R E O R G A N IZ A T IO N
C R E A T E D A N D T H E R E S U L T I N G I N C R E M E N T IN S U R P L U S F O R
E A C H C L A S S O F L IA B I L I T Y L IQ U ID A T E D
M arch 31. 1935
L iq u id a te d

N ew S e c u r itie s an d L ia b ilit ie s C r ea ted

6 % F ir s t
Principal

A c cru ed
In te r e s t

6% '

M o rtg a g e
R e fu n d in g
B onds

C la ss B
S to c k
(N o p a r )

C la ss A
S to c k
(N o p a r )

R e fu n d in g
N o tes

A c cru ed
In t e r e s t

In c re m e n t in
S u rp lu s R e 
su ltin g fr o m
R e o r g a n is a tio n

$3,25 0 ,0 0 0 .0 0
796,250.00

$1,625,000.00
16,250.00
812,500.00

$ 1 ,592,500.00

1,700,000.00
485,916.67

340,000.00
3,400.00
170,000.00

1,672,516.67

52,500.00

10,500.00
105.00
5,250.00

3 6,645.00

2 ,5 0 0 ,0 0 0 .0 0

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

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

$

5,000.00
2 ,4 9 5 ,000.00

1,000,000.00

1,0 0 0 ,000.00
$8,50 2 ,5 0 0 .0 0

$1,282,166.67

$1,625,000.00

$

350,500.00

$

987,750.0 0

$

5,000.00

$

19,755.00

$ 6 ,796,661.67
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I n M e m o r ia m
J A M E S F . W E L C H , C .P .A . (N e w Je rse y N o. 81, 1 9 1 6 ; N ew Y o r k N o. 1420,
1 9 2 4 ), o f P aterso n , New Jersey , passed aw ay on April 3, 1936.
B o rn in P aterso n on M ay 30, 1872, the com m unity and S tate in which he
lived and the profession which he loved will long show the influence o f his useful
life. H e w as fo r m any y ears a m em ber o f the N ew Je rse y S tate B o ard o f Public
A ccountants and w as a m em ber o f the N ew Je rse y Society o f Certified Public
A ccountants, the N ew Y o r k S tate S ociety o f Certified Pub lic A ccountants, the
A m erican Institute o f A ccountants and T h e A m erican Society o f Certified Public
A ccountants, all o f which profited from his ever-presen t enthusiasm and generosity
o f self-service. F o r six different term s he was S tate Representative, tw ice D irecto r
and in 1930-1931 he w as Second V ice-P resid en t o f T h e A m erican Society. H e had
served as Chairm an o f the Com m ittee on Budget and Finance, as a m em ber o f the
C om m ittee on International C ongress on A ccounting (1 9 2 8 -1 9 2 9 ), and as a m em ber
o f the C om m ittee on Cooperation with R ob ert M o rris A ssociates fro m 1931 until
his death. H e was a delegate to the International C ongress on A ccounting held in
L ondon in the sum m er of 1933.
A t the m eeting o f the N ew Je rse y Society held in P aterso n on M arch 31, 1936,
the follow ing preamble and resolution was unanimously ad o p ted :
“T h e N ew Je rse y S ociety o f Certified P ublic A ccountants, in m eeting assembled
a t P aterson, N ew Jersey , on the 31st day o f M arch, 1936, having learned that its
fo rm e r P residen t, Jam es F . W elch is prevented by reason o f illness from attendance
and participation at this meeting, does hereby take this m eans o f acknow ledging its
high esteem and adm iration fo r the faithful and extrao rd in ary services rendered
by its friend and colleague, Jam es F . W elch.
“M r. W elch served as P resid en t o f the S ociety fro m Jan u ary 1, 1923 to M ay 1,
1925, during which period, am ong o th er achievem ents, the mem bership increased by
one hundred, the first Y e a r B ook was published, and the tw enty-fifth anniversary of
the founding o f the S ociety was celebrated. T o the latter functions, like all others,
he gave unstintingly o f his energy and wisdom. It is singularly appropriate on this
occasion w hich m arks the first m eeting o f the Society in P aterso n , to recall the
dignity and g ra ce with which he conducted his office. H is interest in the w ork of
the S ociety continued throu ghou t the succeeding years, even up to recent months
when on the occasion o f our last all day m eeting held D ecem ber 12, 1935 he read
a v ery stim ulating paper on ‘T rend s in E du cational R equirem ents fo r A dm ission to
Certified P ublic A ccountant E xam in atio n s.’
“M any practition ers had their first contacts with M r. W elch during his many
years o f service as P residen t of the N ew Jersey S tate B o ard o f Public A ccou nt
ants. H is service to both the A m erican Institute o f A ccou ntants and T h e A m eri
can S ociety o f Certified Pub lic A ccountants is fam iliar to accountants all o v er the
country. A g ift o f exposition and expression enabled him to im p art his ideas to
laymen as well as to his own profession, and he cam e in consequence to occupy a
special position in the public esteem.
“ Mindful o f the presence this evening of many o f his colleagues, business
acquaintances and friends, the m em bers o f the N ew Je rse y S ociety o f Certified
Public A ccountants do hereby
“R eso lv ed th at greetings be sent to their friend and fo rm er P residen t, Jam es F .
W elch , with best wishes fo r a speedy recov ery th at he m ay continue his unselfish
devotion to the profession, and be it fu rth er
“R eso lv ed th at the foregoin g Resolution be spread upon the minutes o f the
S ociety and a copy be presented to M r. W elch fo r and on behalf o f the S ociety.”
A sim ilar resolution w as adopted by the N ew Je rse y S tate B o ard o f Public
A ccountants.
A host of friends and acquaintances share in the g rief o f his w ife and two sons,
Jam es Russell and A rth u r Curtiss.

A p ril,
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State Society News
C A LIFO RN IA
A meeting of the Los Angeles Chapter
of the California State Society of Cer
tified Public Accountants was held on
Monday evening, February 10, at the Los
Angeles Athletic Club:
Professor Howard S. Noble, Dean of
the College of Commerce, University of
California at Los Angeles, spoke on the
subject of “Accounting Education.”
At the meeting held on Tuesday evening,
March 17, Mr. Graham Sterling, attorneyat-law, discussed “Stated Capital.”
M A SSA C H U SETTS
The February meeting of the Massa
chusetts Society of Certified Public Ac
countants, Inc., was addressed by Profes
sor Ross G. Walker of the Harvard Gradu
ate School of Business Administration, on
the subject of “Accounting and Business
Management.”
M IN N ESO TA
The regular January meeting of the
Minnesota Society of Certified Public Ac
countants was held on Tuesday, January
28, at the Curtis Hotel, Minneapolis.
Messrs. Boulay and Strand introduced
topics of interest for informal discussion.
N EW JE R S E Y
The second regional meeting of the New
Jersey Society of Certified Public Account
ants was held at the Alexander Hamilton
Hotel, Paterson, on March 31, 1936.
There was a record attendance of 242
members and guests.
Successful candidates at the November,
1935, C.P.A. examination were invited to
attend the dinner meeting as guests of the
Society. James F. Hughes, President of
the State Board of Public Accountants,
gave a brief address and George H. Kings
ley, Secretary of the Board, presented each
with his C.P.A. certificate.
A resolution was unanimously adopted
in which the Society expressed its appre
ciation for the faithful and extraordinary
services rendered by James F. Welch, pastpresident of the Society and also of the
Board of Public Accountants, who was
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prevented from attending the meeting by
reason of illness.
Greetings were extended by Honorable
John V. Hinchcliffe, Mayor of Paterson;
John Grimshaw, Jr., Referee in Bank
ruptcy; Honorable Joseph Wolber, Judge
of the Passaic and Morris County Circuit
Court; William W. Evans, Vice-President
of the New Jersey Bar Association. Wil
liam Surosky, Chairman of the program,
then introduced Percival E. Jackson, Esq.,
who spoke on “Section 7 7 B of the National
Bankruptcy Act.”
P U ER TO RICO
At the annual meeting of the Puerto
Rico Institute of Accountants, held on Feb
ruary 23, 1936, the following officers and
directors were elected: President, William
A. Waymouth; Vice-President, R. Sanchez
Ortíz; Secretary, J. C. Villariny; Treas
urer, Santos G. Ram írez; Directors, J. E.
Rosario, Eugenio D. Delgado and Juan
Farí a.

Book Review
A n I n t r o d u c t i o n t o G as U t i l i t y A c
c o u n t i n g , by Collis Porter Thompson.

Published by Edwards Brothers, Inc., Ann
Arbor, Michigan. 135 pages. Price $2.00.
This book is primarily for gas utility
employees, for practicing accountants, and
for students of accountancy. It presents
methods used in the solution of accounting
problems peculiar to the gas utility industry
and makes comparisons with general ac
counting principles of mercantile, industrial
and financial organizations. Chapters dis
cuss : the nature of gas utilities and their
accounting problems; departmental organ
ization of an operating gas utility; state
regulation of gas utilities and uniform clas
sification of accounts; accounting books
and records; accounting for fixed assets;
accounting for accounts receivable; ac
counting for materials and supplies; ac
counting for sinking funds and miscellane
ous assets; accounting for long term debt;
accounting for current and accrued liabil
ities ; accounting for reserves, capital stock,
and surplus; income accounting; expense
accounting; future accounting for gas util
ities.
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State Board News
C A LIFO RN IA
Announcement is made of the reappoint
ment of H. Ivor Thomas and Gilbert S.
Gilbertson as members of the California
State Board of Accountancy.
D IS T R IC T O F COLU M BIA
Announcement is made of the appoint
ment of S. Frank Levy as a member of the
Board of Accountancy for the District of
Columbia to succeed William Gordon
Buchanan, whose term had expired.

Announcements
Truman G. Edwards & Son, Inc., an
nounce the removal of their offices to the
Publishers Building, Room 306, 131 Clar
endon Street, Boston, Massachusetts.
Francis L. Mitchell, C.P.A., has re
moved his office to 92 Liberty Street, New
York City.
Boyce, Hughes & Farrell, Certified Pub
lic Accountants, announce the removal of
their offices to 70 Pine Street, New York
City.
Peter Barnett, C.P.A., announces the
dissolution of his partnership with Her
schel Silverstone, C.P.A., and the continu
ation of his accounting practice under his
own name at 240 Montgomery Street, San
Francisco, California.
Rothman & Rothman, Certified Public
Accountants, announce the removal of
their offices to 719 Union Bank Building,
325 West Eighth Street, Los Angeles,
California.
Braxton C. Wallace, C.P.A., Central
Union Building, Greenwood, S. C., has
been admitted as a member of the bar and
will practice as an attorney at law in con
nection with his accounting practice.
L. H. Keightley and W. P. Mollers an
nounce the opening of an office for the
practice of public accountancy under the
firm name of Keightley & Mollers, Certi

fied Public Accountants, 603 ½
Street, Rapid City, South Dakota.

A p ril,

Main

Lester G. Seacat and E. C. Martin,
C.P.A., announce their association for the
general practice of law and accounting as
Seacat and Martin, 616 Finance Building,
Kansas City, Missouri.
E. C. Martin and J. H. Martin, Certified
Public Accountants and members of the
bar, will continue their practice as Martin
and Martin, Certified Public Accountants,
with offices in Kansas City, Missouri, and
Donaghey Building, Little Rock, Arkansas.
Touche, Niven & Co., Public Account
ants, 80 Maiden Lane, New York, an
nounce the appointment of George J. Leh
man, C.P.A., as resident partner on the
Pacific Coast with offices located in the
A. G. Bartlett Building, 215 West Seventh
Street, Los Angeles, California.

Notes
The American Trade Association E x 
ecutives has a Public Relations and Pub
licity Committee. After a recent discussion
of the position of business advertising
which produced a considerable exchange
of ideas, the following statement was de
veloped :
“Business men are builders of
strength. Their structures withstand the
vagaries of political innovation and adapt
themselves naturally to constant eco
nomic evolution.”
In this readjustment, the Certified Pub
lic Accountant is playing a more important
part than formerly, just in proportion as
his professional services take on a forward
look.
W. B. Castenholz, C.P.A., prepared a
special lecture on “The Federal Social Se
curity Act and its Administration,” which
has been put up in pamphlet form and is
available to those who write to the LaSalle
Extension University, Chicago, and ask for
a copy.

“It is the earnest desire of The American Society of Certified
Public Accountants that whatever success it may obtain in the
future may be strictly on its own merits and not at the expense
of any other society or organization, and that, on the other hand,
it may serve not only its own members, but all other organizations
which have a real purpose and mission, and which are doing in a
capable way the work for which they are formed.”
(B y Frank Wilbur Main in the first “President’s Message,”
January, 1923 issue.)

“Most accounting students make the mistake of too soon special
izing in their own profession. The accountant should in every
sense of the word be a man of culture, and, if the accounting
profession is to take its place with the other learned professions,
the same preliminary educational standards must be met.”
(From editorial by the late Secretary W. L. Harrison in May,
1923 issue.)

N a t u r a l B u s in e s s Y ea r
“ The

A m e ric a n

S o ciety

of

C ertified

P u b lic

A cco u n ta n ts

proposes a declaration urging the National Chamber and its mem
bers to recognize the Natural Business Year movement as essential
to the best interests of business in the United States and to
encourage and promote such movement in such ways as they may
deem expedient.”
(From Q U E ST IO N S FO R CO N SID ERA TIO N at the
Twenty-fourth Annual Meeting of the Chamber of Commerce of
the United States, April 28-30, 1936.)
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Burroughs Typew riter Payroll Accounting
Machine writes check, earnings record,
em ployee's statem ent and payroll summary
in one operation.
Column selection auto
m atically controlled. A ll totals accumulated.

p ay ro ll

req u ired b y th e

S O C IA L S E C U R I T Y A C T
While you are helping your clients meet
the accounting requirements of the Federal
Social Security Act and related legislation,
be sure to investigate Burroughs new ma
chine developments affecting this work.
These developments in the complete line of
B urroughs bookkeeping and accounting
machines permit the selection of exactly the
right equipment to provide the necessary
information while handling the complete
payroll with exceptional speed, ease and
economy.

Burroughs Desk Bookkeeping Machine posts
earnings records, au tom atically prints dates
in proper columns, au tom atically subtracts
deductions—calculates net pay.

Burroughs Electric Carriage Check-W riting
Typew riter writes payroll checks either in
units or in strips. Payroll summ ary com 
pleted a t same operation. Fast and easy
insertion and removal o f checks.

Our local office will be glad to demonstrate
these new machines, and show you how
fully they meet today’s needs. You may
telephone or call at the local Burroughs
office, or write direct to Detroit.
BURROUGHS ADDING MACHINE COMPANY
D ETR O IT, MICHIGAN

ADD IN G , ACCOUNTING, BILLING AND CALCULATING MACHINES
CASH REGISTERS • TYPEWRITERS • POSTURE CHAIRS • SUPPLIES

Burroughs Autom atic Payroll Machine writes
check, em ployee’s earnings statem ent, earn
ings record and payroll sum m ary in one
operation. Accumulates all necessary totals,
autom atically ejects and stacks checks in order.
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AN o u tstan d in g feature of the
course in A ccounting offered
by the In tern ation al A ccountants
Society, Inc., is th e R esident F in a l
E xam ination, w hich each stu d en t
m ust pass before h is diplom a of
graduation is issued.
The R esident F in a l E xam ination
P lan w as inaugurated in A pril,
1925, and every stu d en t enrolled for
the ninety-lesson I. A. S. Course
since th a t tim e is required, after
finishing th e work on h is course, to
take an exam in ation held under the
personal supervision of a Certified
P u b lic A ccountant (or, if a C. P . A.
is n ot available, an A ttorn ey a t
L aw ) either in the stu d en t’s home
city or in an adjacent city.

T he
R E S ID E N T
F in a l E x a m in a tio n
PLA N

J u st prior to the date of exam ina
tion, the necessary exam ination
questions and all blank form s for
the candidate’s w orking sheets,
schedules, statem ents, and other
papers required for the solutions,
are m ailed to the supervising
C. P. A., as a confidential com m uni
cation betw een him self and the
I. A. S.
The exam ination m aterial is
handed to the stu d en t a t the begin
n in g of th e exam ination period. I t
is the supervisor’s obligation to be
certain th a t the stu d en t com pletes
the exam ination w ith ou t having
access to textbooks, notes, or any
ou tsid e help.

Upon request, toe will gladly mail our booklet, “How
to Learn Accounting," to anyone who is interested in
obtaining fu ll inform ation regarding I.A.S. train
ing. Address the International Accountants Society
Inc., 3411 South Michigan Avenue, Chicago, Illinois.

I n t e r n a tio n a l
A c c o u n ta n ts S o c ie t y , I nc .
A D iv is io n o f th e

ALEXANDER

H A M ILTO N

IN S T IT U T E

W hen th e exam ination is finished,
the papers are turned over to the
supervisor w ho forw ards them to
the In tern a tio n a l A ccou n tan ts So
ciety, Inc., in Chicago, w here final
judgm ent as to the stu d en t’s e lig i
b ility for a diplom a is m ade by the
A ctive F acu lty.
The sam e exam ination is never
given the second tim e in the sam e
city.
The R esid en t F in a l E xam ination
P la n assures prospective em ployers
th a t I. A. S. graduates p ossess a
thorough, tested know ledge of A c
counting.
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HOW POWERS PUNCHED CARD METHODS GIVE

day-to-day analysis of sales and advertising

sc h e n le y ,
one of the country’s
foremost distillers, will freely admit
that repeal brought them face to
face with accounting, distribution
and budget problems that seemed
staggering. T o handle, from a
management standpoint, the re
sulting huge increase in business,
Schenley chose Powers. The same
factors of speed, accuracy and flexi
bility which influenced this choice
now help Schenley do a tremendous
national business with a minimum
of inventory, sales and promotional
expense.

Among the vital reports that Schen
ley takes off its Powers cards are:

Daily summary of shipments by brands
and by sales divisions.
Daily comparisons of performance of sales
divisions with the quota for the period.
Analysis of sales by Customers by brands.
Analysis of advertising expenses by brands
and by divisions and by types of adver
tising.
A nalysis o f sales by salesm en and by
brands.
Analysis of withdrawals of merchandise
from various warehouses by brands, by
sizes.

With the above information, Schen

sible with Powers amount to many
times its cost to you.
SPECIAL NOTE TO KEY EXECUTIVES

ley is able at all times to check the
performance of each sales division,
the adequacy of inventories on hand
at various outside warehouses, and
the efficiency of its advertising. As
one official comments, "W e can pay
Powers machines and methods no
higher compliment than to say it
deserves the M ark of M erit of the
House of Schenley for the work it
does for us.”
PO W ER S GO ES TO W O R K SM OOTHLY

Adoption of Powers methods seldom
demands radical changes in present
accounting procedure — an impor
tant advantage. Department routine
need not be upset. Any change-over
can be made quickly, without con
fusion or waste motion. And fre
quently, the additional savings pos

For many years Powers Punched
Card Accounting Machines and
Methods have successfully served
such widely varied lines of business
as banks, insurance companies, rail
roads, chain stores, wholesale houses,
large and small industrials. Today
Powers is bringing definite savings
in time and money to almost every
type and size of business in the
United States. Can your firm use
Powers? There’s only one way to
tell. See Powers machines in actual
operation . . . actually prove to
yourself what Powers can do. Phone
your Remington Rand office today
or write Remington Rand, Buffalo,
New York, to arrange a demonstra
tion at your convenience.

Remington Rand

POWERS
Accounting Machines

OK..it's f rom RemingtonRand
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A m

e r i c a n
u s e

U nderw ood E llio tt F is h e r A ccou n tin g
M ach ines are doing a v ast n um ber of
acco u n tin g jo b s fo r S te el. T h e y are
handling all ph ases o f accou n tin g rou
tin e efficien tly and econom ically . . .
m ain tain ing books in daily balan ce
...h a n d lin g p a y ro lls...s to c k re c o rd s ...
supplying dependable sales sta tistics
. . . g ettin g statem en ts into th e m ails
on tim e . . . providing execu tives with
up-to-the-m inute figure fa cts .

S t e e l

t h e m

M en o f S te e l seem to be im pressed by
th e Underwood E llio tt F is h e r idea o f
offering th re e co m p lete ty p es o f a c 
cou n tin g m ach in es w ith a w ide v ariety
o f m odels in each . T h e y know th a t it is
n ev e r n ecessary to use an U nderw ood
E llio tt F ish e r M ach in e on a jo b fo r
w hich it is not fitted.
F o r full inform ation about Underwood
E llio tt F is h e r A ccou n tin g M ach ines
telephone o r w rite our nearest B ra n ch .

U nderw ood E llio tt Fisher

P l a n t s

:
A ccou n tin g M a c h in e D iv isio n

U N DERW OOD

E L L IO T T

F IS H E R

CO.

A ccou n tin g M a c h in e s . . . T y p ew riters
. . . A d d in g M a c h in es . . . C arbon
P a p e r , R ib bo n s a n d o th er S u p plies

O N E PA R K A V E N U E , N EW Y O R K , N . Y .
S a le s a n d S erv ic e E v ery w h ere

Underwood Elliott Fisher Accounting Ma
c h in e o f a ty p e p o p u la r
throughout the S tee l indus
try . Every Underwood E llio tt
Fisher Machine is backed by
nation-wide, company-owned
service facilities.

ACCOUNTING MACHINES

UnderwoodElliott Fisher Speeds the World’sBusiness

Every accounting requirem ent o f the Federal Social Security A c t a n d
related S ta te Legislation is m et by U nderw ood E lliott Fisher Machines
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F o r tie th A n n iv e r s a r y o f th e F ir s t L a w
C r e a tin g th e T i t l e o f C e r tif ie d P u b lic
A c c o u n ta n t
by

W illia m

D.

M o rris o n

H E la rg e st num ber of certified public acco u n ta n ts ever gathered to
geth er in these U n ited S ta te s assem bled M onday, A p ril 20, 1936 in
the C ity of New Y o rk a t the W ald o rf-A sto ria H otel to com m em orate the
passage of the first law in this co u n try creatin g th e title of Certified
Public A cco u n tan t. The law w as passed on A p ril 17, 1896.

T

A b r ie f r e v ie w o f th e e co n o m ic c o n d itio n s o f ou r c o u n tr y for a p e rio d o f
a p p r o x im a te ly th ir ty y e a r s p r io r to th e p a ssa g e o f th e first la w ta k e s us
back to a lm o st th e tim e o f th e c lo s e o f th e C iv il W a r. E ig h t y e a r s th e r e 
a fte r o ccu rred th e p a n ic o f 1873, th e n cam e p ro sp er o u s tim e s a ro u n d
1884. A b o u t n in e y e a r s e la p se d b efo re th e p a n ic o f 1893. A b o u t th is
tim e th e r a ilr o a d s o f th is c o u n tr y b eg a n th e ir p ro g ra m o f c o n so lid a tio n ,
th e r e w a s r a p id d e v e lo p m e n t o f th e ste e l in d u s tr y , a n d th e te le p h o n e a s a
n ew m e a n s o f c o m m u n ic a tio n ca m e in to th e lif e o f th e n a tio n . T h ese
n ew eco n o m ic d e v e lo p m e n ts w e r e d e fin ite c o n tr ib u tin g fo r ce s w h ich
p la c e d th e a c c o u n ta n t in a p o s itio n to becom e a v er y im p o r ta n t fa c to r in
th e b u sin e ss w o rld .
T h ere w a s a d e m a n d fo r m o re a u th e n tic a n d e x te n s iv e a c c o u n tin g . T he
fo r e s ig h te d p io n e e r s in th e p u b lic a c c o u n ta n c y field r e co g n ize d th e n eed
o f a la w th a t w o u ld p e r m it o n ly th o s e w h o w er e tr a in e d in a c c o u n ta n c y
a n d h a d th e a b ilit y to d e v ise a n d in s t a ll th e m u ch n e ed ed sy ste m s, to h o ld
th e m se lv e s o u t a s p u b lic p r a c titio n e r s a n d p r a c tic e u n d er th e d e sig n a tio n
o f c e r tified p u b lic a c c o u n ta n ts. U p to th e c lo se o f th e n in e te e n th c e n tu r y
o n ly tw o s ta te s h a d p a sse d la w s on th is im p o r ta n t su b je c t— N e w Y ork in
1896, fo llo w e d b y P e n n s y lv a n ia in 1899. B y th e en d o f th e y e a r 1921
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e v e r y S t a t e in th e U n io n h a d w r itte n in to it s s ta t u t e b o o k s la w s w ith
r e fe r e n c e to th e p r a c tic e o f a c c o u n ta n c y . T h e D is t r ic t o f C o lu m b ia a n d a ll
th e te r r ito r ie s h a d p a sse d a c c o u n ta n c y la w s b y th e en d o f th e y e a r 1927.
A t th e tim e o f th e p a s s a g e o f th e first la w th e r e w a s v ery lit t le m a te r ia l
a v a ila b le to w h ic h th e a c c o u n ta n t c o u ld tu r n a s a u th o r ity to a id h im in
c o n n e c tio n w ith a n y d iffic u lt p ro b lem s th a t a ro se in h is p r a c tic e . T h is
c o n d itio n m a d e i t n e c e ssa r y fo r th e a c c o u n ta n t to ex p a n d a n d d ev elo p th e
p r o fe ssio n from h is p e r so n a l k n o w le d g e a n d a b ility . A s tim e h a s p a sse d
le a d e r s in th e p r o fe s s io n h a v e w r itte n b ook s a n d a r tic le s , th o u sa n d s in
n u m b er, c o v e r in g m a n y o f th e p h a se s o f a c c o u n ta n c y su b je c ts. O ften
w r ite r s o n th e sa m e su b je c t m a tte r do n o t a g re e a s to p ro ced u re, n or a s to
p r in c ip le . T h e ir v ie w s, h o w ev er, serv e a s a b a sis a n d a r e b en e fic ia l to th e
p r a c titio n e r in a r r iv in g a t a c o n c lu sio n . T h is c o n d itio n , i t sh o u ld be
rem em b ered , h a s d e v e lo p e d w ith in a p p r o x im a te ly tw o -sc o re y e a rs. O ur
p o s itio n is d iffe r e n t fro m t h a t o f o u r b ro th er p r a c titio n e r , th e a tto r n e y ,
w h o h a d e ith e r th e C om m on L a w o f E n g la n d or th e C iv il C ode u p o n w h ic h
to r e ly a s a p r in c ip le , or to a t le a s t serv e a s a b a sis fo r h is a u th o r ity .
T h e c er tified p u b lic a c c o u n ta n ts as a p r o fe ssio n r e a d ily ob served th e
r a p id ly c h a n g in g s o c ia l a n d e co n o m ic c o n d itio n s o f o u r c o u n tr y a n d h a v e
fa it h f u lly m e t th e r e s p o n s ib ilitie s th a t th e b u sin e ss p u b lic a n d g o v e r n 
m e n ta l a g e n c ie s h a v e re q u ir e d a n d d em an d ed .
I t is h o p ed t h a t th e p r e s e n t p r a c titio n e r w ill n o t lo s e s ig h t o f a n d w ill
a c c e p t w ith p r o p e r a p p r e c ia tio n th e w o n d e r fu l a c h ie v e m e n ts th a t h a v e
b een a c c o m p lish e d a s th e o u tg r o w th o f th e p a ssa g e o f th e first la w c r e a tin g
th e t i t l e o f C ertified P u b lic A c c o u n ta n t.

P r e s id e n tia l V is its
N con n ection w ith th e ann u al S p rin g m eeting of the B o a rd of D irec
to rs in W ash in gton , P re sid e n t M orrison visited several S ta te societies.

I

H e a tte n d e d th e c e le b r a tio n o f th e fo r tie th a n n iv e r sa r y o f th e p a ssa g e
o f th e fir st C .P .A . la w in N e w Y o rk o n A p r il 23. On A p r il 25 h e w a s
w ith th e V ir g in ia S t a t e S o c ie ty a t a lu n c h e o n m e e tin g a t R ich m o n d
a n d w a s ta k e n b y fo r m e r V ic e -P r e s id e n t C h e sle y G o ld sto n to N o r 
fo lk fo r a n e v e n in g m e e tin g o f th e N o r fo lk C h ap ter. H is d u tie s as
p r e sid e n t k e p t h im in W a s h in g to n from S a tu r d a y , A p r il 25 to W e d n e s
d a y , A p r il 29. On T h u r sd a y , A p r il 30, h e w a s w ith th e N o r th C a ro lin a
b o y s a t a m e e tin g h e ld in R a le ig h th a t e v e n in g . O n F r id a y , M ay 1, he
w a s g u e s t a t th e a n n u a l m e e tin g o f th e A la b a m a S ta te S o c ie ty , c a lle d
fo r t h a t tim e in o rd er t h a t h e m ig h t be p r esen t, a n d on M on d ay, M ay 4,
h e c e le b r a te d w ith th e S o c ie ty o f L o u isia n a C ertified P u b lic A c c o u n ta n ts
it s tw e n ty -fifth a n n iv e r sa r y .
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M a n a g e r ia l A c c o u n t i n g C o n t r o l
by E. J.

G essn er,

H E extraordinary size of modern
manufacturing plants is one of the
notable characteristics of modem industry.
Numerous small factories have grown from
small beginnings to extensive proportions.
A clear understanding of what is in
volved in the problems of modern industry
is of the utmost importance.
Even though personality is an important
factor in guiding our industrial methods,
the method used is sometimes of even
greater importance. Mass production has
been a greater factor for industrial con
trol and management than any other known
factor.
Coordination of effort on the part of
men and/or machines is a very difficult
problem in factory organization and man
agement.

T

M

a n a g em en t

Management, as used in industry, has
two meanings. It is applied broadly to the
group which exercises control in a given
plant and when so used includes owners,
managers and executives. It is also applied
more specifically to the economic functions
of control or to the activities and work
done by the control group. Management
is the art and science of organizing, p re 
p a rin g and directin g human effort applied
to control the forces and to utilize the ma
terials of nature for the benefit of man.
O r g a n iz in g :

Organizing comprehends setting up of a
manufacturing concern, choosing a site for
the plant, selecting the equipment, plan
ning the layout, arranging the major de
partments, securing and allotting operating
capital, determining the size and make-up
of an executive staff— or, broadly setting
up the business enterprise. Similarly, prob
lems of sales, personnel and all other major
activities must be subjected to the organiz
ing processes before an enterprise is ready
to operate.
The organizer also finds certain proved
organization forms. The committee, the

Buffalo, New York
line and staff and the functional organiza
tions are the forms used.
P r e p a r in g :

Preparing comprehends the conjunction
of those activities which must be brought
together, in harmonious working order,
that a business might function as a unit.
There must be a relationship between these
activities before the plan becomes effective.
It involves the preparation of labor, pur
chase, receiving and storage records and
those records which control production and
determine cost.
D ir e c tin g :

Directing is the administrative function
of management. It comprehends the execu
tion or carrying out of the objects for
which the enterprise is organized and for
which its various activities are co-ordi
nated. It initiates work in the factory,
makes sure that the personnel is properly
trained and cared for and settles all cur
rent day-to-day problems.
In short, directing involves the relation
ship of men, materials and equipment so
that production might be initiated and
maintained.
D e v e lo p m e n t o f M a n a g e m e n t:

Management developed from the prin
ciples of modern industry. Inventions and
application of labor-saving machinery
brought about mass production which re
quired mass financing and, finally, mass
management.
The status of industrial management is:
Systematic use of experience.
Economic control of effort.
Promotion of personal effectiveness.
The mechanisms of management are:
Balance of stores
Incentive wage plans
Selection and placement of personnel
Purchase control
Cost control
Idle time analysis
Planning
Time study

262

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

T y p e s o f O rg a n iz a tio n :

Science and art in organization:
Impersonal or solely as to scope, limits
and relations of functions.
Personal as to entrusting different kinds
of mental and manual activity to the right
persons and supervising their co-ordina
tion.
The first has a scientific basis and has a
bearing on accounting practice. The second
is an art only.
Various arrangements and inter-rela
tions of functions involved have led to
recognized types of organizations. These
may be found in any of the principal ac
tivities, as, purchasing, selling, engineer
ing, production and others.
The common types of organization are:
Military or line organization.
Functional organization.
Line and staff organization.
Committee Organization.
M ilita r y o r L in e O r g a n iz a tio n :

This is the oldest and most natural
form. It is based on the essential need of
discipline where work and large numbers
of persons, and/or both, must be directed
towards a common objective. Its proto
type is the military organization of the
past. Lines of authority and instruction
are all vertical from the superiors to the
subordinates, extending from the general
manager to the most common worker as
shown or practiced by our most efficient
manufacturing concerns. Duties and re
sponsibilities may be deputized from the
general manager to the superintendent,
and from the superintendent to the fore
man. No foreman shall exercise any au
thority over, or give instructions to, any
other foreman. No workman owes a duty
to, or is held responsible by, any foreman
except the one immediately over him. Sub
divisions of functions are such that the
mental and manual labor required of men
on the same organization level is approxi
mately the same. The mental work of
administration is reserved to those in
higher authority, simple duties being dele
gated to those subordinates under them.
The advantages of this type of organiza
tion are simplicity, clear definition of
duties and responsibilities and ease of se
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curing discipline. The disadvantages are
the difficulty in large or complex opera
tions or undertakings, overloading a few
men with duties and responsibilities, ten
dency to perpetuate inefficient methods;
tendency to place too much undue reliance
upon skill and personal knowledge of
workmen, and danger of disaster if a
strong executive is lost.
F u n c tio n a l O r g a n iz a tio n :

Functional organization was developed
to make the greatest use of expert
knowledge and advice. The mental and
manual work is subdivided and deputized
for a producing organization needing both
chemical and engineering counsel. It is
divided so that the chemist gives advice
on chemical matters, the engineer advising
on all engineering matters, etc. The lines
of authority and instruction pass from
each adviser to every functional foreman,
and then to every workman. The advan
tages of this type of an organization are
listed as a separation of mental and
manual labor as to functions to be per
formed, maximum of expert advice and
direction, minimum of functions assigned
to any one person and the tendency to
ward high individual efficiency. The dis
advantages are somewhat weak as they in
volve the principles of weak discipline,
difficulty of co-ordination of many sepa
rated functions and last, but not least, the
tendency to produce narrow specialists
among the executives and automatons
among the workers.
L in e a n d S ta f f O rg a n iz a tio n :

This type of organization combines the
features of both the military and func
tional divisions into sales, engineering,
manufacturing and finance. The supervis
ing heads of these departments are equal
in authority. Each one has a certain
scheduled line of duties and responsibili
ties, and performs certain advisory or staff
functions. Such procedure designates au
thority from Treasurer and Chief Engi
neer, as examples, to the factory superin
tendent. Under the superintendent are
functionalized several departments, while
the tool designer, order clerk and chief
inspector give advice to the shop fore
man. The lines of authority and responsi
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bility are vertical, from the line of execu
tives having the least complex duties and
spread from staff advisor to line executive
wherever expert knowledge and counsel
are needed.
It is characteristic of all effective or
ganizations, that the responsibility focuses
in a single man.
In the strict and unmodified line or
ganization, each subordinate is solely re
sponsible to his immediate superior and in
turn has sole authority over the men
immediately under his command.
In practice, there are various shortcuts
which can be used to expedite business,
without destroying that principle of sole
authority on which the organization rests.
The chief executive often delegates a
limited authority in general terms, so that
a subordinate is authorized in certain
matters to represent the head.
Also in many informal matters of con
sultation, the direct channel from one man
to another is taken without too great in
sistence on formality. This is not con
sidered good organization as it tends to
undermine authority.
The amount of work to be delegated to
each individual should be determined by
the capacity, time and strength of that
individual.
In distributing authority in the organiza
tion, it is important that there be neither
gaps nor overlaps in authority.
The advantages are numerous, forming
a combination of the advantages noted in
the military and functional organizations.
The disadvantages are minimized and
of no value.
C o m m itte e O r g a n iz a tio n :

The committee type of organization is
the modified line and staff type where the
advisory functions are performed by com
mittees.
A proper explanation will be made
under the heading of “Coordinate Influ
ences.”
C o o r d in a te I n flu e n c e s:

As the division of labor is extended, it
becomes increasingly necessary to provide
ways and means for securing the most
from within the organization. Each man’s
duties and responsibilities should be clearly
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defined and inseparable.
An organization chart should be estab
lished and leave no doubts as to the duties.
As new men and new lines are added to
the company, some one in authority should
have the extreme responsibility to set up
adjusted charts of duties and responsi
bilities.
A manager should be made, by means
of the chart, to define his organization in
a clear manner. Every concern, regardless
of size, should be constructed on some
simple program and outline.
Some organizations resort to “orders,”
or written instructions in outlining the
duties of the men on a job, ordering ma
terial, shipping orders, etc. It tells the
men what is to be done, and all the other
information necessary to do the job.
The term “return” has also come into
use in advising the managers what has
been done and fixes responsibility.
All “orders” and “returns” should have
some definite path by which they pass
from department to department. In any
event, your system should be devised to
eliminate all the “red tape” of a factory.
A factory committee can very intelli
gently solve problems of the men as to
factory efficiency, design, and numerous
other factory problems. All questions and
suggestions should be studied and ad
justed where necessary. The meetings
should be held regularly and all problems
settled then.
P r o d u c tio n C o n tr o l:

Production Control centers in the office
of the general manager of the business.
The whole organization might be planned
from one form of control.
Control really involves various elements
of production, namely, design, material,
supervision, time, and cost.
I.
Design involves the making of pat
terns, sketches etc. from which the final
product is derived. The final inspection of
the finished product might be classified as
part of this form of control.
A standardized design should be given
the consideration of the management. If
you standardize your material and prod
uct, you will be surprised at the results
in time and money.
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I f a product is to be made according to and numerous other needs or require
carefully drawn specifications, be sure ments.
6.
To determine the value of the ma
that they have been fully completed before
production begins as a slight mistake on terial inventories.
The above records might be grouped
the specifications might result in heavy
under general records such a s ;— receiving
loss.
Another important thing is to have your records, stores records, working-process
employees understand how to read speci records, and inspection (quality control)
records.
fications and blue-prints.
II.
Material control cannot be over R e c e iv in g R e c o r d s
emphasized. Upon it depends production
All goods ordered should be received in
and orderly handling of the entire factory time for use or followed up.
operation. The characteristics of good ma
Make sure goods are received before in
terial control are; buying, storing, record voices are paid, unless the invoice is sub
ing and salvaging. By having a large ject to discount for prompt payment. In
quantity of unused material in stock, we such cases, payment should be made with
tie up a large amount of otherwise usable reservation as to correction pending the
capital.
arrival and acknowledgement of receipt of
Our buying department should, unless the material.
The procedure for receiving goods will
market conditions are satisfactory for
mass purchasing, work with the idea of support the receiving records, depending
keeping the smallest possible balance of somewhat upon the size of the plant and
the usable material in stock. Having a the length of time required to complete
minimum quantity of each class of ma the receiving routine. The receiving de
terial is not the only thing to be given partments of large plants list all parcels
consideration—we should have at all times or goods as received, making use of dupli
a minimum of all classes of material that cate forms. This form serves as a noti
is to be used in production. Sometimes fication to the purchasing department that
the cost of storage might have a bearing certain materials were received and also
to cover certain inspection reports as re
on the buying requirements.
Any material department should be quired. The report should show the names
made responsible to one officer. He should of the transportation company, and con
have authority over all purchasing, stores, signor, with address of consignor; the
receiving and possibly salvaging. The ac number of pieces, etc., ordered, received
counting, however, should be centralized and back-ordered; the number of the pur
in the Accounting or Cost Department, but chase order, and how many packages or
the work should be done in harmony with bundles were received. Some concerns re
quire the inspector’s report to accompany
the purchasing department.
Fundamentally, the real purposes of ma the receiving report.
terial control are:
S to r e s a n d R e c o r d s
The prime functions of the stores de
1. To keep the right quantity and quality
of all materials on hand at all times.
partment are:
Handling and keeping the material.
2. To care for and conserve all ma
terials awaiting use.
All material in stores under jurisdiction
3. To determine requirements for ma of some authorized employee. This em
terials and supplies used in production ployee should have a certain type of hardand factory operations.
boiled nature to make him insist on the
4. To secure cost figures of all ma correct procedures of handling of stores
terials and supplies used in production and and its records. He should insist on sys
factory operations.
tematic control or method and insist on
5. To furnish at any and all times cer the method to be kept. He should work
tain records as to quantities of materials with the purchasing agent at all times.
on hand, on order, assigned, utilized,
The characteristics of stores record are:
needed for stock, needed for production,
The stores records should be placed
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within the production organization under
the control of the material section or de
partment. It should be in charge of a
competent clerical employee who knows
and realizes the importance of accurate
records.
It should produce such an analysis a s :
The description of the material.
The factory requirements for each type
and class of material.
The. quantities on hand, on order, al
lotted, or assigned to production.
The quantity to be ordered when re
quired to adjust the minimum or maxi
mum requirements of purchase or pro
duction.
The unit prices of each item for pricing
the requisitions.
The quantity consumed during any
given period.
The value of the material in stock.
The department should be regulated a s :
Having on hand, when needed, all ma
terial as required. The stores executive
should be constantly in close touch with
the production manager and the purchas
ing agent on this point.
Control in the conservation of all non
standard material.
To dispose of all material not required
for production or sale.
To safeguard all material not issued
to some special order.
To be able to read specifications as to
quantity, quality, type etc. of all material
needed for production.
W o r k -in - p r o c e s s R e c o r d s

The records of work-in-process are far
more numerous and complex than those
for the record of stores, depending some
what upon the nature of product, manu
facturing processes involved, the volume
of products handled, and the particular
system of control adopted.
It is advisable to touch upon a system
for handling such a record. A layout
chart, so to speak, should be used in plan
ning production. Such a chart should be
very elaborate if any is kept. When an
order is received, a list of operations
through which the material must pass, to
wards production, is secured. The first
operation is laid out on the chart opposite
the machine to be used by means of an
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angle to the right telling when job is to
be started. An angle to the left will indi
cate when job is to be completed. A
straight line connecting the two angles will
indicate the total time scheduled for the
order. A heavy line indicates the job com
pletion.
I n s p e c tio n R e c o r d s

Quality control is quite as important as
quantity control. A successful product
must be useful and marketable; i. e.—it
must possess characteristics different from
those associated with mere numbers of
volume. In practice, standards of quality
are set up and then maintained by some
form of examination or inspection.
The receiving clerk has to exercise some
degree of tactfulness in inspection. Any
minor defect may not entirely eliminate
the material. I f doubtful as to the quality,
let the production manager have some say
about it.
Perhaps the demand for the quick re
ceipt of material may hold back the proper
inspection requirements. In any event,
watch production so that all material has
been properly received.
T im e C o n tro l

Time control involves the control for
scheduling production to customers’ needs.
If your product is a standard one, you
need not worry about supply and demand
ratios but if a special product is manu
factured the factory schedules must be
adjusted, if already prepared, to meet the
demands of the customers. In preparing
time schedules, however, you should pro
vide the shop workers with uninterrupted
work but at the same time meeting all the
requirements of good management control.
No employee should be made to wait for
work.
It might happen that you have too much
material on the bench or in stock that is
partly completed but is not in demand at
present. The company’s capital has been
tied up on this sort of uncontrolled work
that might never be used in the final stages
of production. In all cases, teach your pro
duction men that loss of material means
loss of cash and have, at all times, a sys
tematic control over production.
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C o s t C o n tr o l

The cost control of the factory is a very
important item of management and should
be kept at a minimum. A good cost de
partment is a very good investment. Nu
merous good books have been written on
Cost Accounting that should merit your
consideration.
After all, the final result of a business
enterprise is profit. To produce a general
profit each process, operation, plan, and
policy should be operated at a profit.
The plant m a n a g em en t should be as
interested in costs and cost summaries as
the executives are. The plant management
should, however, be taught how to read
cost figures and properly understand them.
To properly understand the full mean
ing of cost, you must know what is cost
and what is cost accounting.
Various systems have been used and
the final results have been very useful and
beneficial.
E q u ip m e n t C o n tr o l

When we speak of equipment control,
we shall occupy our attention on equip
ment rates and how determined.
To determine machine rates the follow
ing procedure is recommended:
F irs t:— it is used to apply the cost
burden of a factory. It is the portion of
manufacturing burden as applied to work
performed on the basis of the production
time required on machines on which work
is done.
The items involved in machine rates are
power cost; depreciation; maintenance,
space used only; and, interest on the in
vestment in the particular piece of equip
ment. This latter item is not general but
is recommended by many concerns.
The procedure for determining machine
rates is simple and concise. It involves the
determining at the offset, the charges for
power used, depreciation, maintenance and
investment (if used) and then dividing
these by a factor representing the reason
able number of hours which machines are
expected to be in operation. The factor
should be 80% or 85% of the total possi
ble hours, which is called the pre-deter
mined rate. Thereafter, for each month,
actual power, depreciation and mainte
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nance charges will be known. Their total,
with addition of the investment charge, if
used, should be divided by the hours
which the machines actually run to arrive
at a monthly figure as to cost per hour
of operation.
We then must determine the idle equip
ment time. Idle time of machines and
equipment is recorded in various ways,
one method in widespread use being the
Gantt Machine Record Chart. Its purpose
is to show whether or not machines and
equipment are being used, and, if not, the
reasons for idleness. The principal causes
of idleness, which may vary on different
kinds of work, are as follows:
Waiting for set-up.
Lack of operator.
Lack of material.
Lack of orders.
Lack of power.
Lack of tools.
Repairs to machines.
Holidays.
Various chart legends should be worked
out to show the detailed idleness of ma
chines. Each of the causes should be
analyzed and all costs, pertaining thereto,
should be adjusted in accordance with the
idleness of the machines.
And now we turn to the equipment
maintenance records. Idleness of ma
chinery and equipment because of repairs
can be greatly lessened by systematic over
hauling and maintenance. Responsibility
for initiating such maintenance is one of
the important functions of the planning
department. For proper execution, three
things must be established:
Standards for maintenance.
Instruction cards for inspection, reports
and overhauling.
A tickler as a mechanical aid to show
when the work must be completed.
Setting up of standards is the responsi
bility of the engineering department. In
struction cards are prepared from these
standards and are the same, in kind, as
used for regular production jobs. A day to
day portfolio report is the best plan suited
for the tickler system. Notices to initiate
maintenance work should be placed in the
tickler in advance, to come out at proper
intervals throughout the year for inspec
tion of each part of equipment, and for
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examination and repairs at stated intervals
of parts of machines, motors, boilers, en
gines, and belts likely to wear out or give
trouble.
Another important factor of equipment
control is depreciation. Depreciation is the
loss arising from the wear and tear of
equipment or any other fixed asset.
The equipment record should show the
entire picture of each machine as to cost,
depreciation rate, depreciation amount,
date of purchase, estimated life, equip
ment number, from whom purchased,
additions and scrap values.
Depreciation is one of the most disputed
items in the field of accounting. The ac
counting profession cannot even agree on
the subject aside from the arguments con
stantly arising between the accountant
and the industrial engineer.
H a n d lin g M e n

In every organization there is a back
ground of general orders. These orders
give specific instructions embodied in the
general instructions.
Teaching men is the most general order.
The supervisor must have the ability to
render information so that it is under
stood and remembered by his men. Of
course, the man receiving these orders
must have the ability to understand them
and place them into practice.
The executive should be able to break
down the operation to be taught until they
are mastered by the individual and become
a part of the mental and habit formation
of the individual.
To instruct any individual along the art
of organization, we must have emotional
discipline.
Every man either desires to lead or to
be led, to shift all responsibility to an
other’s shoulders. This is a powerful mo
tive of human competitiveness. The ideal
control of men rests on the right appli
cation of command, fear, praise, proof,
suggestion and reward.
The art of handling men governs more
occupations than the average person can
think about. It has certain principles and
fundamentals that should be adhered to by
every employer. Do not be a driver but
do be a leader and let the men practice
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self-discipline when and where necessary.
If an individual is practicing the art of
being a very self-important person, or one
having uncontrolled vitality, give him
some authority and responsibility to use
up this excess inertia.
Each worker should be taught to help
his co-worker and cooperate with him
when a difficult task has been faced. Every
man should attend the school of discipli
nary actions in order to appreciate what
sort of trouble he has been going through.
By being experienced in a certain type of
work, then and then only, can you, as the
supervisor, best judge men and their ac
tions.
Human relations places every organiza
tion and individual worker upon standards
of attainment that must be met. The basis
unit, really, is the individual worker.
A manager of human labor must com
pare favorably with the various other offi
cials of the organization. He must be re
liable and of good character with a pleas
ing personality.
He must be able to make and adjust
standards to suit any set of specifications.
General terms of employment govern the
specifications to be used.
L a b o r C o n tr o l

Labor control provides information for
the payroll department as to time worked
or amount of work done.
It advises the cost department as to the
amount of direct labor to be charged to
any specific jo b o r operation.
It advises the cost department as to
the amount of overhead to be charged by
means of a machine rate or labor rate to
any specific job.
The prime functions of labor control
are as follows:
To know who worked.
To know when they worked.
To know what type of work he per
formed.
To know what rate and how much he
was paid.
Certain timekeeping methods have
proved inadequate and yet could be con
trolled if the proper precautions were
taken. Among these a re :
To have the workmen write down their
time in pencil at the end of the day or

268

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

week, or upon the completion of a job,
operation, etc.
To have the foremen write down such
reports for the workmen.
To employ timekeepers to visit the
workmen and secure records of operation
from them.
To off-set these haphazard methods, inand-out records and job time records have
grown in favor and use. The in-and-out
record is made by punching a clock which
records on a tape or card the time of
entering or leaving work in morning, at
noon, after lunch, at night, and for over
time and on holidays. This record gives a
check on attendance. A time-recorder
clock is the most suitable apparatus for
the purpose.
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large. The personnel department should
keep adequate records of the personnel as
to name, address, wage rate, occupation,
etc. Very close check should be made of
the men and the labor turnover.
(2) Green Operator, or Apprentice is
quite common but very essential and some
times necessary. Every man at some
time during his life must learn the pro
fession and his time must be charged to
some indirect overhead item as his time,
while being paid for some, is usually idle
time. I f correctly broken-in to his pro
fession, he should be a profit to the or
ganization in his later days.
(3 ) Lack of Instructions is another
cause of idle time, the plant being charged
up with same while the management might
be at fault. Instructions, plans or specifica
D e te r m in a tio n o f I d le T im e
Idleness of employees is usually and best tions should always be ready for the pro
recorded graphically. The reasons for fall duction department. Blame for this idle
time should be fixed as the type of job or
ing behind are as follows:
operation will determine the prime cost of
1. Absence or turn-over.
the operation. If the fault rests with the
2. Green operator (Apprentice).
plant management, the job cost will bear
3. Lack of instructions.
the idle time as a direct cost, while if the
4. Slow operation from operator.
fault rests with outside interests the time
5. Material troubles.
will bear an indirect function. Numerous
6. Needed repairs.
other features may enter the picture as
7. Tool troubles.
standard costs, or unit production costs.
8. Holidays.
9. Smaller lot, than estimate, is based I f the actual cost exceeds the standard
cost, some specific reason should be given
on.
Labor turnover is the most important and the blame placed on the proper
subject of the labor item. The cost of parties.
(4 ) Slow operation from the operator
labor turnover has been so enormous that
some record of the cost will be beneficial. might cause trouble and should be care
The most noteworthy items entering the fully checked. The classification of the
cost of labor turnover a re :
wage-payment plans might change the
Advertising.
methods of operation for the job and the
operator may be slower than the allotted
Employment Office Expense.
Idle time of machines.
time as his pay will be the same regard
less of h is production, but, i f paid by a
Unabsorbed burden of machines.
Cost of spoiled work.
piece-work basis or bonus plan he is bound
Any fees paid to agencies.
to be faster. Slowness should never be
Excess Labor cost.
tolerated.
Training cost.
(5) Material Troubles:
(1 )
Absence, meaning the lack of ambi In determining the cause for the lack
tion to work on the employees’ part. If of material, you should examine the mode
encountered to any great extent, the em of purchasing by your concern. Is it cen
ployee should be reprimanded and if prac tralized or decentralized ? You should have
ticed greatly a new employee should be a first-class stores department. After the
hired. Labor turnover is even worse than material has been requisitioned and
absence as it tends to disrupt the organi ordered, some one in the stores depart
zation, personnel and the community at ment should expedite the delivery of same.
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I f the production order is quite large,
I would advise an inventory of the neces
sary parts before the actual production
work begins. This undoubtedly will save
some time during the production pro
cesses. Labor, as well as numerous other
money saving features, are the advantages
offered by having the material on hand at
the required time. The best way to cut
costs in the stores department is to have
a first class department and concentrate
on the purchasing of all materials. Grant
ing that we must have material on hand
or on hand for all orders, we must con
centrate on the facilities of proper buying
and not be too hasty or too slow depend
ing on the market and its prices.
(6) Needed Repairs:
A very necessary element for gauging
idle time is maintenance and repairs. If
the equipment is not suitable for use,
caused by lack of some ingredient or unfit
for use, proper repairs should be made
immediately. The proper way to overcome
any breakdowns, causing loss of pro
duction and idle time, is to have a spare
machine in the plant; but, to do this, the
capital outlay may be high but the costs
over a number of years will be reduced
sufficiently enough to more than off-set the
investment. All equipment and plant
should be in first class condition at all
times.
( 7 ) Tool Troubles:
One of the greatest disadvantages to
good production and management is the
lack of tools or the lack of proper tools.
Tools may be kept under an inventory
procedure or be subjected to loose care.
Many concerns charge tools to equipment;
some to an inventory account; and, many
charge them directly to plant expense—
an inventory being taken at the end of
the period. Tools are cash, only they are
known under a different heading. The
executive would cause all kinds of trouble
if he knew that some person has deprived
him of cash either by fraud or by robbery
but very loose methods are in use for
keeping proper records of tools and ma
terials. We must keep close check of these
items if our business is to prosper.
(8) Holidays:
The subject of holidays is not so re
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mote as some of the other items explained
but does play a part in management. The
greatest cost for holiday is based on the
type of payment plan in use in the organi
zation. I f payrolls are based on a weekly,
monthly or yearly plan, the cost may be
large if a standard cost system is in use.
Holiday costs are usually classified as in
direct costs and do not have a part in
increasing production or job costs. It
might happen that your organization does
differently but all costs, regardless of how
set-up on the books, reduces the net profit.
(9) Smaller lot, than estimate, is based
on :
Estimates of production facilities are
quite common and useful. The loss on
estimates is either caused by defective ma
terial or production has begun and is in
process before the realization that all the
material is not in stock or has not been
shipped.
You might also look at this subject from
another angle. Your machine will be set
up for a distinct class of work but at some
point in the production an order is issued
to place in process an entirely new class of
product. This increases the production
cost and the unit cost and causes lost time
by changing the machine over to a new
manufacturing process. I say be careful
of this item as it might cause ruin and
disaster if all costs are based on standards
and do not include any extraordinary
items.
O p e r a tio n A n a ly s is :

Analysis of shop or office operations
are made for several purposes, the most
important being to secure information as
follows:
1. To set rates.
2. To improve processes or operation
of job.
3. To improve quality of product.
4. To check production in case a
standard time or rate is not
equalled.
5. To determine personnel factors
necessary to do a job.
General methods of analysis:
Time study.
Motion study.
Job analysis.
Time studies are used to secure infor
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mation to establish standard time, set
rates, improve production operation and
check production.
Motion studies provide information to
record methods and establish standard
times.
Job analysis provides information as to
the human content of the job, in setting
occupational rates.
Time Study:
Time study is a method of measuring,
dealing primarily with the element of
time. Its principal objects are:
Determination of possible improvements
in equipment and conditions for produc
ing a given piece of work or for perform
ing a specified task.
Determination of possible improvements
in processes or method of performing
work.
Determination of amount of time in
which work or task should be performed,
conditions being satisfactory and equip
ment effective.
Analysis of the job into its elementary
divisions is the first step in taking a time
study. The observer or time study man
lists these divisions in the order of their
occurrence, splitting the job into a greater
or less number, depending upon the work
and conditions.
In studying the operations in a lathe, a
cutting tool would be inserted in and re
moved from the tool post several times
during the course of the work. If a study
is being made to determine the length of
time required for certain cutting oper
ations, that is, if we are studying the work
itself and not the machine in which the
work is being done, it probably would be
sufficient to enter the time required for
inserting the tool in the tool post as a
single item.
Time study observations are made with
the aid of a stop-watch, whose dial is
divided into tenths and hundredths of a
minute, hands so arranged that they can
be stopped and restarted from any point
without being set back to zero. Obser
vation sheet is used extensively. The fol
lowing methods are used:
Continuous Method:
This method gives the most satisfactory
results in majority of cases and on most
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operations. Elements are recorded in se
quence without stopping the watch.
Over-all Method:
Frequently attempted by invoices, for it
reduces figuring to a minimum but is of
little value except for checking or provid
ing supplementary information. It consists
of taxing the total time for a combination
of several elements or even for an entire
operation, starting watch at the beginning
of a group or operation and making no
record until it is finished.
Repetitive Method:
This method is used exclusively by nov
ices. The observer starts at the beginning
of an element, stops watch when the ele
ment is completed, and records the dura
tion. Watch is then thrown back to zero.
When the element appears again in cycle,
the observer starts the watch, which is at
zero, stops it when element is completed,
and once more records the time taken.
This method is easy for the observer as it
does not require much figuring.
Accumulative Method:
This particular method is adapted to
special cases, particularly for recording of
elements which are very fast, ranging
from 0.003 to 0.02 minutes. The observer
uses two or more stop-watches; number
depending upon his ability and duration of
elements. Each watch is used for a sepa
rate element. As one element is completed,
the watch recording the time is stopped
and another watch started for the follow
ing element, and so on.
Cycle Method:
This type of recording the time is also
used for very fast elements. It consists
of taking the unit time, the sum of a part
of the elements, varying those selected
until a group of simultaneous equations
has been written. Solving these equations
gives the unit time for each element.
A skilled employee should be selected
for time study work for the following
reasons:
His motions are more uniform.
He works more steadily.
He uses the best methods and adapts
himself more easily to new ones.
His influence of personal equation is
less pronounced.
Results manifest his fluctuations and
are more dependable.
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In working up observations for each ele
ment, abnormal items are frequently dis
covered. These are known as variations
and are usually eliminated before averag
ing a group of individual times to deter
mine the time for the element. Various
mathematical principles are followed to
determine which items to eliminate.
Preparation time and operating time,
whether machine or hand, are usually
totaled separately, thus giving a unit time
for a sequence of elementary operations
made up of two factors. To this time are
added several allowances to give the
standard time.

Production Study:
After a standard time or rate has been
set from a time study, it sometimes hap
pens that operator is unable to equal set
time or rates. Failure may be due to one
or more of several causes, as; improper
material, improper equipment, machine
trouble, tool trouble, unnecessary delays,
waste of time, lack of skill, or incorrect
standards. A study made to determine
cause of such failure is known as a pro
duction study. It consists of observing the
job for a comparatively long period, as a
day or possibly several days, to determine
time being taken for various elements or
cycles of elements, and for all inter
ruptions and delays of whatever kind. It
is, therefore, a special form of time study
conducted and worked up as previously
outlined.

Job Analysis:
Job analysis is applied to several forms
of study but is used here for that form
intended to bring out the employee quali
fications desirable and the nature and
conditions of work for a particular job or
task.

Motion Study:
A special form of operation analysis
using a motion picture camera and aimed
principally to record “the one best way” is
generally known as motion study. The de
vices and methods have been originated by
the Bilbreths and have been used to a
limited extent except in their own prac
tice. This method records the surrounding
conditions of work, machine and operation
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simultaneously with time. Micromation
records, as used to improve methods or
set rates are interpreted by a special form
or graph known as a simultaneous motion
cycle chart.
S ta n d a r d T im e s :

Standard times as used in rate-setting
are the sum of the selected unit times
from time study observations and certain
allowances. Allowance should be made for
fatigue and variation, for unavoidable de
lays, machine delays, and, if necessary,
for personal delays.
U n a v o id a b le D e la y s :

There are certain delays due to neces
sary motions which occur irregularly dur
ing the performance of a job in one or
more cycles in which work is analyzed.
Such motions do not ordinarily manifest
themselves in time study. To arrive at
standards, therefore, time studies would
have to be taken extending over long
periods so that the observer may be sure
that observations have been made of every
class of interruption likely to take place.
Examples of such unavoidable delays are:
—changing from one job to another, re
ceiving or awaiting instructions, adjusting
conditions around the working place, in
specting completed parts, and the like.
They are of a nature that they interfere
more or less with the operator’s attention
to his work.
Unavoidable delays are usually handled
by adding an arbitrary allowance. A factor
of 25% of the preparation time being al
lowed. These allowances are often a very
small proportion of time for the whole
job and may be of little practical value
other than their effect upon the mental
attitude of the operator. On automatic
work they are often of importance.
Personal delays are allowances made for
personal needs, rest periods, wash-up
periods, and the like. On some kinds of
production and automatic work of an in
tensive nature, such an allowance is of
importance. It must be derived from time
studies extending over relatively long
periods.
Machine delays might be classified under
three heads:
Power-driven operations, power fed.
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Power-driven operations, hand-fed,
where operator feeds by means of a
hand-operated power device.
Power-driven operations, sensitive
hand-fed, where pressure for feeding
operates directly against the operator.
I n s tr u c tio n C a r d s :

Instruction cards are distributed to each
and every employee. It gives information
which bears on the performance of tools,
machines, equipment, and materials, as to
standard figures.
R a te - s e tt in g :

Rates broadly cover unit for wage pay
ment, that is, rate per hour, per day, or
per piece, or wage payment plan used in
paying wage earnings. As the wage pay
ment plan is usually fixed for a long
period of time, the term rate of the oper
ation is applied narrowly to the wage rate
for a particular worker, or to the piece
rate for a particular part.
Many rates are set from old time study
data, which have been worked up to give
unit times. This situation is particularly
true with machine shop work.
W a g e - P a y m e n t P la n :

The historical background is somewhat
vague or remorseless. Wage payment
plans began about 1890, being forced upon
industrial managers by labor unrest and
controversy. Up to that time, daywork,
piece-work and contract work were practi
cally the only forms in use in American
factories.
The aims for developing and installing
other and newer devices of wage-payment
methods a re:
Increase production.
Increase compensation of workers.
Decrease unit costs.
W a g e P la n s :

The most concrete thing that an indi
vidual receives from employment is wages.
He must be regular in his employment,
efficient and a good worker. He is entitled
to a minimum wage which will enable
him to a decent living which should be
given serious consideration by the per
sonnel or human relations department.
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P la n s in U se :

1. Time payment plan, or day wage:
This plan is unfair alike to those below
and above the average in any operation
unless the day rate is individually and care
fully set. Production records alone are
poor checks on performance because they
seldom describe all the variables involved.
Daily comparison with the “bad” worker
in an operation is safer, but causes ill feel
ing. It is likely to develop the worse con
ditions, rather than the best, in the em
ployees.
Figured readily from time cards. No
complaints from employees because of de
lays and tie-ups. Can be calculated ahead
definitely by the most unschooled employee.
It is easy to change as other markets go
up or down.
2. Straight Piece W ork: I f rates are
cut, soldiering of the worst kind will pre
vail. If not, employees will range from
20% to 150% of a fair production, the
former not justifying the floor space they
occupy and the latter over-driving both
themselves and their foremen. Discourag
ing, rather than developing, to many em
ployees while they are learning to be
steady producers.
Earnings are tied-up directly with pro
duction so that ambitious employees have
unlimited incentives to release their reserve
capacities. Employees take active interest
in having everything well managed.
3. Hosby Premium Plan: This plan
consists of lax standards and low incen
tives for the higher productions. Gives oc
casion for soldiering on hard jobs and
spurting on others.
It requires no preliminary study, there
fore, it is easy to introduce where the day
wage has existed. Presenting it as a prop
osition to save time rather than to increase
production is slightly better psychology
from the employee’s viewpoint.
4. Rowan Premium Plan: It is a lit
tle better than day wage after double its
standard is reached, and otherwise like the
Hosby Plan. It is too complicated in its
first form and too obscure in its second
form.
As it is a slightly better incentive than
the Hosby Plan, up to double its standard,
it is a certainty that the employer will
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never have to pay beyond the double day
wage.
5. Barth Premium Plan: It is a very
poor incentive for the higher production
standards. It is too abstract in its form
to be trusted by the typical employee.
It would be excellent for beginners if
charted in detail.
6. Taylor Differential Piecework Plan:
This plan offers a severe elimination of the
lower grade of employees. It is often dis
couraging to others who cannot pass the
daily standard.
It is a strong incentive to the truly ambi
tious and a heavy obligation on the part
of the management to do their part.
7. Gantt Task and Bonus Plan: All,
but the most ambitious, are apt to fall back
frequently to the guaranty. The use of
graphic charts is quite essential to offset
this.
It is a tactful way of adopting the step
incentive at standard without causing any
temporary loss in earnings. It is actually
a piece-rate in terms of time.
8. Emerson Efficiency Bonus Plan:
Offers no conspicuous demarcation at the
point of standard production. Otherwise it
is like numerous other plans.
It is mild enough to give opportunity
for development. Good psychology in
holding attention on time saved.
9. Knoeppel Bonus P lan : Same as
others, plus a conspicuous step standard.

W is c o n s in
S T A T E O F W ISCO N SIN
C IR C U IT COURT
DANE COUNTY
Edwin L. Wangerin, George Heiser, Jr.,
Ray M. Nosseck, William Sidney Schmidt,
Plaintiffs,
v.
Wisconsin State Board of Accountancy,
Clarence H. Lichtfeldt, Frank A. Yindra
N o t e : T h e complaint filed in this case asked
fo r an injunction prohibiting the W isconsin
B o ard fro m putting into effect the provisions
of the recently enacted reg u lato ry law. It was
in the form o f a detailed denial of the consti
tutionality of the law, no other point being
raised.
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Claimed to be very flexible in its application.
10. Merrick, a multiple piece-work
Rate Plan: This plan is a little compli
cated to install and difficult for employees
to keep record of. A circular tabulation
or an arithmetical slide rule can be made
so that the payroll figuring is fairly sim
ple, otherwise additional clerical work is
involved.
The same kind of effect as the Taylor
Differential, but in more moderate degree.
The preliminary or partial step meets the
need of struggling employees without do
ing too much to guard their financial
safety.
11. Diemer Combined Bonus and Pre
mium : This plan is about an average
among the wage incentives, therefore, not
particularly strong in its effect.
A very safe and easy plan to install if
conditions are not mature in their stand
ardization.
12. Ficker Plan (a sharing of time and
burden saved) : It is too complicated for
all to figure readily. Considerable clerical
work is required. Like the Gantt Plan,
the incentive is remote from the reach of
mediocre producers.
It would seem to remove every suspi
cion imaginable on the part of the em
ployee. The one is more generous than the
piece-rate, but less so than most of the
others as it has neither step nor bonus be
low standard.

L itig a tio n
and Fred C. Kellogg, as Members of and
constituting the Wisconsin State Board of
Accountancy; Clarence H. Lichtfeldt,
Frank A. Yindra and Fred C. Kellogg,
Defendants.
Before Hon. A. G. Zimmerman, Judge.
B R IE F SU B M IT T E D B Y AM ICI
CU RIA E
The Wisconsin Society of Certified Pub
lic Accountants is an organization consist
ing of about 200 persons holding certificates
as certified public accountants under Chap
ter 135 of the Wisconsin Statutes as that
chapter existed prior to the 1935 amend
ments. The Public Accountants’ Associa
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tion of Wisconsin is an organization con
sisting of about 50 persons who fall within
the definition of “Public Accountants” in
Chapter 481 of the Laws of 1935 but who
are not certified public accountants because
they have not taken the examination and
received the certificate provided for in
Chapter 135 of the Statutes.
Both organizations are strongly in favor
of the amendments to Chapter 135 of the
Statutes which are embodied in Chapter 481
of the Laws of 1935, and they have asked
the undersigned counsel to prepare this
brief for the purpose of assisting the court
in its consideration of the issues raised by
the complaint in the action and the defend
ants’ demurrer thereto.
Q u e s tio n s to be D is c u s s e d

The complaint of the plaintiffs is a “shot
gun” affair, scattering its fire in all direc
tions in the evident hope that some of its
missiles will reach a vital spot and bring
down the game. Any brief attempting to
meet the issues in similar scattering fashion
would be both ineffective and unhelpful to
the court. The case does involve two or
three prime questions which deserve thor
ough discussion, and we shall proceed to
treat these questions without encumbering
the discussion with the numerous trivial
matters that are thrown into the complaint
obviously as mere makeweights. Our dis
cussion will be under the following head
ings :
1. The plaintiffs have no standing to at
tack the constitutionality of the statute as
a whole.
2. Public accounting is a profession in
which the public has such an interest as to
warrant regulation of the type undertaken
by the State.
3. The creation of a closed class of “pub
lic accountants” and an open class of “cer
tified public accountants” does not offend
against any constitutional principle.
Before proceeding with the three main
points, however, a sketch of the history of
this subject in Wisconsin and an outline of
the new statute will be useful.
H i s t o r y a n d D e s c r ip tio n o f W is c o n s in
L e g is la tio n

Regulation of the practice of public ac
counting in Wisconsin commences with the
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year 1913, when by Chapter 337 of the
Laws of that year the Legislature enacted
Sections 1636-202 to 1636-211 of the Stat
utes creating a State board of accountancy
with authority to hold examinations and is
sue certificates entitling the holders thereof
to practice as “certified public accountants.”
The board was given further authority to
revoke certificates for “unprofessional con
duct or other sufficient cause," and it was
made a misdemeanor for any person to
hold himself out as a certified public ac
countant unless he held a certificate issued
by the board. This statute remained in prac
tically unchanged form from 1913 to 1935,
except for the addition of a section in 1915
requiring every certified public accountant,
under criminal penalty, to disclose his in
terest in any corporation or firm whose
statements were certified by him. In 1923
the entire statute was renumbered and be
came Chapter 135 of the Statutes.
This regulatory act as it existed from
1913 to 1935 took no account of mere “pub
lic accountants.” It regulated only “certi
fied public accountants.” There was no re
quirement that any one desiring to practice
public accounting take any examination or
become “certified.” His doing so was pure
ly voluntary, and the only result of his do
ing so was to confer upon him a title in the
nature of a badge of merit or proficiency.
I f he did not care to take the examination
and become a certified public accountant, or
if he was unable to pass the examination or
his moral character did not qualify him to
receive the certificate, he, nevertheless,
could do exactly the same work that a cer
tified public accountant does; he was mere
ly prohibited from holding himself out as
“certified.” And if he did become a certi
fied public accountant but thereafter en
gaged in unprofessional conduct and suf
fered a revocation of his certificate, he
merely dropped back into the unregulated
ranks of ordinary public accountants and
continued to practice his profession without
let or hindrance.
The Legislature of 1935 sought to
broaden the field of regulation by the pas
sage of Chapter 481, and it did so in the
following ways:
(a )
By requiring all f u t u r e entrants into
the public accounting profession in Wiscon
sin to possess the necessary qualifications
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and education, take the examination, and The chapter took effect on September 20,
become certified public accountants.
1935, so that under the allegations of the
(b ) B y permitting all p resen t public ac complaint each of the plaintiffs was entitled
countants to continue practicing as such to continue practicing as a public account
without examination, but requiring them to ant, exactly as he had done in the past, upon
register and pay the same nominal annual merely filing an application with the board
fee and subjecting them to the same dis and establishing (1 ) good moral character
cipline for unprofessional conduct as is and (2 ) the fact that he was maintaining a
provided in the case of certified public ac public accounting office in Wisconsin on his
own account on September 20, 1935. For
countants.
the
right to engage in this business the new
( c) By prohibiting all persons from prac
ticing public accounting in this State unless law requires him (as well as a certified
public accountant) to pay the State an an
they have qualified under (a ) or (b ).
nual fee of five dollars.
Thus the legislation of 1935 created a
Notwithstanding these facts, the plain
closed class of public accountants, which
tiffs
are attempting to attack the new statute
class will gradually disappear as its mem
in its entirety. Obviously the only portions
bers die or go out of business; and when
they are all gone, the only persons who of the statute that affect them or interfere
may practice public accounting in W iscon with their business and pursuits are the por
sin will be certified public accountants. Dur tions which require proof of good moral
ing the interim, while the public accountant character, proof that they were actually
class continues to exist, its members will be practicing in this state on September 20,
subject to no regulation as to their knowl and payment of an annual fee of five dol
edge or proficiency but will be subject to lars. All that any one of the plaintiffs ever
discipline in matters of ethics and profes needed to do was to comply with those
sional conduct. Any of them, of course, simple provisions and receive a certificate
who desire to move up from the public ac of authority which would have entitled him
countant class to the certified public ac to practice public accounting in Wisconsin
for the rest of his life, subject only to the
countant class may do so by passing the ex
continued payment of the annual fee of five
amination and obtaining a certificate.
dollars. True, if any of the plaintiffs, hav
1. T h e p lan tiffs have no standing
ing obtained such certificate of authority,
to attack the constitutionality o f
should engage in unethical or unprofes
the statute as a w hole.
sional practices, he might in the future be
In paragraphs 2 to 5 of the complaint the deprived of his right to practice as a public
four plantiffs describe themselves. It ap accountant by withdrawal of his certificate
pears that each of them is a public account of authority; but none of the plaintiffs claim
ant who has been practicing as such on his or admit in the complaint that they have
own account and maintaining an office in been guilty of such practices, nor do they
Milwaukee for more than four years last charge that the board has attempted to
past. Each plaintiff, therefore, belongs to withdraw any certificate or any rights is
the class which was granted by the new law sued to them. Their time to object to the
the right to autom atic registration as a pub board’s power of withdrawal obviously will
lic accountant. Section 135.06 provides that not arise until the board attempts to exer
the board must issue a certificate of author cise that power against them. L eh m a n v.
ity to practice as a public accountant
S tate B o a rd o f P ublic A ccountancy, 263
U. S. 394. It is true also that none of the
“to each individual, who applies before
December 1, 1935, who presents evidence plaintiffs can hang the letters “C. P . A .”
o f good moral character satisfactory to after his name unless he takes and passes an
the board and (a ) who furnishes satis examination and becomes a certified public
factory evidence he was maintaining an accountant; but that is a situation that has
office in the state for the practice of pub existed in Wisconsin since 1913 and is in no
lic accounting on his or her own account wise altered by the Act of 1935.
at the date of the taking effect of this
The very limited interest of the plaintiffs
chapter.”
in the act which they are attacking places a
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corresponding limitation upon the permis
sible scope of their attack. For example, the
act, as above stated, continues the classifica
tion of “certified public accountants” which
has been in force in Wisconsin for twentytwo years, but creates, in addition, a new
classification, “public accountants,” which
may be entered only by those who are pres
ently qualified; but all of the plaintiffs are
within this favored class because they are
presently qualified, according to the allega
tions of the complaint, and, therefore, they
cannot complain because other persons who
may in the future wish to enter such class
are denied the opportunity. Again, com
plaint is made of the fact that the act au
thorizes the board to determine the subjects
on which candidates for certificates as cer
tified public accountants shall be examined ;
but there is nothing in the plaintiffs’ plead
ing to indicate that plaintiffs are such candi
dates. Further complaint is made of the
fact that the act permits the waiving of ex
amination in the case of persons already
holding certificates issued in other states,
but since plaintiffs are all in the class of
whom no examination at all is required, they
obviously are not interested in the tribula
tions or exemptions of members of the
other class. Again, it is charged by the
plaintiffs that the effect of the act will be to
extinguish the profession of public account
ing in the future and confine such work to
certified public accou n tan ts; but the plain
tiffs themselves are among the beneficiaries
of the saving provision which permits them
to continue as mere public accountants as
long as they live. It is none of their affair
if future candidates for entry into the busi
ness find the way barred by an examination.
The foregoing illustrations suffice to in
dicate the manner in which the plaintiffs
have taken upon themselves the role of
paren s patriae, seeking to champion the
cause of hypothetical persons other than
themselves. That this is not permissible is
a well-established principle of constitutional
law. One of the clearest expressions of the
principle is found in the case of S tate ex
rel. K ello g g v. Currens, 111 W is. 431, 442,
involving an attack upon a law of 1901
which required examination of all appli
cants for medical licenses except persons
already matriculated in medical colleges
within Wisconsin. The discrimination cre
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ated by the exception affected the relator
directly, and the court passed upon it and
held the classification reasonable and the
statute valid; but as to other objections
raised by the relator which did not affect
him directly the court said:
“Some ten grounds of attack upon the
statute are assigned and argued, but none
of them, even if well assigned, affects the
relator. His only legitimate ground of
complaint is that he is required to submit
to examination, and he is not affected by
the fact that others, who are also required
to submit to examination, are not re
quired to present the same educational
qualifications as he has presented. E x 
cept as to the two classes above discussed,
all other persons seeking to commence
the practice of medicine in the state of
Wisconsin are subject to the requirement
now made of the relator,— that they sub
mit to an examination before the state
board. Statutes are not to be declared
unconstitutional at the suit of one who is
not a sufferer from their unconstitutional
provisions. The fact, if it were a fact,
that less educational requirements are
demanded from osteopaths as prelimi
nary to an examination by the board, in
no wise affects the relator, whose quali
fications for admission are as he alleges
in his relation, all conceded, except the
passing of the examination. The question
whether the requirement of a diploma is
an unconstitutional one, as discrimina
ting against those who by some other
method of study have acquired equal
education, is not open to the relator, who
confessedly has his diploma. W e can
not set aside the acts of the legislature at
the suit of one who, suffering no wrong
himself, merely assumes to champion the
wrongs of others.”
In S p en cer v. S tate, 132 Wis. 509, 520,
where a statute provided punishment for a
certain crime by imprisonment in the State
prison or, at the trial judge’s discretion, in
the county jail on a bread-and-water diet,
the latter provision was attacked as involv
ing cruel and unusual punishment; but the
court held that since the particular defend
ant had been sentenced to the State prison
he could not champion the cause of the
bread-and-water dieters in the county jail.
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The same rule was applied to an attack
upon the business of a contractor is not
upon the entire bakery license law by a per
properly before us. The defendant, not
son who was affected only by a single pro
having applied for a license, cannot raise
vision as to the keeping of a bakery in a
that question.”
basement (B e n z v. K rem er, 142 W is. 1,
There is nothing in the plaintiffs’ com
4-5) ; to an attack on a portion of the work plaint to indicate that they have ever ap
men’s compensation act by one not affected plied for certification as certified public ac
by that particular portion (V erh elst Con countants; therefore, all of their objections
struction Co. v. Calles, 204 W is. 96) ; to an bearing on the board’s authority to deter
attack on the exemption section of the Blue mine the subjects of examination and pre
Sky Law by a person not prosecuted under pare the questions in examinations for cer
or affected by that section ( B o y d v. State,
tified public accountants fall by the wayside
217 W is. 149) ; to an attack on the emer because made by persons who have no
gency income tax of 1931-1932 on the standing to make such objections. What is
ground that under some circumstances it more, there is nothing in the complaint to
might be a tax on gross receipts where it indicate that the plaintiffs ever availed
did not so operate as to the particular plain themselves of the privilege granted them by
tiff ( A p p eal o f Van D yke, 217 W is. 528, the new statute, for a limited time, to obtain
546-547) ; and to an attack by a large-scale certificates of authority to practice as pu b
fisherman upon certain rules of the Con lic accountants. Under the decisions above
servation Commission on the ground that quoted this fact disables them from com
they operated to oppress small fishermen plaining of the requirement that in order
( State v. S orenson , 260 N. W . 6 6 2 ).
to obtain such certificates they must estab
A cognate principle fully applicable to lish their good moral character and their
the attack of the present plantiffs is that status as practitioners of the profession on
one who has not applied for a license cannot the date the act took effect. Their time for
question the validity or reasonableness of availing themselves of the automatic regis
the conditions imposed by statute upon the tration offered them by the act terminated
granting of the license.
on December 1, 1935, and this action was
In A rnold v. Schm idt, 155 W is. 55, not brought until over a month later. Since
Schmidt was convicted of violating a stat the plaintiffs do not profess to be candidates
ute for the licensing of osteopaths, and
for admission to the ranks of the “certified
brought habeas corpus proceedings for his public accountants,” and they voluntarily
release on the ground that the statute was refrain from accepting the tendered status
unconstitutional. One of his bases of attack of “public accountants,” it is respectfully
was that the requirements of the statute as submitted that their complaint shows no
to the subjects to be studied by a candidate injury whatever to them, and their action
for an osteopath’s license were unreason
should be dismissed on that ground with
able, but the court said :
out reaching the merits of the constitutional
“W e do not think the validity of the questions which they have attempted to
statute, so far as it prescribes qualifica raise.
tions for entering upon the study of
2. P u blic accounting is a p ro
osteopathy, are before us. The defen
fessio n in w hich the public has
dant, not having applied for a license,
such an interest as to w arrant
cannot raise that question.”
regulation o f the type undertaken
by the State.
Similarly, in M ilw au kee v. Rissling, 184
W is. 517, involving the validity of an
If, notwithstanding the foregoing argu
ordinance for the licensing of electrical ment, it is considered that the plaintiffs
workers, the defendant, who was convicted have sufficient standing to launch an attack
of operating without a license, was held to upon the constitutionality of the statute
have no standing to attack the qualifica under consideration, then the fundamental
tions required by the ordinance. The court
question that arises is whether the subject
said:
matter is one which the State may regulate
“The validity of the ordinance insofar
in the manner here involved. At this point
as it prescribes qualifications for entering the very weak personal position of the
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plaintiffs again presents itself, this time as
an obstacle to defining the question that is
before the court. Are the plaintiffs com
plaining because the State does not accord
them the prestige of the use of the initials
“C .P.A .” without first taking and passing
an examination? O r are they complaining
because other persons than themselves are
barred from the class of “public account
ants” and must take an examination and
become “certified public accountants” be
fore they can practice accounting in W is
consin at all? In other words, what is it
that the plaintiffs want, that the statute
deprives them of?
Taking the alternative first suggested,
that the plaintiffs want the right to call
themselves certified public accountants
without submitting to any requirements of
examination or approval, both reason and
authority uphold the power of the legis
lature to impose limitations on this privi
lege. It is a privilege similar to that ac
corded a physician to call himself “Doc
tor” or “M .D .” (Sec. 147.14, Stats.) or
to a trained nurse to use the initials “R.
N .” ( Sec. 149.06). I t is an offer by the State
to pin a badge of proficiency on those who
demonstrate, to the State’s satisfaction,
their qualifications in a certain field involv
ing skill and learning. It is as clearly within
the power of the State as is the conferring
of the degree o f Master of Arts or Doctor
of Philosophy upon those who earn such
degree by scholastic attainment satisfactory
to the University Board of Regents. The
privilege of applying for the title of certi
fied public accountant and taking the
examination therefor is open to every per
son over the age of 23, including the plain
tiffs. The statute conferring that privilege
has existed since 1913 and is merely con
tinued, not newly enacted, by the legislature
of 1935. The plaintiffs were content to
practice their profession of public account
ing for many years without complaining of
the fact that certain of their fellow workers
in the same occupation were dubbed “cer
tified,” while they were not.
In other fields, the existence of dis
tinguishing titles o f this kind is prevalent
and accepted by every one. In the case of
plumbers, for instance, one may be a mas
ter plumber or a journeyman plumber. He
takes a different examination for each type

M ay,

of license, and the holder of a journey
man’s license cannot hold himself out as
a “master” plumber. Secs. 145.07, 145.11,
Stats. The same distinction is observed in
the case of barbers. Chapter 158, Stats. The
plaintiffs probably will concede that theirs
is a more learned occupation than that of
plumbers or barbers. W e need hardly de
vote any further consideration to the prop
osition that the State has the right to clas
sify public accountants by title according
to their demonstrated proficiency, but will
merely add that power of the State to do so
has been expressly affirmed wherever the
question has been raised. Lehm an n v. S tate
B oa rd o f P ublic A ccountancy, 94 So. 94
(A la .), State v. D eV erges, 95 So. 805
(L a .), H enry v. State, 266 S. W . 190
(T e x .), P eop le v. M arlow e, 203 N. Y . S.
474.
Turning to the second suggested griev
ance of the plaintiffs, that in order to con
tinue practicing as ordinary public account
ants the new law subjects them to the re
quirement of obtaining a certificate of
authority and paying an annual fee of five
dollars, it will be noted, first, that the terms
on which the State offers them a certificate
of authority are such as to confine their
complaint within very narrow grounds. By
reason of the fact that they were actually
operating public accountancy offices in
Wisconsin when the act took effect, the
new law offers them a permanent certificate
of authority to continue such operation,
without any other requirement than that
they establish their good moral character.
That simple requirement, therefore, to
gether with the annual license fee, must be
the plaintiffs’ only occasion for complaint.
As to the license fee, Section 1 of Article
V I I I of the State Constitution provides that
taxes may be imposed “on incomes, privi
leges and occupations.” It is hardly neces
sary to present any demonstration of the
fact that an annual license fee as low as
five dollars, as a condition to the conduct
of any occupation, is within the power of
the State. The following tabulation shows
the annual fees that are being charged
under State law in other occupations.
A n n u al
F ee
Real E sta te B rokers ............
10.00
Real E sta te Salesm en ..........
5.00
D entists .......................................
1.00
P riv a te D etective, principal 200.00

S ta tu te Im p o sin g
F ee
136.06 (2 )
136.06 (2 )
152.05 (4 )
175.07 ( 5 ) , (6 )
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P riv ate D etective, employee
Pharm acists .............................
A ssistant Pharm acists . . . .
Barbers .......................................
Beauty P arlor O perators. .
M anicurists
.............................
U ndertakers .............................
M aster Plum bers .................
Journeym an Plum bers . . . .
Chiropractors ...........................

2.00
3.00
2.00
2.00
10.00
2.00
4.00
15.00
1.00
5.00

Nurses .........................................
Optom etrists
...........................
Architects ..................................

2.00
2.00
5.00

175.07
151.02
151.02
158.08
159.11
159.11
156.06
145.08
145.08
147.23

( 5 ) , (6 )
(3 )
(5 )
(1 )
(a )
(b )

(1 , (b)
( 1 ) , (d)
(7 ) (Chapter
157,
Law s of
1935)
149.06 (3 )
153.05 (3 )
101.31 ( 9 ) , (g )

The rule to be followed in determining
the reasonableness of fees of this kind is
stated as follows in W adham s Oil Co. v.
Tracy, 141, W is. 150, 158:
“True, it is alleged in the complaint that
the fees are exorbitant; but the question
on that subject is not one of fact to be
determined by evidence and taken as ad
mitted by the demurrer, as claimed by
appellant, merely because a surplus is in
fact, or probably will be, collected. I f
the law, speaking for itself, in the light
of common knowledge and adjudica
tions, shows clearly that the fees may
reasonably be regarded as mere police
expenses, then the allegation to the con
trary cannot change the aspect of the
matter and make it one to be settled on
evidence. It is considered that they can
be so regarded. They are about the same
as in laws generally on the subject
throughout the country, and in no case
have similar charges been held exorbi
tant, so far as we can discover.”
As to the requirement that the plaintiffs
submit satisfactory evidence of their good
character, that same requirement is found
in nearly all of the licensing laws and is
uniformly sustained. In the case involving
the validity of the statute regulating detec
tive agencies P in kerton v. B u ech , 173 Wis.
433, the court said upon this point:
“The test and standard of qualifications
prescribed by the statute for obtaining
the license is that the applicant shall be
a person of good character, competency,
and integrity. This standard is an ascer
tainable and known one, and is readily
understood as a matter of common
knowledge when applied to the subject
to which it refers. It is one frequently
employed in legislative regulations for
licensing vocations and has been applied
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in many instances in the legislation of
this and other states.”
Similarly, the real estate brokers’ law,
Chapter 136 of the Statutes, requires appli
cants for brokers’ licenses to satisfy the
board of their “trustworthiness and com
petency.” Sec. 136.02. This statute has been
upheld and enforced by the courts ever
since it was first enacted in 1919. P ayn e v.
V olkm an, 183 W is. 412; S tate ex rel. D ur
ham Corp. v. W isconsin R eal Estate
B r o k ers’ B oard, 192 Wis. 396; L ev y v.
B irnschein, 206 Wis. 486.
Surely then, so mild a requirement as
the presentation of proof of good moral
character is not unreasonable nor beyond
the power of the State to exact in connection
with the licensing of an occupation. That
the delegation of the finding of fact on this
subject to the State board is not an improper
delegation of legislative power is settled by
a long list of decisions in Wisconsin, and
in particular by the decision in P in kerton
v. B uech, 173 Wis. 433, where the statute
left to the fire and police commission in
certain cities, and the chief of police in
others, the determination of the moral
character of applicants for detective li
censes. On this point the court said (pp.
4 3 7 -4 3 8 ):
“It is strenuously asserted that the pro
visions of sec. 2 of this act do not pre
scribe any standard of qualifications
upon which the fire and police commis
sion or chief of police are to act in grant
ing or withholding approval of the
written application for such a license to
the secretary of state, and that the pro
visions of the act permit them to deny
their approval in an arbitrary manner.
A reading of the whole act and a study
of the relations of its various provisions
indicate that the legislature has in mind
a regulation of private detective business
for the purpose of securing the business
against persons who lacked good charac
ter, competency, and integrity, and to
assure the public that those persons li
censed to engage in this business possess
these qualifications. * * *
“Manifestly the facts thus required to be
shown by the written application are de
clared by legislative action as the stand
ard of qualifications which entitles the
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applicant to have his application ap
proved. It naturally follows from this
that approval or disapproval of the appli
cation is to be based on such standard of
qualifications and that the facts shown
by the written application are to be acted
on by the persons designated in the sta
tute to perform this duty.
“As declared in M ilw au kee v. Ruplinger,
155 Wis. 391, 395, 145 N. W . 42. ‘There
is no principle better established than that
a law may be made, complete in itself,
and be left to some officer or tribunal to
determine the facts requisite to applica
tion of the enactment to a given case.’
It is manifest from the provisions of this
law that the legislature intended to pro
vide a method of licensing private detec
tive agencies who possess the qualifica
tions prescribed in the law, and that the
fire and police commissions or chiefs of
police are to pass on such qualifications
to be presented to the secretary of state
upon the facts disclosed in the written
application. W e perceive no reason why
the legislature may not select such officers
specified in the law as an appropriate
agency to perform this duty. Such offi
cers by reason of their official duties are
naturally considered well qualified to
pass judgment on matters involved in
discharging this function. The object
sought to be accomplished by the act is
that only such persons are to be licensed
to engage in private detective business as
meet the calls of the standards prescribed
by the legislature. This method of ascer
taining such qualification or regulating
vocations and businesses has been ap
proved in various cases. M ehlos v. M il
w au kee, 156 W is. 591, 606, 146 N. W .
8 8 2 ; State ex rel. B u ell v. F rear, 146 Wis.
291, 131 N. W . 8 3 2 ; M ilw au kee v. R up
linger, 155 W is. 391, 145 N. W . 4 2 ;
S tate v. L an ge C. Co. 164 W is. 228, 157
N. W . 777, 160 N. W . 5 7 ; S tate e x rel.
A dam s v. B u rdge, 95 W is. 390, 70 N. W .
3 4 7 ; 17 Ruling Case Law, p. 541— 58 et
seq.”
Thus we find nothing in the requirements
imposed on the plaintiffs for obtaining
certificates of authority to practice as pub
lic accountants of which they have any
right to complain on constitutional grounds.
A third ground on which the plaintiffs
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may perhaps conceive themselves entitled
to complain of the statute is that fo r the
fu tu re those persons who desire to become
public accountants in this State cannot do
so without passing an examination. This,
of course, is not a grievance of the plain
tiffs, because they are given special con
sideration in the statute and are awarded
licenses regardless of their competency or
lack of it; but it is a possible grievance of
persons other than the plaintiffs who may
want to engage in the public accounting
business in Wisconsin in the future. W aiv
ing for the moment the self-evident fact
that the plaintiffs have no standing to take
up the cudgels for those unknown and un 
ascertainable persons who are not making
any complaint on their own behalf, we pro
ceed to examine the question whether it is
competent for the Legislature of Wisconsin
to impose educational and proficiency re
quirements as a condition to the practice of
public accounting within the State.
Public accounting, as its name applies, is
accounting service for members of the pub
lic, analogous to the rendition of legal,
medical or other professional services to the
public generally. The new statute defines
this occupation very comprehensively in
Section 135.02, quoted in full on pages 9
and 10 of the complaint. The definition may
be summarized by stating that it compre
hends the holding of oneself out to the pub
lic as skilled in the knowledge, science and
practice of “accounting,” which latter term
covers preparation or certification of audit
reports, balance sheets, and other schedules,
exhibits, statements or reports for publi
cation or for credit purposes or for filing
with a governmental agency. Under the
definition contained in the act, public ac
counting does not include mere bookkeep
ing, nor does the act affect bookkeepers or
accountants in the employ of a single firm
or corporation and not holding themselves
out as ready to serve the public.
Is this a field in which the Legislature
has power to set up standards of compe
tency and proficiency, and bar all persons
who do not meet the standards ?
The courts of three states, namely, Okla
homa, Illinois and Tennessee, have an
swered this question in the negative. W e
feel that these decisions, to the extent of
the statutes passed upon are indistinguish
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able from the Wisconsin statute here under
consideration, are wholly at variance with
the Wisconsin idea of the police powers of
the State. Since these three decisions will
be strongly relied upon by the plaintiffs, we
shall proceed to consider them in some
detail, again pointing out, however, that we
are dealing with a subject on which the
present plaintiffs have no standing in
court.
The Oklahoma case, State v. R iedell, 109
Okla. 35, 233 Pac. 684, 42 A. L. R. 765, was
decided in 1924. The statute under review
prohibited all persons from practicing pub
lic accountancy in the State unless they took
and passed the examination and became
certified public accountants. The court
stated as follows its reasons for denying the
power of the Legislature in the premises:
“The cited cases holding that trades and
professions are within the right of the
state to regulate by legislative enactment,
to the extent here attempted, are not
analogous for two reasons: In the first
place, such cases have to do with trades
and professions which touch and affect all
the people generally of the state or com
munity, while the profession of account
ancy touches and affects a particular class
only, that of people engaged in business
enterprises requiring the services of ac
countants, as hereafter more fully
pointed out. In the second place, the
trades and professions so regulated are
of such nature that the result of the ser
vices rendered cannot always be defi
nitely known or determined, but reliance
must be had upon the knowledge and skill
of the one performing the service. The
accountant has to do with what is recog
nized as an exact science. The correct
ness or incorrectness of the conclusion
reached is subject to proof or disproof
to the exactness of an absolute demon
stration.”
As may well be imagined, the foregoing
language was written before the de
pression, at a time when, perhaps, judges
were to be pardoned for assuming account
ing and auditing to be an exact science, and
at a time when the millions of small security
holders of the nation had not yet been
brought to the bitter realization that the
value of their investments was dependent
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in large part upon the accuracy and integ
rity of accountants and auditors. The Okla
homa court follows the above-quoted ex
cerpt with a long explanation of the work
of accountants and auditors, emphasizing
that their work is practically confined to
corporations and banks; it then delves into
the motive back of the Oklahoma legisla
tion and finds that it was promoted by the
accountants themselves “ for their interests
rather than for the public welfare” ; and
then sheds tears over the predicament of
the accountant who cannot pass the exami
nation, and of the business concern that
would like to hire the unqualified account
ant but cannot. The court sums up its ob
jections in the following two sentences:
“The effect of the act is that in a grow
ing, expanding, and lucrative field of
usefulness of accountants, power is given
a board in which accountants have con
trol, to restrict their number, and tends
toward a monopoly. It deprives those
desiring an audit of the right of contract
in matters purely of private concern, and
deprives accountants not certified of the
enjoyment of the gains of their own
industry guaranteed to them by the Bill
of Rights, in that it denies to them the
right to follow the occupation for which
they have qualified themselves by the ex 
penditure of time and toil.”
All this falls strangely on Wisconsin
ears. W e have been taught that in the deter
mination of the constitutionality of a sta
tute the courts must yield the utmost defer
ence to the Legislature; that any considera
tion of the legislative motive in passing a
statute, or the influences that were placed
behind the bill in its legislative career, is
wholly beyond the province of the court;
that if it is within the bounds of reason for
the Legislature to conceive that the occu
pation in question requires regulation to
the extent of setting up proficiency stand
ards, the legislative decision on that sub
ject is final; that the right of private con
tract and the right to engage in a business
must yield to the exercise of the State’s
police power over such business; and that
neither the person who is deprived of en
gaging in an occupation for which he has
not established his fitness, nor the person
who desires to employ him, has any con
stitutional ground of complaint against the
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exercise of the State’s police power in such
a field. W e need not quote at length from
the cases involving these fundamental prop
ositions. They are collected and the prin
ciples are stated with great emphasis in
S tate v. E m ery, 178 W is. 147, 150-155, and
repeated in the recent case of P ayn e v. R a 
cine, 217 W is. 550, 561-562. The complete
unconcern of the courts with the motives or
inducements that lie back of a legislative
act is emphasized in B uilding H eig ht
C ases, 181 Wis. 519, 529, and the cases
there cited.
Is it true then that there is no conceiv
able connection between the public welfare
and the question of the proficiency of per
sons who assume to act as accountants for
individual members of the public? An
answer to this question that might have
seemed plausible in 1924 would not neces
sarily pass muster in 1936. A good deal has
happened in the twelve years since the
Oklahoma case was decided. More and
more has the work of accountants and audi
tors become an integral part of the neces
sary public supervision of business and
industry. W ith the increasing complexity
and severity of the tax laws, the work of
the auditor and accountant— even of the
mere bookkeeper— has become more and
more essential in the assessment of income
taxes, which are the very lifeblood of the
State. At the time of the Oklahoma decision,
that State had only a very simple and rudi
mentary income tax law, and the other two
states which followed Oklahoma (Illinois
and Tennessee) have no income tax law
even now. The assumption of the Okla
homa court that accounting services were a
matter of mere private concern would,
therefore, be far from accurate under
today’s conditions in Wisconsin even if we
were to concede that it was a permissible
assumption in Oklahoma twelve years ago.
The Oklahoma court asserted, in effect,
that the police power of the State extends
to matters of public health and safety but
not to matters affecting mere private busi
ness and finance. I f that be true in Okla
homa, the rule in Wisconsin is decidedly dif
ferent. Two outstanding examples of W is
consin laws enacted to protect the individual
citizen in his financial dealings and none
other, are the real estate brokers’ law and
the securities law. Under the former stat
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ute in some cases, and under the latter in
nearly every case, the fu n dam en tal basis
o f intelligent action by the governing board
is the w ork o f the accountant and auditor.
The case of State ex rel. D urham v. W is
consin R ea l E state B r o k e r s ’ B oard, 192
Wis. 396, turned on the very question
whether the board had any business inquir
ing into the books and financial affairs of
an applicant for a real estate broker’s li
cense. The Supreme Court held that such
inquiry had a distinct bearing on the ques
tion of the applicant’s trustworthiness,
saying:
“Every one knows that in business trans
actions bankers consider a financial state
ment a necessary precedent to a loan to
a stranger. The relator would have had
difficulty in securing any loan in W is
consin upon the evidence presented. No
banker would have considered relator
trustworthy if it refused such a state
ment when it was seekin g a loan. ‘Trust
worthy’ signifies worthy of trust, and in
a financial or business transaction it
means worthy of trust in reference
thereto. The relator, seeking to sell
Florida lands in Wisconsin, was reason
ably required to show its ability to make
good on any representations it should
make as to lands it sought to sell. P u r
chasers would have a right to rely on
such representations and would have ac
tions for fraud or deceit in case o f false
representations. The request for a state
ment of the financial condition of the
company was therefore pertinent and
proper.”
I f a financial statement of the applicant
is proper and necessary to enable the real
estate brokers’ board to pass on the trust
worthiness of a broker, what shall we say
of the accountant who prepares such state
ment and certifies it to be correct ? Has the
State any interest in knowing that he is
neither dishonest nor ignorant ? The answer
is obvious.
When we come to the field of the regu
lation of security issues, the work of the ac
countant is all-important. The securities di
vision of the public service commission has
the task of safeguarding, as well as it can,
the funds of Wisconsin residents which
are offered for investment. The secur
ities law recognizes three classes of securi
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ties ; those which are exempt, those which
are conditionally exempt, and those which
are fully subject to registration. Under Sec
tion 189.04 (1 ) (b ) conditional exemption
attaches to the securities of a business that
has been in operation not less than ten
years, has had no defaults within that
period on its interest-bearing securities,
and has had earnings for a stated period of
not less than three times its annual interest
charges after full and adequate provision
for consumption of capital, taxes and all
other charges. W ho determines these very
technical questions in the first instance?
The accountant or auditor. He makes
the allocations of expenditures to capital,
depreciation and operating expense; he
determines whether an incoming item is
true income or is a part of capital; he makes
the necessary allocations between depart
ments and divisions of the industry. Has
the State, in its endeavor to regulate the
issuance of securities, no interest in the
question of his competency? Then as to
those securities which are not even condi
tionally exempt, the company applying for
registration must file detailed information
as to its financial history and condition,
and while the commission has authority to
make its own independent audits and inves
tigations, certain it is that the information
initially filed by the applicant and prepared
on its behalf by an accountant or auditor
is of vital importance to the commission in
passing upon the application. Any regu
latory legislation which will tend to raise
the level of skill and competency among
the accountants o f the State will of necessity
furnish valuable aid to the securities divi
sion in the performance of its difficult
duties.
When we come to the field of income tax
assessment, the importance of the account
ant and auditor can hardly be estimated.
The revenues of the State depend directly
upon his competency and trustworthiness.
While the State tax commission has large
powers of field audit and investigation
(Sec. 71.11, Stats.), it would obviously be
impracticable to investigate every return
that is filed. O f necessity much reliance
must be placed on the work of the account
ant who prepares the return. Increased
skillfulness of his work will greatly reduce
the labor of the tax commission’s agents
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even in those cases where a complete field
investigation is made. As the level of skill
and efficiency among the accountants of the
State is raised, the cost to the State of inves
tigating and auditing income tax returns
and the losses of the State in connection with
returns that are not investigated, will in
evitably go down. Thus the State has a very
great interest, from the standpoint of its
own revenue, in the proficiency of the mem
bers of the accounting profession.
Another field in which the skill and
integrity of the accountant is of immense
importance to the public in general is the
field of banking. Commercial loans are
generally made by banks upon financial
statements presented to them by the appli
cant for the loan. The bank cannot send its
own auditors to examine the books of every
customer. It must accept audits and reports
furnished by the customer himself. The
Oklahoma court emphasizes in its decision
the fact that banks rely heavily upon audits
presented by their customers in connection
with loans, but the court argues that this
fact demonstrates a lack of public interest
in the work of the auditors, because nobody
is interested but the banks. O f course, the
judge who wrote the decision could not
visualize the dark days that were to come
in March of 1933 when every bank in the
country would be closed and the entire pub
lic would be in a state of panic because of
lack of confidence in the banks; but even
in the prosperous days of 1924 the judge
should have perceived that his thesis was
utterly wrong. That which affects the
soundness and solvency of the banks is of
tremendous concern to the public. Is the
State’s police power so feeble that it can
regulate only the banks themselves, and
cannot inquire into the competency and
integrity of the persons whose work as ac
countants must largely determine the safety
of the loans made by the banks and hence
the safety of their deposits?
It is no answer to the foregoing argu
ment to say that the regulation imposed
by the new statute does not go far enough
to fully protect the State or its people be
cause the new law does not cover ordinary
bookkeepers, or accountants working for
one firm alone. All that is required to sus
tain a police power enactment is to show
that it tends to safeguard the public inter
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est, not that it does so completely. The State
is sovereign in these m atters; it may pro
ceed slowly and gradually in its control over
a particular industry or profession that re
quires regulation, and it is not for the
courts to say that the regulation is invalid
because it is incomplete. On this point our
Supreme Court, in K reu tz er v. W estfah l,
187 W is. 463, 483, adopted the language of
Mr. Justice Holmes in K e o k e e C. C. Co. v.
Taylor, 234, U. S. 224, as follows :
“It is established by repeated decisions
that a statute aimed at what is deemed an
evil, and hitting it presumably where ex 
perience shows it to be most felt, is not
to be upset by thinking up and enumer
ating other instances to which it might
have been applied equally well, so far as
the court can see. That is for the legis
lature to judge unless the case is very
c l e a r ."

The evident idea of the Oklahoma court
that the police power of the State with re
spect to the establishment of standards of
proficiency in occupations is confined to
those occupations which have to do with
public health and physical safety, and has
nothing to do with financial safety of indi
vidual members of the public, is wholly at
war with the Wisconsin conception of the
right and duty of the State to protect its
citizens not only against fraud and dis
honesty but against incompetency in their
private business dealings. In this State a
citizen desiring to sell his house cannot
place it in the hands of an agent who does
not hold a license attesting to his “trust
worthiness and competency.” In the de
termination of his competency the appli
cant for a license is required to show that
he has a fair knowledge of the English
language and of the legal effect of instru
ments affecting land titles and of the obli
gations between principal and agent. Sec
tion 136.05 ( 2 ) . The householder who has
an express desire to employ as his real
estate agent some person not possessing
these qualifications, simply cannot do so in
Wisconsin— unless he can find one who is
willing to risk the heavy criminal penalties
involved. This is exactly the sort of inter
ference with the “private right of contract”
which the Oklahoma court found so ob
noxious in the Oklahoma accountancy law,
but our court in P ay n e V . V olkm an, 183
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Wis. 412, brushed aside the constitutional
argument as inconsequential, saying:
“While the statute is drastic, we cannot
say that it is so unreasonable as to be
void. The evil aimed at was very great.
Citizens of this state were being de
frauded in large amounts through the
activities of so-called real estate brokers,
many of whom were not citizens of this
state and who came here for the purpose
of exploiting its people.”
Similarly, the Wisconsin court, in K reu t
zer v. W estfahl, 187 W is. 463, 484, met a
strenuous attack on the Wisconsin secu
rities law as follows:
“It is argued that in many respects the
statute amounts to a prohibition of law
ful business. W e do not so construe it.
On the contrary, it is a statute designed
to regulate dealings in intangible prop
erty ; to regulate transactions in a kind
of business in which there are more
opportunities for the perpetration of
fraud than in a trade relating to material
products. The police power of the legis
lature to impose reasonable regulations
affecting dealings in such products, for
the prevention of fraud and in promotion
of public health, safety, and the general
welfare, is too well settled to call for
discussion. * * * The statutes in this state
and other states which impose restraint
upon modes of doing business and the
making of contracts are infinite in num
ber and too numerous to call for any
attempt at enumeration. In forty states
or more statutes have been passed differ
ing in detail from the one now under
consideration, but all designed to regu
late the sale of certain classes of securities.
This shows a wide recognition of exist
ing evils o f this kind which this statute
seeks to prevent. The law reports of this
country abound in cases where victims
have been defrauded by the misrepre
sentations of unscrupulous agents in
sales of mining stocks, oil stocks, rubber
stocks, and others not so plainly specula
tive in their nature. O ften the bonds
issued, based on such properties, have
been found nearly or quite as worthless
as the stocks. By this statute the legis
lature determined that regulation as to
dealings in the classes of securities de
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scribed was necessary, and that deter
mination is conclusive.”
In the foregoing discussion we have re
ferred only to the Oklahoma decision and
not to those of Illinois and Tennessee. The
decisions in the latter two states were
handed down in 1926 and 1932 re
spectively, and they follow very closely the
pattern of the Oklahoma case. F r a z er v.
Shelton, 320 Ill. 253, 150 N. E . 696, 43 A.
L. R. 1086; C am pbell v. M cIn tyre, 52 S.
W. (2d) 162. The following excerpts from
the two decisions will show the courts’
trend of thought.
“The question is here presented, Does the
business of accounting affect the public
health, comfort, safety, or welfare? U n
less it does, its restriction is not permitted
under the Constitution. It is readily seen
that the profession of law, by reason of
its influence on the safety of the rights
of property and liberty, does affect the
public w elfare; that the science of medi
cine, surgery, and other treatment of
human ills or the prevention of disease
directly affects the public health; and that
the manner of construction of buildings,
may well be said to affect the public
safety. W hat is there in the business of
accounting upon which the exercise of
police power may be based? * * * It is
readily seen that an incompetent account
ant may render an inaccurate report and
cause his employer to make a business
error. This creates no effect upon the
public, however, unless the relationship
existing between the public welfare and
the private business so effected is so close
as to establish that influence. Assuming
that an audit shows a business failure,
such failure, while by no means de
sirable, does not ordinarily affect the
public welfare, and, if it did, it is not the
work of the accountant, but the condition
of the business, that bears such influence.
In order to say that private business
must, in the interest of public welfare,
employ one certified by the state, it must
appear that the effect of an audit of that
business is a matter of public welfare
and not of private concern. I f it is the
latter the audit has no element of public
welfare in it, and a law prohibiting or
licensing the business of one who makes
such audit is but an unwarranted regu

285

lation of private business and the right
to contract.”
(Illinois Decision)
“This preference is unreasonable and
arbitrary because it is an unreasonable
and arbitrary restriction upon the right
of private contract to require examina
tion and approval as a condition prece
dent to the right of persons to pursue
the occupation of accounting under pri
vate contract with other persons or busi
ness enterprises. Incompetent perform
ance of such contracts does not directly
affect the public, but affects only the
parties thereto. I f a governmental cer
tificate of solvency were required as a
condition to the right of individuals to
purchase goods on credit, or to borrow
money, the general public might be re
motely benefited, but the requirement
would clearly be an unwarranted inva
sion of private business by governmental
authority. The public interest in private
auditing contracts is no more apparent.
In our opinion, whatever of benefit might
accrue to the public from the restriction
here involved must yield to the rights of
private contract guaranteed by the Con
stitution; such benefit being too remote
and indefinite to render the restriction
reasonable.”
(Tennessee Decision)
From these excerpts it clearly appears
that the Illinois and Tennessee courts, like
the Supreme Court of Oklahoma, wholly
overlooked the exceedingly close con
nection between competent accounting
practice and the promotion of the public
interest in such matters as securities regu
lation, income tax assessments, and main
taining the solvency of banks. And even
though these fields of activity did not exist,
the insistence of these courts upon the prop
osition that incompetent work when prac
ticed by persons holding themselves out to
the public as ready and able to serve in the
accounting field is of no concern to the
public, represents a viewpoint that is defi
nitely out-dated in this country. As well
might the court say that the negligent fill
ing of a prescription by a pharmacist is of
no concern to the public and regulation of
pharmacists is therefore unnecessary, be
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cause the only person who is killed by the
lethal dose concocted by the incompetent
pharmacist is the one individual who hap
pens to buy the dose.
That the Wisconsin and the Illinois court
do not see eye to eye in this matter of the
police power of the State with reference to
professions and occupations, has already
been demonstrated in the case of the op
tometry laws of the two states. The Illinois
court, in P eo p le v. Griffith, 117 N. E . 195,
held such a law invalid because the court
could not see “how the comfort, health,
welfare or safety of society is to be pro
moted by requiring a license for such acts
as were done by the defendant.” The W is
consin court, two years later, in P rice v.
State, 168 W is. 603, sustained a similar
statute for Wisconsin, disposing of the Il
linois case with the mere statement (page
610) that “so far as the Griffith case denies
the power of the state to enact such legis
lation we are not impressed with the logic
thereof.”
It is submitted that the requirement of
proficiency in persons who desire to per
form accounting service for members of the
public is well within the police power of
the State in view of (1 ) the direct and deep
public interest in the principal matters
which their work covers, such as income tax
returns, financial statements to banks, and
audits in connection with the regulation of
securities, and (2 ) the very proper public
concern over the protection of citizens
against incompetency or untrustworthiness
in this field.
3. T h e creation o f a closed class o f
“public accountants” and an open
class o f “certified public account
ants” d o es not o ffen d against any
constitutional principle.
The Act of 1935 confers upon persons al
ready engaged in the practice of public ac
counting in the State a status and a title o f
“public accountants” but makes no pro
vision for any additions to that class. All
future entrants into the profession must
take the examination and become “certified
public accountants.” This is complained of
as an unconstitutional discrimination. The
plaintiffs, of course, are in no position to
make this complaint because they belong to
the favored class of “public accountants”
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to which there can be no future additions.
They cannot complain because others are
not permitted to join their class. But dis
regarding for the moment their inability to
raise the point, we approach the question
whether it is competent for the legislature
to give all existing members of a profes
sion or occupation an exempted status and
require all future entrants into the profes
sion or occupation to take an examination.
The provisions of the new act in this
regard follow a well-established historical
precedent. Nearly all o f the regulatory
laws that have been passed in this State, es
tablishing standards of proficiency for the
practice of any profession or occupation,
have contained exactly the same kind of
provisions as are found in the act here in
volved. They put the existing practitioners
of the profession or occupation into a
closed class and give them registration or
license without examination, but require all
persons desiring to enter the profession or
occupation in the future to take an ex
amination and establish their qualification.
Thus, in the case of physicians, the first
statute providing for examination and
licensing, Chapter 264, Laws of 1897, ap
plied only to “persons hereafter commenc
ing the practice of medicine or surgery,”
and no registration of any kind was initial
ly required o f persons already engaged in
practice. Two years later, however, by
Chapter 87 of the Laws of 1899, the legis
lature provided that the board should grant
“authenticated certificates of registration to
every reputable resident physician or sur
geon o f good moral character who was on
the first day of July, 1897, in the actual
practice of medicine or surgery in the State
of Wisconsin,” and it was made a mis
demeanor for any such person to continue
practicing without first registering and pay
ing a fee of two dollars. Thus the legisla
ture of 1899 granted an automatic right of
registration to physicians who were in prac
tice at the time the first regulatory act took
effect in 1897, just as the law here in ques
tion does with respect to accountants.
In the case of dentists, the first regula
tory act, Chapter 129, Laws of 1885, made
it unlawful “for any person who is not at
the time of the passage of this act engaged
in the practice of dentistry in this state, to
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commence such practice” without first tak
ing an examination and obtaining a license;
and by Section 4 of the act it was provided
that all persons engaged in the practice of
dentistry at the time of the passage of the
act must, within six months, register with
the board of examiners and pay a fee of one
dollar, “and every person who shall so
register with said board, as a practitioner
of dentistry, may continue to practice the
same as such, without incurring any of the
liabilities or penalties provided in this act.”
The first act regulating the practice of
pharmacy was Chapter 167, Laws of 1882,
which provided that any person who was
engaged “in the business of dispensing
pharmacist on his own account in the state
of Wisconsin at the time of the passage of
this act” must within three months forward
to the board satisfactory proof of such fact
and pay a fee o f two dollars, and he was
thereby entitled to a certificate of registra
tion. All persons failing to obtain such cer
tificate within the time limited, and all
future entrants into the business, were re
quired to take an examination or present a
diploma from an approved college. This
act, it will be noted, parallels the statute
here under consideration in every respect.
Like the accountancy act, it limits the time
within which automatic registration may be
obtained, and it extends the privilege of
such registration to every person who was
in business “on his own account” at the time
the act was passed.
The statute regulating the practice of
chiropractic also presents an exact parallel
to the statute here under consideration. By
Chapter 408, Laws of 1925, it was provided
that all chiropractors must be licensed upon
examination by the board, except that “the
board shall grant without examination a
license to practice chiropractic in this state
to any person who was on February 1 , 1925,
a reputable practitioner of chiropractic in
this state and who shall present to the board
of examiners in chiropractic prior to Sep
tember 1, 1925, sufficient and satisfactory
evidence of the same.” Here again we have
a limited time fixed for the automatic regis
tration of persons who are actually in prac
tice at a time just prior to the passage of the
act.
In the case of chiropodists, the first regu
latory statute, Chapter 550, Laws of 1917,
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provided for automatic registration of per
sons who were actually engaged in the prac
tice at the date of the passage of the act
provided they had been engaged in such
practice for at least one year and that they
should file application within six months
after passage of the act, accompanied by a
fee of ten dollars and a certification of two
reputable physicians as to their moral and
professional character. All persons not
coming within these requirements were re
quired to take an examination.
Similar opportunity for registration
without examination was given in the first
act regulating barbers, Chapter 191, Laws
of 1903, which required all persons desir
ing to follow that occupation to take an ex
amination and obtain a license, except that
“every person now engaged in the occupa
tion of barbering in this state shall within
ninety days after the approval of this act
file with the secretary of said board an a f
fidavit setting forth his name, residence
and length of time during which, and the
place where he has practiced such occupa
tion, and shall pay to the treasurer of said
board one dollar, and a certificate o f regis
tration entitling him to practice said oc
cupation in this state shall be issued to
him.”
W ith all this precedent behind us, and no
case on record in Wisconsin challenging the
validity of any of the exemption or waiver
provisions to which we have referred, it
would be surprising if we should find at
this late date that such provisions are un
constitutional. As a matter of fact, how
ever, they are not. They have been uni
formly sustained wherever the question of
their validity has been raised. In W atson
v. M aryland, 218 U. S. 173, a provision of
this kind in a Maryland statute regulating
the practice o f medicine was challenged as
denying the equal protection of the laws.
The statute, enacted in 1902, required ex
amination of all persons “except physicians
who were practicing medicine in this state
prior to the first day of January, 1898, who
are now practicing medicine or surgery, and
can prove by affidavit that within one year
of said date said physician had treated in
his professional capacity at least twelve
persons.” The Supreme Court of the
United States, after referring to the long
established tests for determining the valid
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ity of legislation involving classification,
said:
“Applying these tests we see nothing
arbitrary or oppressive in the classifica
tion of physicians subject to the pro
visions of this statute, which excludes
from its requirements those who have
practiced prior to January 1, 1898, and
were able to show that they had treated
at least twelve persons in a professional
way within a year of that date.”
The following citations and brief ex
cerpts from cases sustaining similar pro
visions will show how uniformly the courts
have viewed the m atter:
California: E x parte W hitley, 77 Pac.
879:
“An exemption in favor of those prac
ticing at the time of the passage of an act
regulating the practice of dentistry, and
which requires all others to obtain a
license and certificate for that purpose, is
open to none of the constitutional objec
tions urged in the case at bar. Such legis
lation has been uniformly upheld.”
K ansas: S tate v. C reditor, 24 Pac. 346:
“The legislature proceeded upon the
theory that the fact that they had been
engaged in the practice within the state
was sufficient evidence of their profi
ciency in the profession. This fact was
made by the legislature an evidence of
skill and competency equivalent to a
diploma from a dental college; and the
wisdom of either test is a question for
the legislature and not for the courts.”
M aryland: W atson v. State, 66 Atl. 635 :
“Continuous acceptable practice in the
community in which one lives is one of
the legitimate tests or evidences of quali
fication— not of uniform qualification of
the highest attainable standard such as
can only be ascertained by a thorough
examination by competent examiners, but
o f such reasonable qualification as may
justify the continuance, without examin
ation, of practice approved by the limited
community in which the practitioner had
his field.”
M ichigan: P eop le v. P hippin, 37 N. W .

888:
“Statutes very similar to this have been
upheld in many states where their con
stitutionality has been brought in ques
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tion, and in many states very similar
statutes have been enforced without
question, and we are unable to find a case
in the courts of any of our sister states,
or in the federal courts, where such stat
utes have been overturned upon consti
tional grounds.”
N evada: E x parte Spinney, 10 Nev. 323.
New Y o rk : P eop le v. G risw old, 106 N.
E. 929:
“The appellant has no grievance from the
provision that those duly licensed and
registered as dentists in this state prior to
the first day of August, 1895, are deemed
licensed to practice. It is the rule for
such acts to preserve the status of those
lawfully engaged in the practice regu
lated.”
North Carolina: State v. Call, 28 S. E.
517.
O regon: S tate v. R andolph, 31 Pac. 201:
“The act does not grant privileges or im
munities to any citizen or class of citi
zens, either within or without the state.
It only establishes a rule of evidence by
which qualification to practice medicine
and surgery is to be determined. It makes
the fact of a person being engaged in the
practice when the law took effect suffi
cient evidence of his fitness to continue
the practice of his profession without an
examination. * * * The act, in assuming
that those engaged in the practice were
qualified, and permitting them to con
tinue the pursuit of their profession with
out examination, violated no right of the
defendants in a constitutional sense.”
Rhode Island: State v. H effern an , 100
Atl. 55, 60.
South Dakota: State v. D oran, 134, N.
W . 53:
“The legislature may permit those prac
ticing in the state at the time the act was
passed to continue without diploma or
other evidence of competency upon the
theory that the fact that they had been
engaged in practice within the state is
sufficient evidence of proficiency, and
equivalent to an examination and license
by the tribunal established by law for that
purpose, and such a law will not be held
unconstitutional as discriminating be
tween persons or classes.”
W ashington: F o x v. T erritory, 5 Pac.
603:
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“Another objection to the law, urged by
counsel, is that it discriminates between
persons of equal learning and skill by
permitting that person to practice medi
cine and surgery who was so engaged the
day before the passage of the law while
it denies the privilege to the person who
may seek to engage in the practice the
day after or at any time after the pas
sage of the law. It appears to be an an
swer to this objection to say that the law
does not deny the privilege of practicing
medicine and surgery to any one. Any
citizen of the territory may qualify him
self in the manner pointed out by the law,
and thereafter may lawfully engage in
the practice of medicine and surgery.
The legislature, for good and valid rea
sons, has exempted a particular class
from the necessity of having this qualifi
cation, but this action does not entitle
persons of another class to claim the ex
emption as a legal right to themselves
under the Fourteenth Amendment or
under any other clause of the Federal
Constitution.”
It is submitted, therefore, that the grant
ing of the right to existing practitioners of
the accounting profession to continue their
practice without examination, while requir
ing examination of all future entrants into
the profession, presents no constitutional
difficulties.
Respectfully submitted,
Lecher, Michael, W hyte & Spohn
As Amici Curiae.
R
by th e

u l in g

court

on

D em urrer

:

This is a suit in equity to restrain the
enforcement of Chapter 481 of the Laws of
1935 because of alleged unconstitutionality
with reference to certain powers granted
to the Board of Accountancy interfering
with the right of private contract and the
right of private individuals to engage in
their business of Public Accountants.
Chapter 135 of the Statutes of 1933 and
theretofore for many years, (amended and
superceded by the law of 1935) was a regu
latory act and provided in detail for a board
of accountancy and its proceedings as to
examinations and issuing and revoking of
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certificates to Public Accountants enabling
them to do business as Certified Public Ac
countants. It did not prevent any other
public accountants to do business as an ex
pert public accountant but merely pre
vented such accountant from holding him
self out as a Certified Public Accountant.
The law of 1935 in general added con
siderable detail some of which is alleged to
be invalid, but the main change complained
of is that in effect preventing any public ac
countant from practicing his calling unless
he has placed himself under certain restric
tions of the law as to registration and fur
nishing satisfactory evidence of good moral
character.
Incidentally, apparently the only part of
the new law that affects the plantiffs herein
is that part of Section 135.06 which pro
vides for registration for a small fee and
that the board must issue a statement of
authority to practice as a “public account
ant.”—
“to each individual, who applies before
December 1 , 1935, who presents evidence of
good moral character satisfactory to the
board and (a ) who furnishes satisfactory
evidence he was maintaining an office in the
state for the practice of public accounting
on his or her own account at the date of the
taking effect of this chapter,” September
20, 1935.
So that as very little being apparently re
quired of the plaintiffs by the new act to
enable them to continue in their present
profession as merely “public accountants,”
and that little not seeming to be arbitrary
or unreasonable, it would appear that there
is little that they may legitimately complain
of in view of the rule of law, that—
“Statutes are not to be declared uncon
stitutional at the suit of one who is not a
sufferer from their unconstitutional pro
visions,”—
though there may be numerous grounds of
attack present “even if well assigned,” that
do not affect the complainants. State ex rel
Kellogg vs. Currens, 111 Wis. 431, 432.
On the general question as to whether
this legislation is within or without the
proper legislative exercise of the police
power, which it seems is controlled in the
main so far as here applicable, by the points
as to whether the legislation is affected with
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a public interest and as to whether it is not
arbitrary or unreasonable, it is said in
Nebbia v. New York, 291 U. S. 502:
“It is clear that there is no closed class
or category of business affected with a pub
lic interest, and the function of the courts in
the application of the Fifth and Fourteenth
Amendments is to determine in each case
whether circumstances indicate the chal
lenged regulation as a reasonable exertion
of governmental authority or condemn it as
arbitrary or discriminatory.”
W hile formerly the police power had to
do more particularly with matters affecting
the public health, morals, or safety, in a
somewhat restricted sense, it now is held to
go further and to include the public welfare
and general prosperity in a financial way as
well.
In Building Height cases 181 W is. 519,
522, on this line, the following is approving
ly quoted:
“ . . . The police power of a state em
braces regulations designed to promote
the public convenience or the general
prosperity as well as those to promote
public health, morals, or safety ; it is not
confined to the suppression of what is
offensive, disorderly or unsanitary, but
extends to what is for the greatest wel
fare of the state.”
Bacon v. Walker, 204 U. S. 311; Chi
cago B. & Q. R . Co. v. People, 200 U. S.
561.
In view of many varying decisions, it
may well be that a plausible showing may
be made concerning the invalidity of this
legislation; yet in view of the considerable
similar regulatory legislation in this state
affecting private business, it can hardly be
argued with any force that this legislation
is unreasonable or arbitrary.
And while it may be more or less effec
tively set forth that the legislation largely
affects private interests, and less effectively
asserted not to be affected with a public
interest; still it would seem that there are
altogether too persuasive indications of the
legislation being very effectively imbued
with highly important public interests
justifying regulatory legislation and for
bidding interference on constitutional
grounds, when there is noted the great de
pendence of the public and its prosperity
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and welfare, upon public accountants and
their reports in connection with the bank
ing business, the administration of the real
estate law, the public securities law, the
great dependence thereon in the administra
tion o f the income tax law, of the inheri
tance tax law, and the great and almost only
dependence of the great numbers of in
dividual bond and stockholders upon pub
lic accountants for their knowledge of cor
porate businesses as to values of stocks and
bonds that are now so numerously scattered
in small amounts among the public.
While similar laws have been held un
constitutional in the states of Oklahoma,
Illinois, and Tennessee, yet the reasons for
such holdings there given do not seem to be
in harmony with the trend of similar legis
lation and holdings thereon in this state;
and the court feels that as there appears to
be no direct inhibition in the constitution
itself or in our decisions against such
legislation; and as it appears to come with
in Wisconsin’s more liberal and reasonable
interpretation of the regulatory police
powers o f the state, that there is no clear
and satisfactory showing justifying inter
ference with the act on constitutional
grounds, especially considering the limited
interest therein at this time o f the plaintiffs
in this action,— the law apparently enabling
them to continue in their present business
as public accountants by complying with
slight and not unreasonable conditions.
It is not the province of the court— es
pecially a nisi prius court— to endeavor to
establish the unconstitutionality of legisla
tion. On the contrary, it would seem to be
its duty to uphold legislation if in any
plausible and reasonable view of the con
stitutional provisions and court interpreta
tions thereof it may be done.
And when the appellate court has not
more or less specifically passed adversely on
the same or similar legislation, and it is not
clearly unconstitutional, and is legislation
concerning which a plausible and reason
able showing of validity can be made, then
it would seem that the trial court should not
presume to set it aside.
The demurrer must therefore be sus
tained.
It is so ordered.
Dated April 6, 1936.
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U n a u th o ris e d P r a c tic e o f L a w *
by

J

o seph

The reaction of the B ar to the post-law
expansion of corporations, banking institu
tions, and fiduciary associations so as to em
brace and specialize peculiar branches of the
practice of law has met with judicial ap
proval. It has likewise resulted in the estab
lishment of definite, if not venerable, regu
lations of unauthorized practice.
To understand why certain groups may
not act as attorneys, and why particular acts
may not be performed by these and other
groups, it is best to understand the meaning,
rights, and duties attendant upon the phrase
“attorney at law.”
Persons acting professionally in legal for
malities, negotiations, or proceedings, by
the warrant or authority of their clients,
may be regarded as attorneys at law,1 and
their duties have been defined as the prepara
tion of pleadings and other papers incident
to actions and special proceedings, the man
agement of such actions and proceedings
on behalf of clients before judges and
courts, conveyancing, the preparation of
legal instruments of all kinds, and, in gen
eral, all advice to clients and all action taken
for them in matters connected with the law.2
However, the right to engage in these
duties is not a natural right, nor is it one
guaranteed by the Constitution,3 but rather
it is a specially conferred privilege. Con
temporary research has shown that the first
legislative grant of this privilege was in the
Statute of 4 Henry IV , c. 18 (1 4 0 3 ), which
tersely provided that attorneys might be ex
amined by the justices and their names put
upon the rolls.4 That this selective doctrine
has survived to the present day is best exem
plified by the ruling of Vann, J., in the
leading case of M atter o f C o-O perative L a w
1National Sav. Bank v. W ard, 100 U. S. 195
(1879).
2In R e Duncan, 83 S. C. 186, 65 S. E . 210 (1909).
3M axw ell v. Dow, 176 U. S. 581 (1900).
42 R . C. L . 940 et seq.
* Reprinted from
M arch, 1936.
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Co.,5 “The practice of law is not a business
open to all, but a personal right, limited to a
few persons of good moral character, with
special qualifications ascertained and cer
tified after a long course of study, both gen
eral and professional, and a thorough exam
ination by a State board appointed for the
purpose. The right to practice law is in the
nature of a franchise from the State con
ferred only for merit. It cannot be assigned
or inherited but must be earned by hard
study and good conduct. It is attested by a
certificate of the Supreme Court and is pro
tected by registration. No one can practice
law unless he has taken an oath of office
and has become an officer of the court, sub
ject to its discipline, liable to punishment
for contempt in violating his duties as such,
and to suspension or removal. It is not a
lawful business except for members of the
bar who have complied with all the condi
tions required by statute and the rules of the
courts.” In the Connecticut case of In re
D urant,6 it was held that an attorney at law
is an officer of the court exercising a privi
lege or franchise to the enjoyment of which
he has been admitted, not as a matter of
right, but on proof of fitness, through evi
dence of his possession of satisfactory legal
attainments and fine private character.
In definition, the field of the attorney’s
work and the qualifications for candidacy
are clear and precise. In practice, however,
the fields have been often trespassed, some
times deliberately, sometimes inadvertently
because the dividing fence was not visible.
The most flagrant violators have been, not
the unlicensed individual, but corporations,
banks, and fiduciary associations.
The doctrine that a corporation may not
properly execute the office and duties of an
attorney has received practically unanimous
confirmation in the State jurisdictions. In
M atter o f C o-O perative L a w Co.,7 the cor
5198 N. Y . 479, 483, 92 N. E . 15, 16 (1910).
680 Conn. 140, 67 Atl. 497 (1907).
7198, N. Y . 479, 92 N. E . 15 (1910).
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poration was organized to render legal ser
vices of all kinds under a general State
statute which authorized incorporation for
“any lawful business.” The plan of forma
tion contemplated routine service by the cor
poration, the work being handled by em
ployed attorneys who were paid a fixed sal
ary, with all fees collected by the corpora
tion. In condemning this purpose of incor
poration, Justice Vann stated, “A corpora
tion can neither practice law nor hire law
yers to carry on the business of practicing
law for it any more than it can practice
medicine or dentistry by hiring doctors or
dentists to work for i t . . . The legislature in
authorizing the formation of corporations
to carry on 'any lawful business’ did not in
tend to include the work of the learned pro
fessions . . . Business in its ordinary sense
was aimed at, not the business or calling of
members of the great professions, which
for time out of mind have been given exclu
sive rights and subjected to peculiar respon
sibilities.”8
In a factual situation but slightly dif
ferent, the Supreme Court of California
reached the same conclusion.9 In this case
the corporation solicited memberships which
entitled the subscribing member, by paying
a fixed annual assessment of $24.00, to re
ceive free of charge any and all legal advice,
preparation, or representation needed. The
court readily held that organization for such
purposes was not within the incorporation
statutes of the State, that such practices
were an unauthorized encroachment into
the practice of law, and capable of being
restrained by injunction. The court said:
“Though all the directors and officers of a
corporation be duly licensed members of
the legal profession the practice of law by
the corporation would be illegal neverthe
less.”10
The right to practice law attaches to the
individual and dies with him. It cannot be
made the subject of business to be sheltered
under the cloak of a corporation having
marketable shares descendible under the
8Id. at 484, 485, 92 N. E . at 16, 17.
9People v. California Protective Corp., 76 Cal.
App. 354, 244 P ac. 1089 (1926).
10Id . at

244 Pac. at 1091.
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laws of inheritance.11 But a moment’s re
flection is necessary to appreciate why the
courts have adopted this stringent view.
Were it possible to incorporate to practice
law, shares of stock would be subject to
transfer and disposition. Quite readily
these certificates would come into posses
sion of men not members of the bar. Within
a comparatively short period the corpora
tion, organized for work in the administra
tion of justice, would be controlled, man
aged, and subjected to the policy dictates of
the laymen. Likewise, since a corporation
can not comply with the established requi
sites for admission to the bar, it follows that
the practice of law is not a lawful enterprise
for a corporation. While for many purposes
a corporation is a person, it cannot possibly
attain the personal requisites of training,
character, and integrity. It is not, then, such
a person as may receive a license to practice
law. Lastly, as a corporation cannot engage
in the practice directly, so it cannot do in
directly that which is forbidden, by employ
ing attorneys to practice for it.12
Less brazen, but none the less improper,
has been the assumption of the right to en
gage in certain legal practices by banks and
banking companies, including strictly fidu
ciary associations. Selection of such organ
izations as trustees and guardians of estates
has led many of them to the belief that the
duties inherent in these tasks qualified them
to draw up the papers that provided the
selection. The fallacy of their belief has
been strongly stated by many courts. Thus
in In R e E astern Id ah o L oan and Trust
Co.,13 the respondent advertised that it made
“a specialty of drawing contracts, deeds and
mortgages,” and also that it was especially
well trained in the preparation of wills. In
defense to a citation for contempt, the trust
company pleaded that such acts did not con
stitute the practice of law, that they were,
in effect, little more than clerical details
closely analogous to those performed by the
scriveners of the past century. Justice Lee,
however, found the organization guilty of
11State e x rel. Lundin v. M erchants’ Protective
Corp., 105 W ash. 12, 177 Pac. 694 (1919).
12M atter o f Co-operative Law Co., 198 N. Y .
479, 92 N. E . 15 (1910).
1349 Idaho 274, 288 Pac. 157 (1930).
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contempt for unlicensed practice of law in
contravention of the State statute, saying:
". . where an instrument is to be shaped
from a mass of facts and conditions, the
legal effect of which must be carefully de
termined by a mind trained in the existing
laws in order to insure a specific result and
guard against others, more than the knowl
edge of the layman is required; and a charge
for such services brings it definitely within
the term ‘practice of the law’.”14
In a recently decided Illinois case,15 Ju s
tice O rr condemned in bitter language the
activities of the bank in soliciting and con
ducting a law business. By means of adver
tising, “drives,” contests, and other unethical
solicitation, the bank had secured a large
foreign-born clientele, for whom legal ser
vices were rendered without charge if the
bank be named trustee or executor, and at
regular professional fees if another be se
lected. Attorneys were employed on regular
salaries by the bank to draw the papers,
conduct litigation, foreclose mortgages held
by the bank, and to perform practically all
legal services required by the banking cus
tomers except the obtaining of divorces.
The court said: “It is no less a usurpation
of the function and privilege of an attorney
and an affront to the court having sole
power to license attorneys, for one not
licensed as such to perform the services of
an attorney outside of court proceedings.”16
The Court of Appeals in Ohio has ruled
that, although not prohibited by criminal
statute, it is unlawful for a corporation to
practice law or maintain a legal department
or hire attorneys and advertise their services
for the use of others.17
The third and last group of cases, those
concerning practice by an unlicensed indi
vidual, have received no greater mercy in
the courts. While transgression by an indi
vidual is generally of a petty character, it
is nevertheless more deliberate than that of
a bank or trust company. The unauthorized
practitioner is, in the words of the street,
14Id . at —, 288 Pac. at 159.
15People e x rel. Illinois State B a r A ss’n v.
Peoples Stock Y ard s State Bank, 344 Ill. 462,
176 N. E . 901 (1931).
16Id . at

176 N. E . at 906.

17Dworken v. Apartment House Owners’ Ass'n,
38 Ohio App. 265, 176 N. E . 577 (1931).
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the “chiseler.” It has been stated that for
one not an attorney to hold himself out and
pretend to practice as such is criminal con
tempt, a direct effort to impair the functions
of the court, and this, despite the fact that
the parties with whom the pseudo attorney
was dealing knew that he was not an attor
ney.18 Along the same line the syllabus of
the court in F itchette v. T aylor,19 a Minne
sota case decided in 1934, states, “I f for
compensation, counsel as to legal status and
rights of another and conduct in respect
thereto constitutes the practice of law. Such
practice by laymen is unlawful.” The court
further pointed out that injunction is a
proper remedy to prevent such practices
when asked by attorneys acting for them
selves and other affected members of their
profession. The character of the right to
practice law, is a special privilege and fran
chise, and as such is a sufficient property
right to justify protection by injunction.
In condemning unauthorized practice of
law, one salient feature should not be over
looked. Practice of law by a corporation is
unethical and prohibited. In the same man
ner prosecution of legal activities by a bank
or trust company cannot be approved. How
ever, in none of these instances would the
organization be in position to violate the law
unless certain men previously admitted to
the bar under the theory of good character
expressed a willingness to auction their
privilege and so assist the association in its
unethical ventures. Under no circumstances
may an organization be absolved from con
demnation, but too often does the unscru
pulous attorney escape without censure.
The privilege awarded him to practice law
carries with it not only a demand of the
finest conduct, but also that of unwavering
loyalty to his profession. By contracting
with a corporation or fiduciary to furnish
his legal ability to be marketed as a commod
ity, the attorney violates the most sacred
canons of trust imposed by the ethics of his
profession. On the other side of the picture,
the banks and trust companies have ex
pressed a desire to cooperate fully with the
Bar in seeking to establish and maintain a
definite line of demarcation between the
18I n r e Morse, 98 V t. 85, 126 Atl. 550 (1924).
19191 Minn. 582, 254 N. W . 910 (1934).
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duties of the two groups. The more repu
table of these firms have taken the initiative
of advising clients to consult their own at
torneys on any and all matters calling for
legal knowledge and determination. It is
evident, therefore, that the obligation rests
directly upon the practicing attorney to see
to it that neither corporations, banks, trust
companies, nor unlicensed individuals are
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permitted to continue the practice of law.
The various courts have expressed a sincere
willingness to cooperate by enjoining unlaw
ful practice, if the violation is brought to
their attention by regular proceedings. Selfpreservation in his profession would thus
seem to demand of the practicing attorney
that he take a sincere interest in curbing
unlicensed practice.

T he A m erican M e rch a n t’s
R esponsibilities In M o d e rn L ife *
by

J

am es

O.

M

cK in s e y

,

C.P.A.,

Chairman of the Board and General Manager, Marshall Field & Company,
Chicago, Illinois.
D ID not select the topic on which I am
to speak to you. It was assigned to me by
our distinguished Chairman. Many years
ago when I first commenced to talk before
organizations of this type I sometimes
argued with the program maker concern
ing the subject on which I was to speak.
During recent years, however, I have found
it wise to adopt the attitude of the distin
guished philosopher who was asked to speak
at a well-known young ladies’ college. The
young lady who was Chairman of the P ro
gram Committee wrote to him, suggesting
that he give considerable thought to the title
of his talk since she was very desirous that
it harmonize with the rest of the program.
In replying, he sent her twenty titles and
told her to select whichever one best suited
her purpose for it did not make any differ
ence to him since he would say the same
thing regardless of which title was used.
Proceeding with the same point of view I
shall take some liberties with the title of my
talk and will attempt to discuss with you the
following:
1. The place of the American merchant
in our industrial organization.
2. His responsibilities in this organiza
tion.
3. The requirements for fulfilling these
responsibilities.

I

* Address at 24th Annual Meeting o f Chamber
o f Commerce o f the United States, April 30, 1936.

P lace o f the M erchant in Our E con om ic
Organization
To understand the present position of the
American merchant in our economic life, it
is necessary for us to have clearly in mind
the developments in our economic structure
since the time of the industrial revolution.
I assume all of you are aware of the long
road we have traveled from the simple
household economy which existed prior to
the industrial revolution to reach the spe
cialized industrial organization of today. In
the former type of organization family was
a complete industrial unit producing a
finished product ready for the consumer’s
use and acting as selling agent for any sur
plus beyond the family’s needs. In this type
of organization, each member of the family
was a craftsman who could perform all the
activities performed by any other member.
There was little or no specialization in
this form of organization. In our present
form of industrial organization in each
business unit we have various groups of
specialists each performing a comparatively
minor part of the work required in produc
ing and selling the finished product.
Many of you will remember Adam
Smith’s classic discussion of the specializa
tion involved in the production of a pin
which he presented in his “Wealth of Na
tions.” The type of specialization which he
described has been carried to an almost un
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believable degree in all types of industrial
and commercial activity.
In the individual industrial unit we no
longer have the old-time craftsman. Each
member of the organization becomes a
specialist in performing certain activities.
Some purchase the raw m aterials; some
perform the processing necessary to con
vert these into finished products; some are
responsible for the sale of the products and
others are responsible for procuring the
capital necessary to finance all these activi
ties. Many other specialists are employed to
perform technical activities of various
kinds.
All of you are familiar with the extent
to which this specialization has grown in
modern industry. There is no doubt that
this type of specialization tends to promote
skill in the performance of individual
activities but it increases greatly the com
plexity of management problems, since it
makes necessary the coordination of the
activities of these specialists and the co
ordination of human activities is the most
difficult with which mankind has to deal.
It is not difficult to coordinate mechanical
activities but the coordination of human
activities is extremely difficult because this
cannot be accomplished by the use of static
controls. Failure to recognize this fact has
led to some of our most difficult problems
in both our economic and political life.
As industrial units become larger, the
problem of cordination becomes so complex
that it is difficult to secure executives with
sufficient breadth of view and experience to
supervise efficiently all the various activi
ties which must be performed. This prob
lem has become more difficult as the ulti
mate consumer has been educated to desire
an ever-increasing variety of products and
services. The consumer is no longer satis
fied to select the product she buys from a
few samples. She desires a large number
of products and a wide range of designs and
styles from which to select the specific prod
uct which pleases her fancy. No one manu
facturer can produce all the products which
must be presented for her selection. These
must be drawn from various types of manu
facturers and from various parts o f the
world. You have come to realize, there
fore, the need for a selling agency separate
from the producer who will collect products
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of various types, styles and designs from
various producers located in various coun
tries so that the customer can satisfy her
insatiable desire for something different.
The producer has spent millions of dol
lars in advertising to make the consumer
dissatisfied with what she has. This situa
tion which the manufacturer has helped to
develop has, in turn, made necessary the
development of special agencies to satisfy
the consumer’s desire.
In the period o f rapidly increasing popu
lation such as we had in America for nearly
two centuries after the founding of the re
public, the m ajor problem facing American
industry was to produce sufficient to meet
the needs of the rapidly increasing con
sumers. During this period the primary
problem of management was production
rather than distribution. Manufacturing
plants were increased with incredible rapid
ity and production techniques and methods
were greatly improved which made possible
a continuous increase in the volume of pro
duction of finished products.
During the past quarter of a century the
rate of increase in population has declined
and as a consequence there has been an in
creasing need for stimulating greater con
sumption in order to utilize to a maximum
degree the production facilities available.
One of the agencies developed for this pur
pose is the American merchant. The pur
pose of the American merchant, therefore,
is to serve as an agency to better stimulate
and to better satisfy the desires of the ulti
mate consumer so that we may use more
effectively the production facilities which
must be operated if we are to provide em
ployment to our millions of workers and
provide a return on the capital invested in
these facilities.
Viewed from this point of view, the
American merchant is an integral and use
ful part of our specialized industrial ma
chine. He is not an unnecessary appendage
on our economic body as many politicians
and social reformers would lead us to be
lieve. The attitude of many of those who
criticize the American merchant reminds
me of the member of the non-partisan
league in North Dakota who asked the
undertaker to come to his farm house to
take care of his wife. The undertaker, much
to his amazement, found that the woman
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was not dead but only ill and told her hus
band that he should send for the doctor and
not the undertaker. To this the non-partisan
leaguer replied, “No, I don’t want anything
to do with these damned middlemen.”
R esponsibilities o f the A m erican M erchant
It seems appropriate we should consider
next what responsibilities the American
merchant must recognize if he is to occupy
the position in our industrial organization
which we have outlined. I think our discus
sion of his position in our industrial life
indicates that his primary function is one
of service. I suggest, therefore, that his
m ajor responsibility is to render service to
the following:
1. Customers
2. Producers
3. Employes
4. Stockholders
5. The Public
(a ) Service to Customers
It is the responsibility of the merchant to
seek to ascertain the desires and needs of
that class of consumers to whom he thinks
it is wise to appeal and to strive to satisfy
these insofar as it is ethically and economic
ally sound to do so. As a representative of
the producer it is his responsibility also to
seek to stimulate the desires of customers
so as to increase consumption. Many im
portant economic problems are involved in
determining the extent to which the stimu
lation of consumption is wise. During re
cent years we have heard much about the
desirability of increasing purchasing power
which, I assume, includes also the stimu
lation of purchasing desire since purchas
ing power which is not exercised is not e f
fective. Leaving out of consideration the
question as to the efficacy of the methods
which have been suggested for increasing
purchasing power I venture to suggest there
are yet some problems not solved concern
ing the rapidity with which it is desirable
to increase such power when our economic
situation is viewed from the long-run point
of view. The American merchant, there
fore, cannot proceed upon the theory that
it is wise for him to seek to stimulate pur
chasing power indiscriminately. There can
be no question, however, that the stimula
tion of the desire to purchase products is a
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part of his responsibility as a unit in our
industrial machine.
(b ) Service to Manufacturers
The merchant is the agency through
which the goods of the manufacturer pass
into ultimate consumption. Unless this
function is performed in a satisfactory
manner it is obvious that the manufacturer
cannot survive.
The merchant having intimate contact
with the consumer should be able to trans
late his desires to the manufacturer so that
the latter can produce those goods for
which there will be a ready sale. A fter the
goods are produced the merchant must
share with the manufacturer to some de
gree the responsibility of placing these
goods into consumption or else an economic
waste results.
The merchant and the manufacturer
must realize that they have a mutual in
terest. Neither can survive without the
other. Each is unwise if he seeks temporary
profit at the expense of the other. I believe
that one of the important reasons for the
maladjustments which take place periodic
ally in our industrial structure is the failure
on the part of the merchant and the manu
facturer to realize their mutual dependence
on each other.
At the risk of seeming unduly idealistic,
I venture the opinion that our economic or
ganization will not function effectively un
til the merchant and manufacturer recog
nize this mutual inter-dependence and seek
through cooperation to formulate a pro
gram for the smooth flow of goods from the
workers’ bench to the ultimate consumer
with the minimum amount of cost and the
maximum amount of service to the con
sumer.
I
believe it is inevitable that unless we
minimize the warfare between the different
units of our industrial organization we will
continue to create situations which will en
able the opponents of the capitalistic sys
tem to restrict further our freedom of
action. I think the economic and political
conditions which exist at the present have
been aggravated by the short-sighted atti
tude of the management in many of our
mercantile institutions in forcing depart
ment heads to take advantage of distressed
conditions in the manufacturing field as a
means of seeking temporary advantages by
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offering low-priced merchandise to the con
sumer. This is not the time nor the place
to discuss the economics of this problem.
I would emphasize, however, that the
American merchant should recognize his
responsibility to provide service to the
manufacturer both as an agent of distribu
tion and as a means of interpreting con
sumer desires and that both the merchant
and the manufacturer must recognize their
responsibility to serve each other as depen
dent units of our industrial organization.
(c ) Service to Employes
I think it is safe to say that the merchant
in the larger mercantile units must depend
to a greater degree upon the initiative and
judgment of his employes than does any
other class of entrepreneur. It is impossible
to control the purchase of styled merchan
dise by means of exact rules and regula
lations. The buyer must be given consider
able latitude in selecting the products pur
chased. Those responsible for the sale of
these products must be given considerable
freedom in establishing prices and in deal
ing with customers. It is impossible to
supervise the activities of those engaged in
buying and selling such products with the
same degree of exactness with which one
can supervise those who are buying and
selling products which can be defined by
means of standard specifications.
Under these conditions it is most impor
tant that the merchant has a high grade of
personnel. This requires not only that he
has personnel of ability but also that this
personnel be activated by a high degree of
responsibility and loyalty to the institution.
It is necessary that the merchant be as
sured the personnel have the right point of
view and are motivated by the proper
morale.
There has been much discussion during
recent years concerning what the working
classes most desire from their employers.
Many have contended that the two m ajor
desires of the working classes are a living
wage and security of employment, and that
if they receive these two requirements they
will be satisfied and efficient. I, for one,
cannot subscribe fully to this belief. The
inmates of a prison have both of these re
quirements since they are provided a living
and certainly have security of employment.
I have heard no one contend, however, that
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the most efficient and best-satisfied em
ployes are found within prison walls. I
believe that the typical employe in a mer
cantile establishment desires far more than
these two things.
He desires to be an integral part of a
group which is seeking objectives in which
he believes and he also desires as much
freedom as possible in developing his own
individuality as a member of this group.
One of our m ajor problems is to develop
that type of organization which will pro
vide sufficient control of the activities of
the members of the group to secure a co
ordination of their activities and at the same
time provide them sufficient freedom so that
we may insofar as possible give those who
are capable an opportunity to develop that
initiative and resourcefulness and ingenuity
which was so characteristic of the old-time
merchant who developed as an individual
istic entrepreneur.
The merchant has the responsibility of
developing this type of organization and of
selecting and training personnel as mem
bers of this organization so that he can
function effectively as a specialized unit in
our industrial organization. Unless he can
accomplish these objectives he will not be
able to render proper service to his cus
tomers, to the manufacturers he represents
or to his employes.
(d ) Service to Stockholders
It seems obvious to those of us who are
believers in the capitalistic system that the
merchant must recognize his responsibility
to render service to his stockholders by pre
serving the capital they have invested to his
care and earning a reasonable return on this
capital. I have purposely postponed a dis
cussion of this responsibility until we have
discussed his responsibility for rendering
service to customers, manufacturers and
employes for it seems to me it is impossible
to render proper service to stockholders
from the long-run point of view unless ser
vice is first rendered to the first three
classes.
I venture to suggest that some merchants
have considered their responsibility to
stockholders from the short-run point of
view and because of this have not rendered
proper service to customers, manufacturers
and employes which, in the end, has made
impossible the rendering of proper service
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to stockholders. Unless efficient service is
rendered to the first three classes inevitably
maladjustment will result which will make
impossible the earning of a satisfactory re
turn on the capital of the stockholders.
In considering many problems the point
o f view of all these classes must be con
sidered at one and the same time but the
merchant must always recognize that his
primary responsibility is to perform effi
ciently the service which customers, pro
ducers and employes have a right to expect
from him. I f he cannot do this and at the
same time earn a satisfactory return on the
capital invested then he should cease to
operate for he does not perform a sound
economic function.
(e ) Service to the Public
The merchant is a specialized unit in our
great industrial machine the primary pur
pose of which is to serve the public. I
would emphasize that this is the m ajor pur
pose of our industrial organization for
otherwise there is no economic and social
justification for the capitalistic form of or
ganization. The primary purpose of the
capitalistic system is not to earn profits for
capitalists. Its primary purpose is to serve
the public. Those o f us who believe in a
capitalistic system favor the earning of
profits as a reward for efficiency in the use
of capital not because we believe this is the
primary purpose of the system but because
we believe that by the earning of such
profits the efficiency of the system is so in
creased that it serves the public better than
it would if there were no profits.
Some would-be social reformers are ac
customed to discuss the relative merits of
“Producing for profit” and “producing for
use.” I think the implications of this
phraseology are very misleading. All pro
duction should be for the purpose o f sat
isfying our economic needs. In other words,
all production is for use. W e do not pro
duce for profit under the capitalistic sys
tem ; we merely pay profits for certain ser
vices rendered in the production process in
the same way in which we pay wages for
certain services rendered in the same
process. W e believe that we secure better
services from the workers by paying each
of them in accordance to the service he
renders and giving him the freedom to use
what he earns in whatever way he desires
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rather than promising to give him in re
turn for his services a prorata share of the
goods produced. In the same manner, we
believe we obtain better services by the
granting of profits to management and cap
italists in accordance to what each con
tributes in each individual enterprise than
we would by giving all of these a prorata
share of the total goods produced irrespec
tive of their individual contribution in each
enterprise.
I think it is fundamental that we clearly
understand this point of view. I f those of
us who believe in this type of organization
are to maintain our position against its op
ponents it will not be because of our in
sistence that the capitalist has any inherent
right to earn profits but only because we are
able to demonstrate to the majority that by
the granting of profits we secure greater
benefits for the public. It may be that in
some far-distant Utopia the granting of
profits may not be necessary. At present we
must accept human nature as it is and utilize
as incentives those rewards which our
present stage of civilization would bring
to the public the best results.
The American merchant must recognize
his responsibility to render a public service
if he is to survive as an important part of
our economic organization.
R equ irem en ts f o r Fulfilling T hese
R esponsibilities
I f the merchant is to fulfill the responsi
bilities we have discussed, it is necessary:
1. That he consider his problem from a
broad point of view. He must realize he is
but a service unit in the great economic or
ganization which is built to serve the eco
nomic needs o f society. He must realize
that his future is dependent upon the ex
tent to which he performs a useful service
in this organization and that he must be
willing to cooperate with other units of the
organization to enable it to so serve the pub
lic so that it can continue to exist.
2. That he approach his problems from
the research point of view. He must realize
that management problems have become so
complex that it is impossible for any in
dividual or any group of individuals to have
sufficient knowledge or sufficient experi
ence to make wise decisions with reference
to all of these. He must, therefore, be con

1936

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

tinuously seeking through research the
knowledge and experience of all those en
gaged in economic activities insofar as this
knowledge and experience is applicable to
his concrete problems. He must seek
through research to forecast the trends of
economic, social and political conditions
and to determine the effect of these on his
specific problems. It is apparent, of course,
that he cannot do this with accuracy. I f it
were possible to develop a method by which
this could be done accurately there would
be no need for the ability which we think is
so necessary for effective administrative
work. There is always need for the exercise
of that judgment which should be charac
teristic of the efficient executive.
3. That he develop a form of organization
which is suitable for the coordination of
specialized activities but at the same time
provides for as great a degree of freedom
as possible for the individual members of
the organization. The development of the
proper form of organization is one of our
most urgent needs in our economic, political
and social life.
4. That he develop a type of personnel
which would be inspired with the broad
point of view we have outlined and at the
same time be efficient in dealing with the
concrete problems of every-day business
life.
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5.
That he realize that the primary es
sential for constructive action in a con
stantly changing world is broad-minded,
energetic thinking. Painful as it is to many
there is no substitute for hard thinking—
thinking which is not carried on for the
pleasure obtained from mere intellectual
exercise but thinking which is activated by
a sincere desire to produce actions which
are compatible with the present stage of our
economic developments.
In conclusion may I say that I realize I
have pictured what may seem to some to be
an idealistic program. It may seem that I
have suggested that the American merchant
assume responsibilities far beyond what is
practical for him to undertake. I realize
the significance of these possible criticisms.
I would emphasize, however, that present
times are sufficiently serious to necessitate
heroic action by those of us who believe
that the public good will be served better
by an evolutionary rather than a revolu
tionary process of changing our economic
life.
I f we do realize that there is need for
such action I cannot help but believe that we
will better obtain our objectives by spend
ing some time gazing through an economic
telescope rather than by concentrating on a
study of our balance sheet alone.

S e e n In P u b lish e d F in a n c ia l S ta te m e n ts
by W . T .

S u n l e y , C .P .A .,

D efer r ed C h a rg es

and

Definition— The place of deferred charges
and prepaid expenses in the accounting
scheme is described in the following words
by C ox:
“One of the main problems of accounting
is the adjustment of the general ledger to
bring it into accord with the actual financial
condition at the end of the financial term . . .
Prepaid expenses, also termed ‘deferred ex
penses’ and ‘deferred charges to operation,’
constitute expenditures in excess of the por
tion applicable to the present period, by rea
son of which a smaller expenditure will be

P

Chicago, Illinois

r e p a id

E

xpen ses

required in subsequent periods. They thus
represent asset values to be charged to ex
penses in proportion to their consumption
during future periods.
“The prepaid expenses of the average
business usually comprise such items a s :
1. Insurance premiums paid in advance
2. Rent and royalties paid in advance
3. Interest and discount paid in advance
4. Organization expenses
5. Advertising contracts
“I f the policy be adopted of charging
against current income all expenditures on
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the above items as and when made, the
profits of certain periods might and prob
ably would suffer a detriment for the benefit
of other periods. Moreover, the value of
comparisons between the operations of one
period and those of another would be utterly
destroyed. For this reason conservative ac
counting recommends that at the end of
every fiscal period a sharp distinction be
drawn between the expenses applicable to
the period which has ju st expired and the
expenses applicable to subsequent ones, and
that each be charged only with its proper
portion.”1
The theory of the deferring of such
charges is well presented by P ato n :
“The general principle that costs incurred
in one period but which clearly attach to the
operations and activities of one or more
succeeding periods should be systematically
prorated over the entire period in which the
effect of the charges is registered is univer
sally accepted. Thus insurance premiums
are prorated over the life of the policy, costs
of opening an ore deposit are spread over
the period of extraction, costs incurred in
the form of goods on hand are treated as
inventories until the goods are sold, and— to
refer to a still more outstanding example—
costs of buildings and equipment, to the ex
tent depreciable, are spread over the esti
mated useful life. In fact, all assets consist
ing of the cost of elements to be used in
production are in one sense merely deferred
charges to revenue, and the process of ex
pense accounting in this connection consists
essentially of the effort to assign an appro
priate part of such costs to each operating
period.
“Accordingly the use of the term 'de
ferred charges to operation’ to designate
particular items or groups of items in the
financial statement is of doubtful advantage.
A large part of the asset total on the typical
balance sheet consists of costs of future
revenues. As Hatfield puts it, in ‘Account
ing— Its Principles and Problems,’ ‘the total
cost of machinery is . . . simply an expense
of production . . . logically similar to any of
the deferred charges or prepaid expenses
which also appear among the assets’.”2
1“Advanced and Analytical Accounting,” pp.
12, 14.
2“Accountants’ Handbook,” second edition p.
1104.
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A re T hese Item s A ssets?— The question
not infrequently arises as to whether these
items are assets and are properly included
under that caption on the balance sheet.
American W ater W orks and Electric Com
pany avoids question by styling the left side
of its balance sheet “Assets and Deferred
Charges.” The same title is given by E ast
ern Gas and Fuel Associates.
It must be admitted that many deferred
charges and prepaid expenses have no value
realizable in cash. Some carry a right to
receive future service, others have not even
that status. As Bell says, “bankers generally
disregard all such items.”3 The accounting
requirements that the balance sheet balance
and that everything which disappears from
the debit side be removed also from the
credit side demand that the elimination of
an asset be accompanied by an equal reduc
tion of a liability or of net worth. The re
duction of net worth, if such items as these
were to be eliminated therefrom, would re
quire charging income, or perhaps surplus.
Since the whole purpose of the deferring is
to avoid the income charge at the time, it
seems necessary to consider them as assets
or else revolutionize our whole thought re
garding the relationship between the balance
sheet and the income statement.
Paton, however, issues the warning that
“while the technical use of the expression
‘deferred charges’ to refer to a clear-cut
group of balance sheet items, such as pre
paid rent, unexpired insurance, etc., need
not be deemed improper, the use of the term
as a catch-all to cover miscellaneous and
more or less dubious balances is decidedly
objectionable. It is high time that the ac
countant more generally come to realize that
there is no place in a proper balance sheet for
a misleading heading under which can be
grouped balances representing doubtful or
definitely bad ‘assets’ which the management
does not desire to recognize in their true
character or balances representing items
which have not been analyzed or interpreted
simply because they raise certain difficult
questions. To set up such a heading is an
admission of culpability or incompetence or
both. The least that can be done with any

3“Accountants’ Reports,” third revised edition,
p. 52.
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such balances is to attach a full explana
tion.”4
Some of the best material Montgomery
ever turned out is on this subject:
"The term ‘good accounting practice’ is
not wholly a technical expression; it is an
inclusive term and comprehends moral as
well as business practices. A corporation
may start with a cash-paid-in capital of
$1,000,000. Pursuant to a well-defined plan
it may expend most of the capital in devel
opment expenses during the first year or
two. At the end of the third year its balance
sheet may show either a large deficit or de
ferred charges, depending on the method of
bookkeeping. I f a deficit is shown, stock
holders may be discouraged and sell out
their stock at a loss. The favored few who
realize that the balance sheet does not cor
rectly state the condition of the corporation
may buy this stock at much less than it is
actually worth. During the fourth year
large profits are shown to have been earned,
because there are no deferred expenses to
be charged off. The stock goes up and those
who are fortunate enough to know that the
books misrepresented actual conditions will
reap the benefit. The balance sheet showing
the large deficit and the later income account
showing the increased profit were both in
correct.
“The foregoing comments must be re
stricted to expenditures which clearly aid or
which are intended to aid subsequent pe
riods. From the standpoint of good account
ing practice, there is no option of how the
items shall be charged. The function of
accounting is to portray in a scientific man
ner the financial condition of a business. If
expenses are incurred in a single year or
during a few years, and if those expenses
are incurred wholly for the purpose of in
creasing profits in future years, such ex
penses are clearly in the nature of an invest
ment. I f they are charged off as expenses
in the year they are incurred, the current
book profits are smaller and the subsequent
book profits are greater than is actually the
case, and the real purpose of keeping the
books is defeated; the books do not present
the real condition of the business. Charging
such expenditures to periods which cannot
4“Accountants’ Handbook,” second edition, p.
1104.
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realize the benefits is bad accounting prac
tice.”5
D ifferentiation B etw een D e f e r r e d
C harges and P repaid E xp en ses.— Some au
thors draw a fine distinction between de
ferred charges and prepaid expenses. This
distinction is generally made by saying that
although both classes of items represent ex
penditures which will yield a future benefit,
the term “deferred charges” should be
limited to those expenditures of this type
which represent services fully rendered,
whereas, “prepaid expenses” represent a
right to receive future service. “Accounting
Terminology” defines the latter group as
“The opposite to ‘accrued expenses’ in that
they have already been paid, although the
benefits derived therefrom apply to the fu
ture. Expenses which have been entered in
the accounts for benefits not yet received
by the concern. They represent an invest
ment of working capital in advance of re
ceiving service and include prepaid rent,
prepaid interest, unexpired insurance and
similar items.”6
Montgomery makes the same general dis
tinction, saying that “prepaid expenses, be
ing merely advance payments for services
yet to be rendered, are in a sense enforce
able claims with respect to such services and
should always be apportioned to the periods
during which the services will be rendered.
Deferred charges, on the other hand, since
they relate to payments for services with
respect to which the payee has done all he is
required to do, may often be considered in
their entirety as expenses of the period in
which they were incurred, or they may be
allocated to several periods.”7
The distinction seems reasonable until one
tries to apply it to certain of the items fre
quently withheld from current charges to
expense. For example, in expressing the
differentiation, Montgomery says that “dis
count on notes and bonds payable and insur
ance premiums are prepaid expenses,”8 but
“Accounting Terminology” says that de
5“Auditing Theory and P ractice,” fifth edition,
p. 287.
6P. 60.
7Op. Cit., p. 289.

8Op. Cit., p. 288.
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ferred charges “include such items as dis
count on bond sales or mortgages.”9 In
other words, even the authorities who make
the distinction disagree among themselves
as to how it should be applied.
Montgomery, however, points out that
“the chief value of the distinction lies in the
segregation of the types of expenditures
with respect to which the auditor has no
choice of treatment from those with respect
to which he may in some measure exercise
an option.”10 Prepaid expenses as differen
tiated above should definitely be deferred to
the extent to which service is yet to be re
ceived, whereas deferred charges are de
ferred through the exercise of an option to
defer them or some part of them to the ex
tent to which the amount deferred will rep
resent a proper charge against future earn
ings.
The present author concurs that a distinc
tion should be drawn mentally if not on the
balance sheet, between the two types of
items, but, it seems to him that perhaps the
distinction should be based on another fac
tor than whether the service has been re
ceived. The author prefers to think that the
groping effort to differentiate between the
two classes resolves itself into the question
as to whether the postponed charge to in
come has a future value definitely measur
able in units of time or quantity or whether
its future value is not so measurable. Pre
paid insurance premiums, prepaid rent, pre
paid taxes— all these have such a measurable
value, and are prepaid expenses. An adver
tising campaign has not, and its cost is a
deferred charge. Lease improvements and
premiums on leasing have a value which is
measurable, the life of the latter being the
length of the lease, and of the former being
the shorter of the length of the lease, or the
life of the improvement. Both these items
are therefore prepaid expenses. Commis
sion expense on the sale of stock has no such
measurable life and is a deferred charge;
bond discount and expense has and is a pre
paid expense.
Bell summarizes his discussion of the mat
ter as follows:
“Cauchman, in T h e B alance Sheet, rec
9P . 47.
10“Auditing Theory and P ractice,” fifth edition,
pp. 288-289.
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ommends setting up two classes of items,
Prepaid Expenses and Deferred Charges.
In Prepaid Expenses he includes those items
which represent definite claims for service
to be rendered during a specific period for
which settlement has been made; and in
Deferred Charges, items representing ‘costs
incurred and services already received which
are not charged to the periods when they
were received.’ It is not clear as to what
items he advocates including in each of these
groups except that prepaid interest, rent,
taxes, and insurance are indicated as in
cluded in Prepaid Expenses.
“The form of balance sheet recommended
by the Federal Reserve Board calls for clas
sifying as Deferred Charges, not in current
assets, ‘prepaid expenses, interest, insurance,
taxes, etc.,’ the intention evidently being that
any unusual items shall be included in
‘Other Assets.’
“While the connection is perhaps remote,
it is nevertheless interesting to observe that
the Interstate Commerce Commission, in its
standard form of balance sheet for steam
roads (that for electric railways is virtually
the same) prescribes two groups, Deferred
Assets and Unadjusted Debits, as follows:
Deferred A ssets:
W orking fund advances
Insurance and other funds
Other deferred assets (not further de
fined)
Unadjusted debits:
Rent and insurance premiums paid in
advance
Discount on capital stock
Discount on funded debt
Property abandoned chargeable to op
erating expenses
Other unadjusted debits (defined as
debit balances in suspense accounts
that cannot be entirely cleared and
disposed of until additional informa
tion is received; items credited to
operating revenues or operating ex
penses on an estimated basis; unex
tinguished discount on short-term
notes; estimated accrued deprecia
tion on equipment leased; and other
similar items).
“The same commission, in its classifica
tion of accounts for carriers by water, in
cludes virtually the same items as are con
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tained in both the foregoing groups under
the caption Deferred Debit Items.
“The Public Service Commission of the
State of New York prescribes a general
caption Prepayments, included in current
assets, to comprehend prepaid taxes, rent,
insurance, and the like. Such items as un
amortized debt discount and expense are
stated separately under the caption Sus
pense.”11
R ate o f A m ortization .— As said, the dif
ferentiation which the present author pre
fers is that prepaid expenses represent items
in connection with which the postponed
charge to income has a future value definite
ly measurable in units o f time or quantity,
whereas in the case of deferred charges the
future value is not so measurable. On the
basis of this differentiation the principle
governing the amortization of prepaid ex
penses is easily described: such expenses
should be equitably apportioned over the
units to which they are applicable.
The prepaid amount of such items as in
terest and insurance, for example, should
be amortized at such a rate that each ac
counting period will bear its proportionate
share of the total cost, measured in units of
time. “When leases require the payment
of the first and last month’s rental at the
time of signing the lease, the amount of the
last month’s rent will be a deferred item
until the final month of the lease.”12 When
the rate of exhaustion of the prepaid amount
is determined by some other factor than the
passing of time, as in the case of the cost of
mine stripping, where the prepayment loses
its value in proportion to production follow
ing the stripping, the amount of the asset
should be reduced in proportion to the fac
tor to which its future value is related, this
being production in the example mentioned.
Other prepayments will have this relation
to sales volume, and still others to different
factors.
It is to be noted that prepayments which
are related to some other factor than the
passage of time may be reduced by large
amounts in some accounting periods and by
11“Accountants’ Reports,” third revised edition,
pp. 51-52.
12M ontgom ery: “Auditing Theory and P ra c
tice,” fifth edition, p. 302.
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little or nothing in others, this result of the
treatment being entirely proper.
It is also to be noted that the cost of mine
stripping would seemingly be classified as
a deferred charge rather than a prepaid ex
pense by at least some of those who base the
differentiation on whether further service
is to be received as a result of a prepayment.
As pointed out, the illusory nature of this
basis of differentiation makes it unsatisfac
tory to the present author.
Deferred charges whose exhaustion can
not be accurately measured in terms of units
should be written off at such a rate that at
no time is a greater share of the cost left
to be borne by the future than will reason
ably be considered applicable to future earn
ings. Enough has been quoted above from
authorities to indicate that the deferring of
expenses merely because it is not desired to
permit them to be presently charged against
income is looked upon with marked disfa
vor, and some of the findings of the Secur
ities and Exchange Commission indicate
that in this matter it intends to see that good
accounting prevails. In Securities and E x 
change Commission vs. American Gyro
Company, for example, the Commission
said:
“W e cannot leave the subject of misrep
resentations in the registration statement
without directing attention to certain false
and misleading statements on the balance
sheet filed with the registration statement.
The item ‘Development of Inventions’—
carried as an asset in the amount of $81,
713.30 includes approximately $40,000
spent for development of various inventions
which, on or prior to June 30, 1933, the date
of the balance sheet, the registrant admit
tedly had found to be worthless. Sound
accounting principles require that where the
results of experimentation, such as has been
carried on here, are unsuccessful, the re
spective development costs should be writ
ten off as a loss. See Finney, ‘Principles of
Accounting’ (1934 ) 302; Paton, ‘Account
ants’ Handbook’ (1934) 1101; Kester, ‘Ad
vanced Accounting’ (1933) 372; Couch
man, ‘The Balance Sheet’ (1924) 128.
‘Many organizations spend a great deal of
money in experimental work * * * Such
costs are usually carried under “Experi
mental Expenses” or a similar heading until
the final result is determined. I f experi-
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meriting be unsuccessful, the total cost of
such work should not be capitalized, but
should be written off.’ (Couchman, 'The
Balance Sheet,’ op. cit., supra at p. 1 2 8 .)13
In summary, deferred charges absolutely
must not be continued as assets after the
expiration of their applicability to future
operations. Furthermore, even though fu
ture periods will benefit from the charge,
as in the case of reorganization expense, if
that benefit cannot be accurately related on
some basis to those periods it should be writ
ten off at a rapid rate, “usually in equal
though arbitrarily computed instalments." 14
Separation o f P rep aid E x p en ses fro m
Other D eferred Charges. — “Accounting
Terminology” holds that deferred charges
“should not be confused with prepaid ex
penses and should be shown separately.”15
Similarly, Couchman says that “prepaid ex
penses are sometimes included by account
ants with deferred charges. However, un
less the amount is insignificant, prepaid ex
penses deserve a separate heading, for they
are
quite
different
from
deferred
charges.”16 This rule seems, however, to be
followed in a relatively small number of
cases, perhaps because of the difference of
opinion by authorities— pointed out above
— as to which group should contain certain
items.
O f the reports examined as to this fea
ture, only 3% make distinctly separate cap
tions of the two classes. Celluloid Corpora
tion carries :
Prepaid Expenses, Deposits and Advances $44,181
Deferred C harges..............................................
9,725

Consolidated Gas Electric Light and
Power Company of Baltimore distinguishes
prepaid items from other deferred. The
Prepayments are shown under the main
caption Other Assets, with Deferred Items
as a separate main caption.
The report of Stone & Webster, Incor
porated, shows several main captions:
Prepayments o f Insurance, taxes, etc $341,648
Unamortized debt discount and e x 
pense (including $2,551,542 on issues
refunded in 1 9 3 5 )................................. 10,597,954
U nadjusted debits .....................................
336,144
13Securities and Exchange Commission D eci
sions, vol. 1, no. 1, p. 83.
14Montgomery, op. cit., p. 302.
15“Accounting Term inology,” p. 47.
16“T h e Balance Sheet,” p. 31.
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Com bined H eading.— O f the reports ex
amined, 11% embody both classes, in a com
bined heading such as Deferred Charges and
Prepaid Expenses. New England Public
Service Company shows:
P rep a y m en ts and D e fe r r e d C h a rg es :
Prepaid Insurance ..................................... $ 330
Organization Expense — Unamortized
balance ......................................................... 35,525
Other Deferred Charges.......................... 14,508
$50,363

The Lambert Company separates one
kind of prepaid expense and combines all
others with deferred charges:
Prepaid Advertising ................................... $178,551
D eferred Charges and Sundry Prepaid
Expenses ...................................................... 212,753

The Wayne Pump Company displays:
D e fe r r e d C h a rg es and P rep a id E x p e n s es :
Reorganization expenses — Unam or
tized portion ......................................... $ 51 938
49,877
O t h e r ..............................................................
Total deferred charges and prepaid
expenses .................................................... $101,815

United States Hoffman Machinery Cor
poration shows:
Prepaid and D eferred charges............... $32,013

Commonwealth Edison Corporation dis
plays :
D e fe r r e d C h a rg es and P rep a id A cco u n ts:
Unamortized debt discount and
expense ................................................ $22,610,031
M iscellan eo u s.........................................
886,637
$23,496,668

M ention o f P repaid Only.— O f the re
ports examined, 15% mention prepaid ex
penses only, with no term resembling “de
ferred charges.” The Yale & Towne Manu
facturing Company, for example, displays:
Prepaid Insurance, T axes, E t c ....................$59,633

Similarly, Commercial Factors Corpora
tion shows:
Prepaid Expenses ............................................ $8,650

The display by Gillette Safety Razor
Company is identical:
Prepaid Expenses ............................................ $92,640

The Borden Company displays:
Prepaid Item s ................................................ $625,398

Hazel-Atlas Glass Company shows:
Prepaid Insurance, T axes, E tc ................. $200,753

Continental Oil Company displays:
Prepaid Insurance, Royalties, T axes, Etc. $651,979

Undoubtedly many corporations which
mention only preferred have no other de
ferred items and therefore have no reason
to use any other expression. On the other
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hand, the illustrations above and below in
dicate that all the so-styled deferred charges
of some corporations are prepaid expenses.
Popularity o f “D eferred Charges.”— By
far the most popular term is “deferred
charges,” which with its variants is used in
68% of the reports examined. The term
and variants evidence relative popularity as
follows:

penses are one kind of deferred charge, an
opinion in which the present writer concurs.
O f course, if deferred charges include pre
paid expenses, the use of the double caption
creates a redundancy which the author has
permitted in the title of this article, despite
his preference.
The report of Wilson & Co., Inc., includes
prepaid items in deferred:

D eferred
D eferred
D eferred
D eferred
Deferred
Deferred

D e fe r r e d C h a rg es:
Prepaid insurance, etc., ........................ $331,541

Charges .............................................. 50%
................................................................... 6
Item s .................................................... 5
Charges to Future O perations.. 3
Expenses .............................................. 2
Assets .................................................... 2

68%
The next article will comment on special
uses of the terms deferred assets and de
ferred items.
Superior Steel Corporation shows:
Deferred C h a r g e s ..............................................$3,769

Warren Brothers Company speaks o f :
Discounts on Debentures and M iscel
laneous D eferred E x p e n s e s ................. $241,025

The same treatment appears in the report
of A. M. Byers Company:
D e fe r r e d C h a rg es :
Unexpired insurance premiums, pre
paid taxes e tc ........................................... $32 562

The Quaker Oats Company uses both
term s:
D e fe r r e d C h a rg es :
Insurance and other prepaid expenses $413,409

Also Carnation Company:
D e fe r r e d C h a rg es :
Unexpired insurance prem ium s........... $105 801
Prepaid expenses .....................................
159,981
$265,782

Atlas Corporation displays:
D eferred Charges .......................................... $58,454

And the Baldwin Locomotive W o rk s:
D eferred Charges ..........................................$181,672

Also Westinghouse Electric and Manu
facturing Company:
D eferred Charges ..................................... $1,838,998

Thurbur Earthen
speaks o f :

Products

Company

The display by National Distillers Prod
ucts Company is to the same effect:
D e fe r r e d C h a rg es :
Unamortized debenture discount and
expense ...................... ............................
Prepaid Insurance and other de
ferred charges ...................................

D eferred Charges .......................................... $42,573

Liggett & Myers Tobacco Company17
shows only two main captions,— Current
Assets and Other Assets, the latter of
which includes everything not current, in
cluding :
D eferred C h a r g e s ..........................................$124,097

Inclusion o f P repaid E xp en ses in D e
fe r r e d Charges.— Those who use the double
headings mentioned above evidently believe
that deferred charges and prepaid expenses
are different things, neither of which com
prehends the other. The reports of many
corporations, however, contain a showing
which indicates an opinion that prepaid ex
17It is assumed that this is the corporate name
because the Accountants’ certificate— generally
accurate—is addressed thereto and the cover
shows this form , but the report is addressed “T o
the Stockholders o f Liggett & M yers Tobacco
Co. o f New Jersey .”

436,034
$1,088,906

D eferred I t e m s .......................................................$697

National Bearing Metals Corporation also
says simply:

$652,872

The Electric Auto-Lite Company shows:
D e fe r r e d C h a rg es :
Prepaid Insurance, Expenses, and D e
ferred Charges ..................................... $228,372

Industrial Rayon Corporation displays:
D e fe r r e d :
Unexpired insurance premiums, de
ferred taxes, prepaid expense, e tc ... $43,315

The Kendall Company shows:
D e fe r r e d C h a rg es :
Unexpired insurance and prepaid e x 
penses ......................................................... $189,369
Unamortized discount on debentures 326,929
$516,298

“D eferred Charges to Future O pera
tions.”— The more complete heading, “de
ferred charges to future operations,” is
found in a number of reports, including that
of Packard Motor Car Company:
D e fe r r e d C h a rg es to F u tu re O p eration s:
Prepaid Insurance and Other Expense $286,982

This practice is followed by the Goodyear
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Tire & Rubber Company :
Deferred Charges to Future Operations:
Discount on funded debt, less
amount written o ff.......................... $1 337,615
Prepaid insurance and other ex 
penses .................................................. 1,120,682

May,

Similarly, G. R. Kinney Co., Inc., dis
plays immediately following Total Current
A ssets:
Prepaid Expenses:
Insurance Premiums ............................ $ 40,336
Rental Commissions, supplies, e t c . . . . 137,485

$2,458,297

$177,821

Some companies shorten the caption
slightly. United States Smelting, Refining
and Mining Company, for example, dis
plays :

Stew art-W arner Corporation lists the
following items after “ Current Assets” and
“N on-C urrent Receivables, etc.,” but before
“Land and Buildings Not Used in O pera
tions,” “Plant and Equipm ent,” and “ P at
ents, Licenses, Goodwill, etc.” :

Deferred Charges to Operations.......... $4,724,735

Ingersoll-Rand Company styles the item :
Deferred Charges to Incom e.................. $151,756

N o M ention o f Prepaid.— There is no use

of the word “prepaid” in the display by
American W ater W orks and Electric Com
pany :
Deferred Charges:
Unamortized debt discount and e x 
pense .................................................. $2,934,472
Preferred stock discount and e x 
pense of certain subsidiary com
44,618
panies ..................................................
Other deferred charges......................
46,481
Total deferred charges.............. $3,025,571

Location on Balance Sheet. — Deferred
charges usually appear near the bottom of
the asset side of the balance sheet. In “E x 
amination of Financial Statements by Inde
pendent Public Accountants.”18 The main
balance sheet captions are shown as, in
order, Current A ssets; Investm ents, P rop
erty, P lant and E quipm ent; Intangible As
sets ; D eferred C harges; and O ther Assets.
Form 10-K for Corporations follows ex
actly the same order.
In practice, however, many variations are
seen. The main captions of Ainsworth
M anufacturing Corporation are Current
A ssets; Prepaid Insurance, Taxes, etc.;
O ther Investm ents; and Fixed Assets.
Colgate-Palmolive-Peet Company shows
the item under consideration immediately
after the Total C urrent A ssets:
Prepaid Expenses and Deferred Charges
(Prepaid Insurance and advertising,
stationery, and supplies, e t c .) .............. $767,849

The Fair gives exactly the same treat
ment, showing just below Total Current
A ssets:
D eferred:
Supply inventories, prepaid insurance,
advertising cuts, etc.......................... $153,542

18P. 38.

Supplies, Prepaid Expenses, e tc .:
Small tools, repair parts, etc.............. $256,120
Stationery, advertising supplies, etc.. 109,058
Traveling expense advances................
11,164
Premium deposits with mutual insur
ance companies ..................................
79,435
Unexpired insurance and other pre
paid e x p e n se s ......................................
47,160
$502,937

Prepaid E xpenses as Current A sse ts .—
There are those who include prepaid ex
pense in the current asset group. In refer
ence to the propriety of this treatment
M ontgomery sa y s: “ H ere two questions
must be given consideration: (1 ) will the
charges to be deferred be directly absorbed
in the cost of future inventories or be an
element in the determination of the price
at which goods on hand are to be purchased
in the ensuing period will be marked for
sale? and (2) to how many future years do
the expenditures relate? If the answer to
the first question is in the affirmative and
the answer to the second is ‘one’ the prepaid
items are properly inclusive in current as
sets ; otherwise, they should not be so in
cluded and should be separately identified
on the balance sheet.”19
Bell discusses the m atter at some length:
“There is considerable difference of opinion
regarding the treatm ent in the balance sheet
of prepaid expenses, particularly as to
whether or not they should be classified as
current assets . . . W hile it may be proper to
include some prepayments in current assets,
no reasonably definite rule can be, or at least
has been, enunciated for selection of items
to be thus classified which accords with the
principle that current assets are those which
19“Auditing Theory and Practice,” fifth edition,
p. 90.
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are normally convertible into cash within
one year.
“Montgomery, in Auditing— T heory and
P ractice (fourth revised edition) states that
current prepaid items are current assets, but
that the accountant must use good judgment
in determining what items or parts of items
are current. To quote him: ‘Discount on a
four or six months’ bank loan is a current
asset, but discount on a long-term bond issue
is not a current asset. Perhaps the discount
for one year might be deemed to be a cur
rent asset, but the point is rather too fine to
be good practice. Current advertising, sea
sonal catalogs, and similar advance expendi
tures to be used in the immediate future as
part of the usual operations of the business,
are current assets, but special expenditures
for advertising and exploitation are not cur
rent asset.’ The point may well be raised as
to how the accountant may be expected to
distinguish in many cases between usual and
somewhat extraordinary expenses; also, as
to whether unexpired insurance should be
excluded from current assets because some
premiums run three years or more.
“Bliss, in M anagem ent through A ccounts,
takes the position that prepaid expenses are
current assets if they represent working
capital. The items which he specifically ad
vocates treating in that manner are prepaid
interest on current notes payable, insurance,
current taxes, licenses, and rentals, advanced
traveling expenses, expenses of selling next
season’s goods, and advertising paid in ad
vance. Among the items of deferred charges
which he excludes from current assets are
discount and expense on bond issues, organ
ization, experimental, development, and ex
ploration expenses, and obsolescence losses.
“It will be observed that Bliss goes far
ther than Montgomery, at least in principle,
in including prepayments in current assets;
indeed it is doubtful if some of the items
which Bliss excludes would not be included
in applying his test as to their being working
capital. The difficulty lies in defining ‘work
ing capital.’ Bliss himself defines it as the
total current assets. Obviously, it means
nothing to say that all current assets should
be included in the total current assets. It
may, however, be possible to arrive at a
more definite understanding of working
capital if the total capital employed must be
divided into two classes, working and fixed.
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Upon that basis it seems doubtful if some
part at least of the items excluded by Bliss
from current assets would not be working
capital.
“While the author does not favor treating
discount on bonds for example, as a current
asset, he is unable to recognize any essential
distinction between the proportion of such
discount which will be absorbed in opera
tions within a year—-frequently applying
very largely to redemptions through a sink
ing fund in that time— and the discount on
floating debt which is often subject to prac
tically indefinite renewal. All things con
sidered, it appears that the principle of treat
ing prepaid expenses as current assets when
they represent working capital is too indefi
nite for general acceptance. Certainly it
cannot be argued that the basis for judg
ment should be whether or not working
capital has been expended in connection
with the item in question . . . While the
author has no objection to classifying as
current assets any prepayments or discounts
which will be absorbed in operations within
a year, he does not advocate the practice,
believing that it is subject to misuse.”20
The American Metal Company, Limited,
displays in current assets:
Prepaid expenses ......................................... $109,246

Niagara Hudson Power Corporation in
cludes in Current and Working Assets :
Prepaid T axes, Insurance, E t c ............... $2,227,674

and follows this w ith:
D e fe r r e d C h a rg es :
Unamortized Debt Discount and
Expense ................................................ $9,336,668
Other D eferred C harges....................
541,112
T otal .................................................. $9,877,780

Unusual Treatm ents. — The previously
given percentages as to usage do not total
100%. There are a few unusual treatments.
Bendix Aviation Corporation (mirabile
dictu!) includes deferred and prepaid
charges in fixed assets:
F ix e d A s s ets :
Plant, land, buildings, and equip
ment— at cost, less assets fully
depreciated ....................................... $15,998,684
Less reserves fo r d e p re cia tio n ....
6,857 756
Remainder— Depreciated value $ 9,140,928
20“Accountants’ Reports,” third revised edition,
pp. 49-52.
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Prepaid royalties, insurance, special
tools, dies, and jigs, and other
deferred and prepaid c h a rg e s ...
Patents, patent rights, contracts,
goodwill, etc.........................................

182,503
1

To tal Fixed A sse ts...................... $ 9,323,432

M ay,

Continuation.— It has been necessary for
this article to devote itself largely to a dis
cussion of accounting theory in connection
with deferred charges and prepaid expenses.
The next succeeding article will discuss and
illustrate the treatment of specific items de
ferred on 1935 published statements.

Q u e s tio n s and A n s w e rs D e p a rtm e n t
E

d it o r ,

e n G i l m a n , C.P.A., Educational Director
International Accountants Society, Inc.

Steph

Solution to problem 9 of November, 1935, examination service of The American
Society of Certified Public Accountants, published on pages 247-8 of the April,
1936, issue.
The usual type of C.P.A. problem requiring a statement of application of funds
furnishes the candidate with data for a comparison of balance sheets besides supple
mentary data. This particular problem is unusual in this respect since it presents
only “unclassified data taken from the comparative balance sheets and the books.”
A mere reading of the problem will indicate, however, that the majority of items
can be written directly into a statement of application of funds by the candidate who
is familiar with the general form of such statements.
The other items may present some difficulties.
W here the items can be definitely classified as to the two general sections of the
statement— funds provided and applied funds— the candidate can mark these items
as he reads over the problem.
It might be well to make special calculations of two of the items, the amortiza
tion of the bond discount and the calculation of the profit on the sale of machinery.
These separate calculations follow :
Calculation o f A m ortization o f B ond D iscount
Face value of 10-year bonds issued..................................................................... $200,000
Sold @ 90 ..................................................................................................................
180,000
Total d iscou n t..................................................................................................
Unamortized (per balance sh eet)........................................................................

$ 20,000
18,000

Amortized (1 year, 1/ 10)..........................................................................
Calculation o f P rofit on Sale o f M achinery
Amount received .....................................................................................................
Cost of machinery sold.......................................................................... $10,000
Less depreciation accrued.....................................................................
6,000

$ 2,000
=====
$ 7,000

Profit on machinery sold............................................................................

4,000
$

3,000

Three items in the list provided in the problem do not affect the increase or de
crease in funds. These items a re :
Sinking fund reserve (charged to surplus)........................................................ $ 20,000
Dividends receivable on life insurance policies (offset credited to surplus) $ 2,500
Cash surrender value of life insurance policies (offset credited to surplus) $ 9,000
Aside from the points mentioned here, the problem does not present any par
ticular difficulties to the candidate familiar with the construction of a statement of
application of funds.
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Rale Manufacturing Company
S T A T E M E N T O F A P P L IC A T IO N O F FU N D S
for the year ending December 31, 1934
F unds P ro v id ed :
From Net Operating Profit for Y e a r............................................................
From Charges Against Net Operating Profit Representing
Expenditures of Other Y ears:
Depreciation on Buildings...................................................... $ 6,000
Depreciation on Machinery...................................................
5,500
Addition to Fire Loss Reserve.............................................
5,000
Amortization of Bond Discount...........................................
2,000
Amortization of Patents........................................................
2,000
L ess— Profit on Sale of Machinery..................................

$250,000

$20,500
3,000

17,500

From Sale of Machinery...................................................................................
From Sale of 10-year Sinking Fund 1st-Mortgage Bonds
($200,000 @ 90) ...................................... .....................................................
From Decrease in W orking Capital.................................................................

7,000
180,000
149,500

T o t a l................................................................................................................

$604,000

A pplied as F ollow s:
To Building of New Wing to Building............................................................
To Purchase of New Machinery...................................................................
To Deposit to Sinking Fund..............................................................................
To Payment of L ife Insurance Premiums. ...............................................
To Replacement o f Building (Destroyed by F ir e ) ............................. ..
To Retirement of Preferred Stock ($300,000 @ 1 1 0 ) .............................
To Payment of Dividends (Preferred and Com m on).............................

$ 52,000
28,000
20,000
24,000
75,000
330,000
75,000

T o t a l ................................................................................................................

$604,000

T A LK IN G SH OP
A

D

epartm en t

C o n d u cted

by

L

A favorite magazine, the G olden B o o k ,
now appears under the name of Fiction
P arade. Since last November it has been
running a series of masterly stories about a
“Department of Dead Ends” that is said to
exist in London. This Shop does the same
for this magazine. It welcomes all kinds of
odds and ends; anything even remotely con
nected with accountants and accountancy is
welcome; and no case is ever closed.

e w is

G l u ic k ,

C .P.A ., New York

The night of April 2, we were with two
other C .P.A ’s at a meeting in the Savoy
Plaza (fo r details see the T im es of the next
day) at which Chief Justice F. E. Crane of
the Court of Appeals of the State of N. Y .
was the speaker. He took a lot of time tell
ing about the iniquitous system of jury ex
emption in New York. He gave a list of
exempt professions and occupations, most
of them quite unreasonable. W e three noted
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that our own was the only profession not
exempt; and upon calling it to the judge’s
attention, were congratulated.
Another loose end was in the Evening
Sun for March 20. In case you did not know
it, that was the day when Spring made her
official entrance, instead of the usual 21st.
And the wag who wrote up the 3-inch article
for the Sun said, “I f you don’t understand
why, ask your certified public accountant.”
And any number of the latter have asked
this department of dead ends, “Why pick
on us ?” Our answer is let the man have his
joke. It doesn’t hurt to look wiser than we
are. Besides, anybody but a cub reporter
knows that it has something to do with leap
year; just what, takes an astronomer to
compute.
W ith the baseball season well under way
double headers are in order. So we present
to you the Shoptalkers in a double bill, with
a new player, Board, in the line-up. Play
B a ll!
“These State examiners,” said the Kid
looking pointedly at Board, “are a tough
bunch. They won’t talk, even among
friends.”
“Who was it,” said Oldtimer, “who said:
‘From our friends, good Lord, deliver us ?’ ”
“I don’t know,” said the Kid and Board
simultaneously; and Board continued:
“I know perfectly well that not one of
you here would quote me directly about any
thing I might say concerning the exams.
But I ’ve got to be damn careful nevertheless
because I never know when I may be mis
quoted ; or worse, quoted correctly in the
wrong place.
“Just by way of example. I have never
written a book; and won’t do so. Although
we have some examiners who have done so.
But I taught, before I was an examiner. I
adopted for my class a certain text because
I thought it was best. Whereupon, no sooner
did I become an examiner than the sale of
that text in this jurisdiction took a big jump.
My students had spread the word of the
text they used; others jumped to the conclu
sion that therefore it was the choice of the
whole board, although I am only one mem
ber.”
“A man who will jump to conclusions,”

M ay,

said Oldtimer, “has no right to be a C.P.A.
anyhow.”
“Maybe,” continued Board. “But any
how, that put us in a jam. I f I changed the
text, which I might do any term if a new
and better one appeared, you can imagine
the howl. I f I quit teaching another howl
would develop from another quarter. And
so we just have to sit tight and actually
avoid our friends at times.”
“’Stough,” said the Kid. “But the book
is still only theory. I f your candidates are
as weak on the technique of practice as are
the applicants we get for junior staff posi
tions, it’s a wonder any of them pass.”
“I f we applied the same standards of
technique to certificate candidates that my
firm applies to job applicants, there would
be ninety per cent failure,” replied Board.
“The best we can do is make an allowance
for general appearance, and bear down, as
to content, on any particularly sloppy paper.
I ’d really favor making the candidates type
their theory, law and auditing examinations,
if it were possible.”
“I have a client,” said Oldtimer, “who is
a chiropodist of the old school, which is to
say, no school at all, like so many of my
generation in our profession. But like me,
he is a tremendous believer in education.
Unlike me, he actually teaches in a school.
And his philosophy of education is some
thing we could adopt. ‘What is the use of
teaching these boys the Latin names for all
the bones of the foot; and for corns and
callouses and all that, if they don’t know
how to sharpen the knives they use to cut
them.’ And that’s what we are up against.
W e get boys who have graduated from good
schools, with anywhere from mediocre to
high grades, who don’t know how to bal
ance off a worksheet; center captions; un
derscore anything; in short, they can’t put
up a report that a typist can follow. And
the worst of it is, that we have hard work
selling some of them the necessity for it.”
“Don’t we know it?” said Board. “And
here’s one I ’ll wager you folks don’t know.”
“Look out we don’t misquote y o u !” said
the Kid.
“I ’m watching; don’t worry,” replied
Board. “In one school a brilliant teacher,
who insisted on his classes putting in dollar
signs, keeping columns in alignment, and
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such other elements of technique, made him
self so unpopular that he was dropped from
the faculty.
“Good Lord,” exclaimed Oldtimer. “If
every unpopular professor was dropped,
faculties would be nearly annihilated. W h y !
It is student nature to dislike any instructor
who makes them work.”
“Sad part of it was,” said Board, “ from
what I hear, it was the faculty he riled more
than the students. W asn’t very tactful about
the better work his students were doing; and
the jobs they were getting.”
“O f course,” said Philo, “good technique
is not enough. I was always in trouble with
my boss about omitted rulings, and strag
gling columns, yet I ’ve managed to make an
average success. A lot depends on tempera
ment. Some people cannot be precise; and
yet do useful work in the world.”
“Yes,” said Oldtimer, “I ’ve got men on
my staff today whose work is always held
up to others for appearance ; good reliable
plodders; just where they were on the pay
roll six or eight years ago. Their technique
is perfect; but they can’t manage an engage
ment.”
“W ell,” said the Youngster, “it boils down
to this. The girls at the prom who got the
most cut-ins, ‘the two-minute girls’ as we
called them, were the ones who had the
looks that attracted the favorable attention.
Not necessarily beauty; but neatness and
style. They might, when you reached them,
be poor hoofers; dumb; or stuffy. But they
got the first pick over the girls who might
have brains and a good line, but didn’t look
it. Every once in a while you’d find one,
who had both the appearance and the gray
m atter; and she had the world at her feet.”
“B o y !” exclaimed Board, “that’s one fine
comparison, and hereafter I ’ll use it instead
of my old chestnut.”
“W hat’s that?” said the Youngster.
“Don’t tell me you never heard it?” said
the Kid.
“I f you know it so well,” said Board,
“you tell it while I listen to you misquote.”
“I t’s Ii ke this,” said the Kid. “If you
apply for a job in person, you shine your
shoes, brush your hair, shave twice over,
put on your newest suit, and have your tie
and handkerchief match. But C.P.A. candi
dates, who are applying for certificates, in
stead of dressing up their papers with good
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handwriting; ruled lines ; dollar signs; red
in k ; and other such good style, submit pa
pers which would correspond to muddy
shoes, torn suit, long hair, dirty fingernails
and no hat.”
“A pretty good quote,” said Board. “But
you forgot one thing. As examiners we can
not ask for any continuance of high tech
nique, once a man is through the exam. But
a good firm expects its staff to look neat and
work neatly at all times.”
“Good firm s!” said Oldtimer emphati
cally. “That, let me say, is the real crux of
the matter. Our men, including my son,
have a far higher passing percentage than
those from the smaller outfits. And it is
because we insist on continuous good tech
nique. It isn’t because we have a big name
that our competitors seeking to build up a
good staff, advertise for men who have
worked for a big-six firm. Or that big-six
men get the best of the private comptrollers
jobs. I t ’s because they either learn good
form or get off our payroll.”
“I think,” said Philo, “that you’ve dis
charged a good number of men who have
lived to become pretty big in the profession.
As I said before, knowledge and ability may
be present without legible handwriting.”
“Correct,” said Oldtimer. “I ’ve made
mistakes. The Yankees turned down Hank
Greenberg: McGraw let Eddie Collins go.
And popular yarns hold that Irving Berlin
can’t read or write m usic; he just composes
on the piano. But the exception remains the
exception. Genius can be irritating; even
dangerous. Give me a good conscientious
worker any day.”
“Give me a client-getter any day,” said
the Kid, “and I won’t care if he wears pur
ple suits with green ties, writes with a stub
pen and never uses a blotter.”
And now while the groundkeepers smooth
off the infield, we can bring up another dead
end. It is sometimes impossible, or seem
ingly so, to get to conventions. The man
who attends with an expectation of any
thing but a good time and “friendly friction
of educated minds” is doomed to disappoint
ment. Yet as a long term investment, few
disbursements will pay better dividends than
the outlay to attend a gathering of your
fellow practitioners. Naturally we have a
case in point.
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S travelled more than half way across
the continent to go to one of our conven
tions some years ago. He met a lot of men.
This year a client suddenly acquired a
branch over 2,500 miles away. Did S have
to stick a pin in the directory to see which
local practitioner he would select to audit
the branch? Not at all. He immediately
remembered T , whom he had met at the con
vention. So T got the job. Both S and T
got deferred dividends out their trips.
And now for the second contest, with
theory again taking some hard wallops
without being routed.
“Well, son,” began Oldtimer, “what did
you think of last night’s meeting?”
“It was okay, but frankly there was one
thing I didn’t quite get,” replied the Youngs
ter.
“Tell dad, he knows,” said the Kid.
“W ell, one paper was so elemental that it
seemed ridiculous. Honestly, I ’ve seen as
good by students in junior year.”
“Any fault to find with it? ” queried his
father.
“Oh, no sir,” said the Youngster. “It was
absolutely sound.”
“There you are,” said Oldtimer. “You
are very close to the subject; only three
years out of school, and just through your
State board ex a m s------ ”
“Y ip ee!” exclaimed the Kid. “Congratu
lations, both of you !”
“Thanks,” said both and Oldtimer con
tinued. “But a lot of men need papers just
like that to keep them, not up to date, but
from slipping back. Anyone of us, except
ing yourself, or the few men like Philo, who
teaches, and Board who examines, needs
such a refresher once in a while.”
“Agreed,” said the Kid. “Still as you’ve
heard me say before, this internal check
business is often a joke. Strict segregation
of duties, which is the keystone of it, is al
most impossible. Even in a bank, with clerks
in separated cages, they can and do get at
each other’s records; and in mercantile lines
there’s practically no way of stopping them.”
“Y et we cannot verify all details,” said
Oldtimer. “W e must rely on internal check,
and test that to see if it works. O f course,
laying down rules and having them obeyed,
are quite different matters.”
“I ’ll say,” said the Youngster. “Re
member that traveling-kit outfit you sent
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me to in March, dad?” Oldtimer nodded
assent. “You were in Bermuda when I
brought in my report. But now that we are
on the subject, here’s the point. They have
lots of cash sales; and to handle them a good
mechanical register system, which calls for
the original sales slip being signed by the
salesman, before removing from the roll,
so that the customer’s copy shows the sales
man’s name. My audit showed that the ma
jority of the sales slips were not signed at
all. In case of shortage in recorded sales,
let alone those not recorded, it would be
impossible to fix responsibility. Further
more, the cash received is kept in petty cash
most of the tim e; not deposited.”
“Well, son, if you noted that the system
I installed isn’t being used, two things are
to be considered. Maybe it needs revision,
and you can study the situation accordingly.
Otherwise see that your observations are
duly brought to the attention of the prop
rietors. Then if something goes wrong, we
can’t be held responsible.”
“My turn now,” said Philo.
“The Philosopher has the floor,” said
Oldtimer.
“Hey,” said the Kid. “What is this? A
lunch group or debating society? Such
form ality!”
“Behave!” said Philo. “W hat I want to
say is that I take care to avoid mentioning
my being on a university faculty lately. I
used to take pride in it; now I risk being
classed as a Brain Truster. Or, as some of
our waggish students put i t : ‘Brain truster,
Brain rusted,
Nation busted.’
But as a matter of fact, Oldtimer is right
about our having to keep closer to elemental
as well as advanced literature on the subject
than the ordinary practicing C.P.A. Since
in my university at least, we must be in ac
tive practice, we won’t, or at least should
not, fall into errors that bring the professor
into disrepute with the practical man.”
“Play your a c e !” said the Kid, “bring out
the horrible example!”
‘Here y ’are,” said Philo, bringing out the
green quarterly. “Look here at page 81. ‘A
contractor or bus company has no inventory
problems.’ I can’t speak with assurance
about bus companies, because I never han
dled one, though I imagine they differ little
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from taxi operators, which I have audited.”
“Correct,” said Oldtimer.
“But on contractors, I can speak from
experience, if not with authority. In the
first place, what kind of contractor does he
mean? In the second, assuming the con
struction kind, buildings or paving, he does
have inventories. He may have violent fluc
tuations in the amount of supplies and tools
he must carry. During a time when no con
tracts are being obtained, the inventory may
be zero. But if business is normal, an in
ventory must be carried, taken, computed,
and guarded carefully. And if Mr. Dilley
doubts this, let him look me up next time
he’s in town, and I ’ll let him help me with
an audit.”
“Seems to me,” said the Kid, “that a bus
company wouldn’t have much trouble with
a goods-in-process inventory. But I ’d hate
to ride busses o f an outfit that didn’t keep
plenty of tires, spare parts, and so forth in
stock.”
“I guess what your writer was getting
at,” said Oldtimer, “was that such busi
nesses don’t have the same kind of inventory
troubles that a big steel plant or department
store has. True the bus company hasn’t its
tires and spare parts for sale. But a con
tractor definitely has material for sale as
such. He takes the raw materials of brick
and rivet and lim e-------."
“Brother, can you spare a dime?” sang
the Kid.
“No, but I can a good sock in jaw ,” mut
tered the Youngster.
“. . . puts it in process, under the title of
‘contracts unfinished’ or something sim ilar;
and finally makes it into a finished product,
for which he can then set up an account
receivable.”
“What the man probably meant,” said
Philo, “may be that inventories are rela
tively smaller in dollar value compared to
all assets, than in a mercantile business. W e
don’t know what he meant. But we do know
that he shows himself either a careless
writer, or an impractical teacher, who causes
you and other practitioners a lot of trouble,
getting erroneous ideas or half-truths cor
rected.”
At this point Blank entered the discus
sion. “I am surprised at the way you jump
to conclusions. The man may have had real
practical experience; m ost instructors have.
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And inventories are absolutely no problem
at all to a contractor on a cost plus basis.”
“Certainly,” replied Philo. “But cost plus
contracts are few and far between since the
w ar; and are not likely to be common in the
next war. I f his experience embraced only
that type of work, he is hardly a practical
man.”
“Best thing to do,” said the Youngster,
“would be to shut down all the schools for
a couple of years and send the Profs out to
learn something.”
“Ju st what I expected!” exclaimed the
Kid. “The ink not dry on your certificate
and you’re ready to complain the profession
is overcrowded.”
“You ought to know, Kid,” said Oldtimer. “I remember when you said the same
thing.”
T

ax

Departm

en t

The April number of the T a x M agazine
looks like a special C.P.A. edition. F. C.
Ellis and L. Mattersdorf of N. Y . ; C. L.
Turner of Pa. and G. T . Altman of Ill. have
articles; and on page 230 appears the first
group picture of the B T A we have ever
seen. Out of the miles of columns and mil
lions of words about the proposed new taxes
on corporations, and which are still appear
ing ad nauseam, one thing is conspicuous by
its absence. Not one word that we have seen
or heard, has appeared about the Eisner vs.
Macomber case. The Supreme Court would
have to do a back tail spin to get away from
what it said about the accumulation, need
and distribution of surpluses in that case.
The N. Y . T im es on April 12 exhumed the
less known fact that in 1836 the State of
N. Y . had forbidden the payments of all
dividends for one year for the purpose of
checking inflation.
W

rong

L

etters

The multiplicity of alphabetical agencies
now in vogue in government continues to
be baffling to most o f us. F o r instance, the
other day a ticket collector on the Long
Island Railroad, as the train drew near to
Jamaica, remarked as he viewed accumu
lated junk on adjacent land: “W hy don’t
they put some of those C. P. A. workers to
clearing away that stu ff?”— W all S treet
Journal.
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C . P . A . E x a m in a tio n
N ovember,

M ay,

Q u e stio n s

1935

C o m m e rc ia l L a w
A G EN C Y
Q U E S T IO N 1:
Name the three general classes of agents, and define each.
Q U E S T IO N 2 :
(a) How may an agency be created?
(b ) In what way may an agent be authorized to make contracts required by
the Statute of Frauds to be in writing?
Q U E S T IO N 3 :
(a ) Give the general rule governing the scope of an agent’s authority.
(b ) For what purpose may an agency be created?
Q U E S T IO N 4 :
What is the doctrine of implied powers in the law of agency?
Q U E S T IO N 5 :
What are brokers and factors?
Q U E S T IO N 6 :
What is a bank’s liability with reference to negotiable paper left with it for
collection ?
Q U E S T IO N 7 :
The Johnson Company gave credit to Adams who was really the agent for
Bailey. The agency was unknown at the time, but it was ascertained after Bailey
failed. Could Adams be held for the obligation?
Q U E S T IO N 8 :
Is an agency coupled with an interest terminated by death of the principal ?
Q U E S T IO N 9 :
A, who was general agent for his principal, submitted a matter to arbitration.
The principal refused to perform the award. The other party to the award
brought suit to recover on the award. Can he recover?
BAN KRUPTCY
Q U E S T IO N 1:
(a ) What is the basis for national bankruptcy legislation?
(b ) W hat effect does national bankruptcy legislation have on state insol
vency laws?
Q U E S T IO N 2 :
(a ) W hat is the legal status of referees in bankruptcy?
(b) And how are they appointed and removed?
The Service o f Exam ination questions conducted by The American Society furnishes
practically 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 fo r 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. T h e questions in Commercial Law follow.
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Q U E S T IO N 3 :
How is the trustee in bankruptcy selected?
Q U E S T IO N 4 :
Is an adjudication in bankruptcy against the partners as individuals neces
sary to one against the partnership?
Q U E S T IO N 5 :
The affairs of a partnership, and of the members thereof also, are being
settled in bankruptcy or under insolvency proceedings. W hat is the proper method
or rule as to marshaling assets and making distribution thereof in the several
estates and proceedings?
Q U E S T IO N 6 :
(a ) How far is provable in bankruptcy a claim of the bankrupt’s book
keeper for arrears of wages for one year?
(b ) How far is provable in bankruptcy a claim of the bankrupt’s brother on
a note secured by collateral?
(c ) How far is provable in bankruptcy a claim of the bankrupt’s brother
on a note included in the schedules but barred by the statute of limitations?
CON TRACTS
Q U E S T IO N 1:
Give the essentials of a valid contract.
Q U E S T IO N 2 :
Define void, voidable, and unenforceable contracts.
Q U E S T IO N 3 :
(a ) W hat is a warranty and what a representation in the law of contracts?
(b ) W hat effect has a breach of warranty and what effect a false representa
tion upon the contract?
Q U E S T IO N 4 :
(a ) W hat is the effect of impossibility of performance arising subsequent
to the formation of a contract?
(b ) W ill a moral consideration support a contract?
Q U E S T IO N 5 :
While M, a woman twenty-one years of age, was convalescing from a
severe attack of fever, the physician who was attending her persuaded her to
enter into an agreement to convey to him certain of her property for an inade
quate consideration. Upon what grounds, if any, could M resist an action on
this contract?
Q U E S T IO N 6 :
A, the owner of a cotton mill, contracted with B , who was a manufacturer
of machinery, for some machinery to be used by A in the manufacture of a
new type of cotton goods, the machinery to be completed by a certain time.
A then contracted with C, a wholesale dealer, to deliver to C a large quantity of
this new type of cotton goods by a certain date, and on the strength of this. C
secured many orders from retailers for the cotton goods, and contracted to deliver
same by a certain date. B violated his contract by failing to complete and deliver
the machinery, and by reason of this breach, A was unable to fulfill his contract
with C, and C, being unable to deliver to the retailers, suffered great loss. C sued
B for breach of contract. Can he recover? Explain your answer.
C O R P O R A T IO N S
Q U E S T IO N 1:
(a ) W here is the authority of creating corporations vested?
(b ) W hat was decided in the Dartmouth College case?
(c ) W hat provisions of legislation have been the result of that decision?
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Q U E S T IO N 2 :
(a ) Name some of the powers impliedly conferred upon every corporation.
(b ) Name some of the powers which will not be implied.
Q U E S T IO N 3 :
(a ) F o r what class or classes of crimes is a corporation liable, and what
sentence may be imposed?
(b) Name three crimes for which a corporation may be indicted.
Q U E S T IO N 4 :
A stockholder in a corporation pledged his stock with a bank as collateral for
a loan. In whom did the voting power then reside ?
Q U E S T IO N 5 :
A manufacturing corporation operated a motor bus between its plant and
an adjoining city, charging a regular fare for transportation of passengers. Thomas
Brown, while a passenger on this bus, sustained serious personal injuries through
the negligence of the driver, and thereupon sued the corporation in tort for dam
ages. I t appeared from the evidence that the corporation had exceeded its au
thority in operating the motor bus, and that such operation was clearly ultra vires.
Can Brown recover damages? Explain your answer.
Q U E S T IO N 6 :
A had a judgment against B , C, and D, who owned all the stock in a cor
poration, and who had no property except this stock. Could A collect his judg
ment by levying an execution on the property of the corporation; and why ?
IN S U R A N C E
Q U E S T IO N 1:
W hat is insurance, and how did it originate?
Q U E S T IO N 2 :
W hat are the principal classes of insurance that have been developed in com
paratively recent times?
Q U E S T IO N 3 :
(a ) W hat is the basis of the contract of insurance?
(b ) W hat is mutual insurance?
Q U E S T IO N 4 :
(a ) W hat formalities are required in a written contract of insurance?
(b ) W hat is necessary in order that an oral contract of insurance be binding?
( c ) W hy is a contract of insurance not within the Fourth Section of the
Statute of Frauds?
N E G O T IA B L E IN S T R U M E N T S
Q U E S T IO N 1 :
(a ) W hat is negotiable paper ?
(b ) W hat was the original purpose of negotiable commercial paper?
(c ) Name the essentials to a negotiable bill or note.
Q U E S T IO N 2 :
W hat implied warranties are made by an endorser of negotiable paper?
Q U E S T IO N 3 :
W hat are the powers of executors, guardians, trustees, etc., with reference to
negotiable paper?
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Q U E S T IO N 4 :
A owed B $500, money lost at gambling, and signed a promissory note in
regular form for the amount. B discounted the note at his bank before maturity.
A refused to pay the note to the bank when it became due, and when sued set
up the defense that it was a gambling contract. Could the bank recover of A ?
Q U E S T IO N 5 :
A makes, executes and negotiates a negotiable promissory note to B . B was
guilty of fraud in inducing such making, execution and delivery. B negotiates
the instrument to C, who has no knowledge of the fraud and pays value. C
negotiates the instrument to D, who has no knowledge of the fraud and pays
value. D negotiates the instrument to B , who pays value. All of these negotia
tions are prior to maturity. B sues A on the note, A pleads fraud, and B pleads
that both C and D were bona fide purchasers for value and that they negotiated
the instrument to B prior to maturity, for value. A t the trial all of the above
facts are shown by evidence. W hat should be the judgment, and why?
Q U E S T IO N 6 :
(a ) W hen must a check be presented for payment, and what are the con
sequences if it is not presented for payment when it should have been?
(b ) Are the words “for value received” and “or order” necessary to nego
tiability of an instrument; if not, what purpose, if any, do they serve?
(c ) In case of a demand note, it is clear you might safely buy it on the day
of its date, or the day after. But how long a time from its date must elapse
before such a note becomes stale, and you are put upon inquiry by reason of its
having been so long outstanding and unpaid?
P A R T N E R S H IP
Q U E S T IO N 1:
(a ) W hat are some of the tests by which we can determine whether the
parties intended to enter into a partnership?
(b ) Is a partner’s interest subject to levy and sale on execution for his
individual debts?
Q U E S T IO N 2 :
(a) M and Y were partners conducting a mercantile business. M having
died, Y wound up the partnership affairs, the time occupied in so doing being
about six months. In the distribution of the partnership effects, Y claimed com
pensation for his services. W as he entitled to it ?
(b ) Blair was admitted into the firm of Brown & Company on January 1,
1935. A t that time the firm was indebted, among others, to Edwards. The
firm becoming insolvent and the assets and those of the other partners being
insufficient to pay its debts, Edwards sought to hold Blair liable individually
for the deficit on his claim. Can he do so ?
Q U E S T IO N 3 :
A partnership agreement provided for a definite term. Upon the expiration
of that term the partnership was continued without any new agreement. How
does this affect the partnership?
Q U E S T IO N 4 :
A, B and C, having formed a lawful partnership, engaged in the manufacture
of office furniture. A and B agreed that it was necessary for the firm to pur
chase some new machinery, but C claimed that such machinery was unnecessary,
and refused to agree to its purchase. A and B constituted a majority of the
firm. W hat remedy have A and B if C persisted in his refusal ?
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Q U E S T IO N 1:
W hat is the difference in the effect of a sale of goods stolen and those
obtained by fraud or false pretenses?
Q U E S T IO N 2 :
(a ) What is the maxim of caveat emptor, and to what defects does it apply?
(b) W hat implied warranties of quality are there on a sale of chattels?
Q U E S T IO N 3 :
(a ) Define delivery and give the different kinds.
(b ) What is the effect of a delivery of a greater quantity of goods than that
contracted for?
Q U E S T IO N 4 :
A sent an order to B in these words: “Send me by American Express Com
pany, C.O.D., 3 dozen instruments, No. 88, your catalogue, $48 each.” The
goods being tendered A by the Express Company, he refused to pay the price
until he had an opportunity to examine them. W as he so entitled?
Q U E S T IO N 5 :
K and F entered into a written contract for the sale and delivery of goods.
A fter delivery of part of the goods the contract was cancelled by word of mouth.
F sued K for damages for failure to deliver the balance of the goods, and
contended that the oral cancellation of the contract was insufficient. W as this
contention good ?
Q U E S T IO N 6 :
A contracted by parol to sell B a horse, and to give a written warranty
that it was sound. The horse was delivered, consideration paid, and a bill of
sale given by A to B. The bill of sale contained no warranty. B noticed the
omission but didn’t object. Three days later he took the bill of sale to A and
asked him to insert a warranty. A complied. Can B maintain an action for
breach of such warranty, the horse proving unsound ?
T A X A T IO N
Q U E S T IO N 1:
(a ) Distinguish between fees and taxes.
(b ) Name six states of the Union that have income tax laws.
Q U E S T IO N 2 :
Under the Federal Income T ax Law, what is constructive receipt of income?
Cite two examples of constructive income.
Q U E S T IO N 3 :
What is the nature of the Federal Estate T ax and against whom is it a
charge ?
Q U E S T IO N 4 :
To what extent may the Commissioner of Internal Revenue promulgate
regulations under a Federal Revenue Law giving him authority to make such
regulations ?
M IS C E L L A N E O U S
Q U E S T IO N 1:
W hat are the essentials a thing must possess to be patentable?
Q U E S T IO N 2 :
(a ) W hat is a bailment?
(b ) How do bailments differ from sales and gifts of chattels?

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

1936

319

Q U E S T IO N 3 :
Whence do executors and administrators of estates of deceased persons de
rive their authority, and to whom do they report?
Q U E S T IO N 4 :
(a ) W hat is suretyship?
(b ) W hat is guaranty?
Q U E S T IO N 5 :
A kept, on his own lot in a city, an unsafe and unguarded pile of lumber.
While little children, who were trespassers, were playing on it, the lumber fell
and injured one of them. W as A liable for damages? Explain your answer?
Q U E S T IO N 6 :
W hat do you understand interstate commerce to be? Define and discuss
fully.
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Econom ic Law vs. Economic System
In the March and April issues of T h e
u b l i c A c c o u n t a n t appeared
opposing views of an issue under the cap
tion : Economic Law vs. Statute Law. That
issue was as to whether economic laws were
natural laws or man-made laws. Would not
our analysis be assisted if we, in our think
ing, distinguished between economic law
and economic system? May we examine
that concept without touching on the wis
dom or unwisdom of any modifications by
statute law ?
C e r t if ie d P

Our economic system is man-made. E co
nomic law is not man-made. Economic
laws are natural laws. They are not laws
at all in the sense that we speak of the com
mon law or of statute law. Both the com
mon law and statute law are man-made,
devised by society for its government, the
one developed by judicial decision through
the centuries, the other enacted by the law
making authority. Economic law is not like
th a t; it is a natural phenomenon, existing,
operating, and governing man’s activities
not because of man’s adoption of such law
but entirely irrespective of man’s concur
rence or non-concurrence in the existence
or the truth of the law.
Men differ in our generation, and as

suredly differed in earlier and less en
lightened ( ? ) ages, in their explanations of
such natural phenomena as the rising and
setting of the sun, the ebb and flow of the
tides, the eruption of volcanoes, earth
quakes, gravitation. The facts exist; and
science strives, as best it can, through ex
perimentation, through trial and error, by
inductive reasoning, to arrive at a scientific
truth, to state a scientific law. So with the
science of economics: but its difficulties are
enhanced, because the vagaries of human
conduct constitute part and parcel of its
unknowns. It is a social science. Economics
is comparable also to the sciences of phi
losophy and psychology; they interpret
human conduct, but do not produce it.
Perhaps our economic system is what it
is because economic phenomena are what
they are. But economic law merely seeks
to state, to explain, to interpret those eco
nomic phenomena; it does not produce or
cause them, nor has it created the economic
system. Man may, by statute or otherwise,
change the economic system ; but man can
not, without changing himself, abrogate or
modify economic law, much as men may
differ or err in its interpretation. A change
in the system, in defiance of the law, is at
our own peril.
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State Society News
C A L IF O R N IA
The April meeting of the Los Angeles
Chapter of the California State Society of
Certified Public Accountants was held at
the Athletic Club on Monday evening,
April 13.
There was informal and open discussion
by Chapter members and an illustrated talk
by a pilot of United Air Lines on “Behind
the Scenes in Air Transportation."
D IS T R IC T O F C O L U M B IA
The District of Columbia Institute of
Certified Public Accountants were hosts to
bankers of the District at a dinner confer
ence on Tuesday evening, April 21, 1936
at the Carlton Hotel.
Harold C. Anderson, President of the
District Institute, gave the address of wel
come.
Alexander W all, Secretary of the Robert
Morris Associates, was guest speaker and
had for his subject “Accountant, Client and
Banker— Their Stake in Audits.” Followin his able presentation Arthur J . Linn,
member of both the District Institute and
the banking fraternity, presided over the
discussion.
G E O R G IA
A meeting of the Georgia Society of
Certified Public Accountants was held in
Atlanta at the Atlanta Athletic Club on
Friday, March 27.
This was an all-day meeting for the con
tinued discussion of the subject of Cotton
Mill Inventories.
In the evening there was a dinner dance
which was also attended by members of the
Atlanta Chapter of the National Associa
tion of Cost Accountants.
On April 3, 1936 a meeting of the Tru s
tees of the Georgia Society was held at the
Hotel Ralston, Columbus. Following the
business session in the morning there was
a luncheon at noon.
A dinner meeting of the Board of Trus
tees was held in Savannah on the evening
of April 4, at the Savannah Hotel.
M A SSA C H U SETTS
The March meeting of the Massachusetts
Society of Certified Public Accountants,

M ay,

Inc., was held in the Auditorium of the
Boston City Club on Monday evening,
March 30, 1936.
Philip Saunders, Chairman of the Com
mittee on Education, made a brief report
on Luncheon Meetings which the society
has just inaugurated.
M. Joseph M ’Cartin, Executive Secre
tary of the Massachusetts Unemployment
Compensation Commission, spoke on “Ad
ministration of the Massachuetts Unem
ployment Compensation Act.”
The April meeting of the society was
held at the University Club on the evening
of April 27, 1936.
A Nominating Committee was elected as
follows: Edward J . McDevitt, Jr., Chair
man, Harold A. Mock, Richard D. Sea
mans, Arthur W . Yardley and Albert E.
Hunter.
Members of the Board of Registration
of Certified Public Accountants were guests
of the society and brief remarks were made
by Charles F . Rittenhouse, Chairm an;
Patrick F. Crowley and George T . Finne
gan, Secretary. A gold medal was pre
sented to Ja y S. Hoffman for obtaining the
highest rating o f any examinee awarded a
certificate for passing the 1935 examina
tion; a silver medal went to Miss Janice
E . Tarlin for obtaining the highest rating
at the 1935 examination without, however,
obtaining a certificate; and honorable men
tion was given S. Forest Kelliher for ob
taining the second highest rating at the 1935
examination.
M IN N E S O T A
A luncheon meeting of the Minnesota
Society of Certified Public Accountants
was held at the Minneapolis Athletic Club
on Monday, March 30, in honor of Stephen
Gilman, C.P.A., Vice-President and Edu
cational Director of the International A c
countants Society, Chicago, Illinois.
U TA H
The April meeting of the Utah Associa
tion of Certified Public Accountants was
held Thursday evening, April 16th at the
Hotel Utah.
Mr. Barclay outlined the history of stock
exchanges together with the purpose and
benefits of the Federal Security Commis
sion.
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B u rro u g h s T y p ew riter Payroll A ccou n tin g
M a ch in e w rites ch e ck , earn in gs record,
e m p loy ee's s ta te m e n t an d payroll su m m ary
in o n e o p e ra tio n .
C olu m n selectio n a u to 
m a tic a lly c o n tro lle d . Al l to ta ls a ccu m u la te d .

a n d p r o v id e s th e a d d itio n a l
in fo r m a tio n r e q u ir e d b y th e
S O C IA L

S E C U R IT Y A C T

Burroughs offers m any new and improved
m achines which n ot only supply the addi
tional payroll inform ation required by the
Social Security Act, b u t also handle the
entire payroll job w ith exceptional speed,
ease and economy. I t will pay you to in 
vestigate these new m achines. Telephone
the local Burroughs office, or write today
for th e new payroll folder illustrated below.
BURROUGHS

A D D IN G

M A C H IN E

COMPANY

B u rro u g h s Desk B ookk eepin g M a ch in e posts
e a rn in g s record s, a u to m a tic a lly p rin ts d ates
in proper c o lu m n s, a u to m a tic a lly s u b tra c ts
d e d u ctio n s—c a lc u la te s n e t pay.

B u rrou gh s E le c tric C arriage C h e ck -W ritin g
T y p ew riter w rites payroll ch e ek s e ith e r in
u n its or in strip s.
Payroll su m m a ry c o m 
p leted a t sam e o p e ra tio n . F a s t and easy
in sertio n and rem oval of ch e ck s.

D E T R O IT , M IC H IG A N

WRITE FOR THIS
NEW FOLDER
T h is in t e r e s tin g f o l d e r d e s c r ib e s t h e
a p p lic a t io n o f n ew B u rr o u g h s m a c h in e s
to m o d e r n p a y r o ll a c c o u n tin g m e t h o d s ,
a n d illu s t r a t e s ty p ic a l f o r m s f o r m a in 
ta in in g t h e in f o r m a t io n r e q u ir e d by
t h e F e d e r a l S o c ia l S e c u r ity A ct . W rite
to d a y f o r y o u r f r e e c o p y .
A D D IN G , A C C O U N TIN G , BILLING A N D C ALCULATING M ACHINES
CASH REG ISTERS • TYPEW RITERS • POSTURE CHAIRS • SUPPLIES

W H EN

B u rro u g h s A u to m a tic Payroll M a ch in e w rites
c h e ck , em p loy ee’s e a rn in g s s ta te m e n t, e a rn 
ings record and payroll su m m a ry In o n e
o p e ra tio n . A ccu m u lates all n ecessary to ta ls,
a u to m a tic a lly e je c ts and sta ck s c h e ck s in order.
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M O D E R N
A U D I T I N G
P R A C T I C E

I n th e p rep aratio n o f our
tw e n ty -le sso n course in P u b lic A u
d itin g , o u r E d u ca tio n a l S ta ff has
k ep 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 for th is p a rtic u la r train in g
am on g a c c o u n ta n ts o f proved ab il
ity who h a v e p rev io u 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.
A s a re su lt, we are prepared to
o ffer th is tw en ty -lesso n co u rse in
P u b lic A u d itin g as a se p a ra te unit
to a p p lica n ts w ho are alread 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 g en eral acco u n tin g in
th is co u rse.
T o th ose a cc o u n ta n ts w hose a u d it
ing ex p erien ce has been confined to
th e in te rn a l w ork o f a business o rg an 
iz a tio n , th is co u rse offers a th orou gh
g ra s p o f a u d it in g t e c h n iq u e a n d
procedure from th e ex tern a l view 
p o int.
T o th o se a cc o u n ta n ts w hose p u b lic
p r a ctice has been som ew h at lim ited ,
th is co u rse offers an ex c e lle n t op p or
tu n ity to o b ta in ex h a u stiv e in fo rm a
tion reg ard in g P u b lic A u d itin g , w hich
m ight n ot be eq u aled th ro u g h y ears of
actu al exp erien ce.
T o th o s e a c c o u n ta n ts who h av e
been th o ro u g h ly seasoned in public
p ra ctice , th is co u rse offers an ex cellen t

A short
advanced course
offered
to those who are
qualified
o p p o rtu n ity to “ brush u p ” b y ch e ck 
ing th e ir ideas o f th eo ry and p ra ctice
a g ain 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 p u b lic a c
c o u n ta n ts (as d istin g u ish ed from th e
in tern a l a u d it b y th e co m p tro ller and
his s ta ff). T h e a u d it prog ram s, qu es
tio n n aires and review sh eets p resen t
ed in th e lessons co n ta in a w ealth o f
v alu ab le d e tail.
T h e re ad er is first given an un d er
s tan 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 pu b lic a cco u n tin g
firm s. T h e n he is b ro u g h t d ire ctly in
to th e w ork in th e o rd e r in w hich he
would m ee t it in public p ra ctice , 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 w hen
h e g ets on his firs t a u 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 before
h e m ee ts th e m an d , as a re su lt, is
ab le to h a n d le th e p rob lem 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 ese th re e sta g es
in his P u b lic A u d itin g w ork and it
is th e pu 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 and as rap id ly as p o ssib le.
A s a final s tep in his tra in in g , th e
reader is led th ro u g h a co m p lete a u d it,
step b y s te p , and lea rn s th e th in g s
th a t are don e and how th e p roblem s
th a t a rise a re solved.
T h e fee is $ 4 2 .0 0 .

IN TER N A TIO N A L A C C O U N T A N T S

O ne of th e lesso n s
o f t h is co u r s e , c o n ta in in g e x h a u s 
t iv e s u g g es tio n s t h a t ca n b e u sed
in p r e p a r in g an a u d it p r o g r a m ,
w ill b e m a ile d f r e e , w ith fu l l in 
fo r m a t io n r eg a rd in g th is c o u r se ,
i f y o u w ill w r ite t h e In t e r n a t io n a l
A c c o u n ta n ts S o c ie ty , I n c ., 3 4 1 1
S o u t h M ich ig a n A v en u e, C h ic a g o ,
Illin o is .
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MACHINE ACCOUNTING

HISTORY
h a s

ju s t

b een

m a d e !

• Selling for as little as $600., th e new
Sundstrand m odel offers m achine ac
co u n tin g to organizations th a t have been
denied this m o d ern acco u n tin g aid.
E quipped to do a com plete acco u n tin g
job, w ith speed, d ep en d ab ility and m e
chanical control over accuracy, th e new
S undstrand M achine has asto u n d ed ac
co untants w ho have seen it in operation.
W rite today for com plete inform ation.
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E d i t o r : D u r a n d W . S p r in g e r . P u b lis h e d m o n th ly b y T h e A c c o u n t a n t s P u b lis h in g C o m 
pany.
P u b lica tio n office: C a n d l e r B u ild in g , B a l t i m o r e , M a r y l a n d . E d it o r ia l o ffice: N a t i o n a l
P r e s s B u ild in g , W a s h i n g t o n , D . C . A ll c o m m u n ic a tio n s f o r p u b lic a tio n s h o u ld b e a d d r e s s e d to
th e E d i t o r i a l office, N a t io n a l P r e s s B u ild in g , W a s h in g t o n , D . C . S u b s c rip tio n p r i c e : A y e a r
o f 1 2 issu e s, $ 2 . 0 0 ; tw e n t y c e n ts a c o p y . E n t e r e d a s s e c o n d -c la s s m a t t e r , J a n u a r y , 1 9 3 4 , a t th e
p o s t office a t B a l t i m o r e , M d ., u n d e r a c t o f M a r c h , 1 8 7 9 .

“ W e dem and that big business give people a squ are d ea l; in return w e must
insist that w hen any one engaged in big business honestly endeavors to do right,
he shall h im self be given a square deal.”
— T

h eo d o re

R

o o sev elt.

T h e P r e s id e n t ’s P a g e

A nnual M eetings

A

by

W

il l ia m

D.

M

o r r is o n ,

C.P.A .

S T U D Y of the attendance of the members of The A m erican Society
of Certified P u blic A ccountants a t the annual m eetings for the past
five years shows th a t more than eleven per cent have attended each con
secutive m eeting, nearly th irteen per cen t have attended four meetings,
over eighteen per cent have attended three m eetings, over fifteen per cent
have attended two m eetings, and about forty-three per cent have attended
only one meeting. In one instance, during the period covered by the study,
twenty-seven per cen t of the members present were from the state in
which the m eeting was held. A fractio n less th an twelve per cent was the
lowest per cent of members present from the local state.
There are certain definite benefits which grow out of being present
a t the annual m eetings, which cannot be measured by the tim e consumed
or the money spent in attending, and cannot be obtained in club life and
other activities. They grow out of the association with members in the
same profession from different geographical locations. In tric a te prob
lems are discussed th a t perhaps do not arise in each community, but
through the process of analogy, can be utilized in w orking to a conclusion
other difficult problems. The u tilization of valuable inform ation is a ll a
p art of professional learning. Experience, knowledge, and research, can
be tran slated into power and through this tran slatio n the Certified P u blic
A ccountant commands and receives the m erit and recognition to which
he is ju stly entitled.
One of the members of our profession who has attended conventions
for close to a qu arter of a century made the statem ent th a t he had never
le ft a single convention w ithout definitely concluding th a t he had per
sonally derived a g reat benefit.
Now th a t vacation tim e is rapidly approaching why n ot take ad
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vantage of the situation and combine your vacation with the annual
m eeting? A ttendance a t the annual m eeting will, I am sure, give to the
newer members of our Society, and the younger members in the profes
sion, many advantages which could not otherw ise be obtained.
I t has been wisely said th at “Every man owes some of his tim e to
the upbuilding of the profession to which he belongs,” and there is no
better way to aid in the upbuilding of any profession, and to assist in the
upbuilding of one’s personal progress, than to attend the annual meetings.
The annual m eeting this year w ill be held in M inneapolis, M innesota,
commencing on Septem ber 14th, and continuing to and including Sep
tember 17th. The place of the m eeting is conveniently located from a
geographical standpoint. An outstanding program is being prepared for
this meeting. I t is, therefore, urged th at all members who can possibly
do so, be present a t the annual m eeting this fall. There will be many im 
p ortan t problems up for discussion, and many points of in terest w ill arise
which will be beneficial to the profession at large, and p articu larly to the
members of our Society who attend the annual meeting.

R even u e A c t o f 1936
A C C O R D IN G to any available inform ation the certified public account
ants of the country were more prom inent in the recen t Senate hear
ing on the proposed tax b ill than in connection with any previous one.
In the order of th eir appearance, M orris L. Seidm an of New Y ork
appeared as C hairm an of the T axation Com m ittee of the New Y ork Board
of T ra d e; Josep h J . K lein of New Y ork appeared as the Chairm an of the
Committee on F ed eral L egislation of The A m erican Society of Certified
Public A cco u n tan ts; H enry B . F ern ald of New Y ork appeared on behalf
of the Chamber of Commerce of the U nited S ta te s ; George O. May of New
Y ork appeared for and on behalf of the firm of P rice, W aterhouse and
Com pany; V icto r H. Stem p f of New Y ork appeared as C hairm an of the
Com m ittee on F ed eral T axation of the A m erican In stitu te of A ccount
a n ts; M aurice E . Peloubet of New Y ork appeared as a representative of
The A m erican M ining C ongress; W illiam Gordon Bu ch anan of W ashing
ton, D. C. appeared on behalf of the N ational A ssociation of C redit M en ;
Norman G. Chambers of New Y ork, Chairm an of the Com m ittee on F ed 
eral T axation, presented a memorandum on behalf of the New Y ork S ta te
Society of Certified P u blic A ccountants.
The newspapers of the country made very favorable comments on
the presentations and the Senate Com m ittee were appreciative of the
attitu d e of the profession. The Com m ittee recognized the tru th of the
statem ent made by the Secretary of The A m erican Society th at “if we
were to come to you with any desire to take advantage of a possible oppor
tu nity for profitable gain, there would be nothing b etter th a t we could
do than to urge th a t you pass the bill as it is, because certainly it would
increase the volume of p ractice which the independent accountants would
have during the succeeding years.”
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F ra u d s In v o lv in g E m b e zz le m en t
o f C a s h an d M e rc h a n d is e
by

W

il l ia m

M.

S

hanahan

,

R A U D S involving embezzlement of
cash and merchandise are usually made
possible by defects in the system of internal
control. Therefore, the description of these
frauds, and the procedure by which they
should be detected, is arranged according
to more or less common deficiencies found
in many offices.
Fraud
I f the employee who prepares sales in
voices has access to cash, he can inter
cept remittances and conceal the pecu
lation by altering or suppressing the
office copy of sales invoices.
Detection
Compare shipping records with the sales
record.
Scrutinize duplicate invoices for correct
ness of prices and extensions.
Compare items listed on authentic copies
of deposit slips with entries in the cash
receipts book. This may not be effec
tive if the deposits include a number of
third-party checks.
Fraud
I f the employee who keeps the sales
record has access to cash, he can ab
stract remittances and conceal the theft
by underfooting the sales record and
the net cash and accounts receivable
columns of the cash receipts book. I f
a specific remittance were abstracted,
the peculation could be covered by
underfooting the sales record and de
stroying the customer’s ledger sheet.
In this event, the remittance will not be
entered in the cash receipts book.
Detection
Foot the sales record and the cash re
ceipts book.
Fraud
I f the employee who prepares sales in
voices or keeps the sales record has
authority to issue shipping orders, he
can have merchandise delivered to an
accomplice or fence. This fraud could
be concealed either by suppressing the

F

C.P.A., Los Angeles, California
sales invoice or underfooting the sales
record. In the event of the latter, the
charge to the customer’s account prob
ably would be canceled by a fictitious
credit memorandum.
Detection
Compare shipping records with the sales
record.
Foot the sales record, and the sales
returns and allowances record.
Compare credit memoranda with the
record of sales returns and allowances.
Fraud
I f the employee who prepares sales in
voices is working in collusion with an
outside person, he can underprice mer 
chandise delivered to this accomplice.
Detection
Examine sales invoices for correctness of
prices and extensions.
Fraud
I f the employee who authorizes cash dis
counts to customers has access to cash,
he can abstract currency receipts and
conceal the peculation either by in
creasing the cash discounts allowed, or
by over-footing the cash discount
column in the cash receipts book. Ficti
tious credits must be made to cus
tomer’s accounts if the latter method
is followed.
Detection
Test the cash discounts for regularity.
Foot the cash discount column in the cash
receipts book.
Scan customers’ accounts for irregular
credits.
Fraud
I f the employee who authorizes allow
ances to customers has access to cash
or merchandise, he can either abstract
cash remittances or divert merchandise
shipments to an accomplice or fence.
This irregularity could be concealed
either by passing fictitious credit
memoranda to customers’ accounts or
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by increasing the allowances entered
in the cash receipts book.
Detection
Scrutinize credit memoranda for pro
priety and approval.
Test allowances for correctness.
Foot the allowance column in the cash
receipts book.
Fraud
If the employee who is authorized to
write off uncollectible balances has
access to cash receipts, he can abstract
remittances and cover the peculation
by writing off customers’ balances as
uncollectible. In the event this em
ployee did not have access to cash, he
could obtain merchandise by ordering
it shipped to an accomplice. The charge
to the account of the accomplice would
be canceled in the manner outlined in
the foregoing.
Detection
Scrutinize the entry covering the write
off of uncollectible balances to see
whether it has been approved by re
sponsible officials.
Review the customers’ accounts written
off to determine whether the balances
appear to be uncollectible.
Ascertain what effort has been expended
in attempting to effect collection of
customers’ balances subsequently writ
ten off.
Fraud
I f the employee who keeps the customers’
accounts has access to cash, he can ab
stract cash receipts and conceal the
shortage by lapping remittances re
ceived from other customers. This
peculation might also be concealed by
either suppressing charges or entering
fictitious credits to the customers’ ac
counts; the trial balance of the cus
tomers’ ledger would be overfooted so
as to agree the total with the balance in
the general ledger controlling account.
Detection
V erify customers’ balances by corre
spondence with the debtors.
Compare items listed on authentic copies
of deposit slips with entries in the cash
receipts book.
Foot the accounts receivable trial balance
and agree the aggregate with the gen
eral ledger controlling account.

Ju n e ,

Compare sales invoices with postings to
customers’ accounts.
Scrutinize credits to customers’ accounts
to determine whether they represent
collections on specific invoices or bal
ances. I f customers’ remittance slips
are retained, compare the information
reported thereon with the credits to
the customers' accounts.
Fraud
I f the employee who mails statements to
customers has access to cash, he can
abstract remittances and alter cus
tomers’ statements to conceal the pe
culation.
Detection
V erify customers’ balances by corre
spondence with the debtor.
Prepare an age analysis of uncollected
billings to customers; determine why
delinquent items are not being col
lected.
Review customers’ delinquent balances
with the credit manager to determine
whether they are collectible.
Fraud
I f cash sales of merchandise, service dec
posits, and other miscellaneous items
are only recorded in the cash receipts
book, the cashier can abstract currency
and conceal the theft by understating
the amount of these receipts.
Detection
Compare the entries in the cash book
coverin g m iscellaneous receipts, with
authentic copies of sales slips, service
deposit receipts, etc., to determine
whether they have been entered
properly.
Fraud
I f the employee who reconciles the gen
eral bank account has access to deposits
before they reach the bank, he can ab
stract cash and conceal the shortage by
falsifying the reconciliation. This will
usually be accomplished by under
footing the list of outstanding checks.
(This practice would soon result in an
overdraft unless substantial balances
were maintained with depositaries.)
Detection
Prove the arithmetical accuracy of the
reconciliation of bank balances.
Make an independent reconciliation of
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bank balances as of the date of the
audit.
Fraud
I f disbursements are made from cur
rency receipts, the cashier can abstract
cash and conceal this irregularity by
either entering fictitious expenditures
in the cash disbursements book or over
footing the net cash column in that
book. This might also be accomplished
by entering discounted invoices as if
the gross amount had been paid.
Detection
Verify currency disbursements by ex
amination of supporting invoices and
related data.
Foot the cash disbursement record.
Fraud
I f the employee who either prepares or
signs disbursement checks has access
to currency receipts, he can abstract
cash and cover the theft by substituting
an improper disbursement check for
the amount stolen. The check could be
obtained either on a voucher pur
porting to cover a recurring expendi
ture hot supported by an outside in
voice or on invoices removed from
vouchers paid previously. (The latter
procedure would be impossible if in
voices attached to paid vouchers were
stamped “Paid.” )
Detection
V erify disbursements by examination of
supporting data.
Investigate all disbursement checks in
cluded in deposits made by the client.
Fraud
I f the employee who prepares or ap
proves vouchers can obtain signed dis
bursement checks before they are
mailed to payees, he can pass a fraudu
lent voucher, intercept the disburse
ment check in payment of the voucher,
and obtain cash by fraudulently en
dorsing the check.
Detection
V erify the authenticity of vouchers paid
by examination of supporting data.
Investigate the propriety of checks bear
ing two or more endorsements.
Fraud
I f miscellaneous expenses are paid from
a petty cash fund, the custodian of the
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fund can pilfer cash and cover the
shortage by increasing the amount of
these disbursements.
Detection
Scrutinize petty cash disbursements for
propriety and amount.
Fraud
I f the employee who keeps the general
ledger has access to cash, he can ab
stract remittances and conceal the pe
culation by adjusting the general
ledger controlling accounts covering
cash and receivables.
Detection
V erify the entries in the general ledgercontrolling accounts covering cash and
receivables; prove the arithmetical ac
curacy of these balances.
Fraud
I f unclaimed dividend and pay-roll
checks are not returned to cash within
a reasonable period after they have
been issued, the employees in charge of
the distribution of these checks can
appropriate them. This could also be
done if wages were paid in currency.
Detection
Scrutinize endorsements appearing on
dividend and pay-roll checks which
were not deposited promptly by payees.
I f these checks bear two endorse
ments, careful investigation should be
made to determine the authenticity of
the endorsements.
Review the record of unclaimed divi
dends and wages to see that the volume
appears to be reasonable.
Fraud
I f the employee who prepares the pay
roll has access to currency obtained
from the bank for pay-roll purposes, he
can over-foot the pay-roll and abstract
the amount of the over footing. In the
event pay-rolls are paid by checks
drawn on a pay-roll bank account, the
embezzler would be required to use an
unrecorded check in order to profit by
his fraudulent act. The check, of
course, would be suppressed when re
turned by the bank.
Detection
Foot the pay-roll.
Make an independent reconciliation of
the pay-roll bank balance.
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Fraud
I f the employee who prepares the pay
roll checks has access to these checks
after they have been signed, he can in
sert fictitious names on the pay-roll
and appropriate corresponding checks:
The theft of pay envelopes containing
currency could be concealed in the
same manner.
Detection
Compare the pay-rolls with time cards
and personnel records.
Inspect the pay-rolls for proper ap
provals.
Scrutinize the pay-rolls for additions and
alterations.
Investigate pay checks bearing second
endorsements made by persons em
ployed in the pay-roll department.
Make a pay-off.
Fraud
I f the clerk who prepares the pay-roll
also keeps the cash disbursements
records, he can appropriate amounts
which purport to represent payments
made to employees in advance of
regular pay days. This irregularity
would be concealed by charging the
fictitious advance to labor expense
through an entry in the cash disburse
ments book and omitting it as a deduc
tion from the pay-roll.
Detection
Compare entries in the cash disburse
ments book covering advance pay
ments on wages with the pay-rolls to
determine whether these amounts are
reported as deductions.
Fraud
I f the employee who prepares stores re
quisitions actually issues the material,
he can steal merchandise and conceal
the theft by improper requisitions.
Detection
Scrutinize the charges for materials is
sued from stores.
Review stores requisitions in detail for
a few days during the course of the
audit, accounting for the propriety of
all requisitions covering useable or
merchantable materials.
Fraud
I f the employee who has supervision and
control over the physical inventory
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actually issues material, he can filch
merchandise and cover the theft by
overstating quantities on hand.
Detection
Make test counts of useable or mer
chantable materials on hand.
Review the perpetual inventory records
to determine whether purchases were
made when the records showed sub
stantial quantities on hand.
The possibilities of fraud as outlined in
the foregoing indicate the inadvisability of
attempting to develop a standard program
which can be used for the detection of ir
regularities on all engagements. However,
the following program embodies compre
hensive tests of the accounting records, and
if supplemented to cover system defects,
should disclose continuing thefts of cash
and merchandise:
General Ledger
Prove the arithmetical correctness of the
balance of each account. Footings
should be verified from the $100 digit.
Investigate the propriety of all entries
wh ich appear to be unusual.
Sales
Compare shipping orders with entries in
the sales record for five consecutive
days in each alternate month.
Scrutinize the sales record for correct
ness of prices and extensions.
Foot the sales record from either the $10
or the $100 digit, depending upon the
size of the business.
Trace the monthly footings of the sales
record to the related general ledger
accounts.
Sales Returns and Allowances
Compare credit memoranda issued dur
ing five consecutive days in each month
with the record of sales returns and
allowances.
Examine receiving slips covering credit
memoranda issued for returned mer
chandise valued in excess of $50.
Scrutinize credit memoranda for pro
priety and approval.
Prove the footings of the sales returns
and allowances record from the $10
digit.
Trace the monthly footings of the sales
returns and allowances record to the
related general ledger accounts.
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Cash Receipts
Foot the cash receipts book from the $10
digit; net cash column, four non-con
secutive m o n ths; other columns, four
nonconsecutive months selected from
the eight months the net cash column
was not footed; cross foot columnar
totals, twelve months.
Test the cash discounts.
Compare items listed on authentic copies
of deposit slips with entries in the cash
receipts book during the last three
business days of four nonconsecutive
months including the last month of the
year. This may not be effective if the
deposits include third-party checks.
Compare a representative number of the
entries covering miscellaneous cash
receipts with authentic copies of sales
slips, service deposit receipts, etc.
Trace the columnar footings of the cash
receipts book to the related general
ledger accounts. This should be limited
to footings of columns which are
posted in total.
Cash Disbursements
Prove the arithmetical correctness of the
client’s reconciliation of bank balances
for four nonconsecutive months.
Foot the cash disbursements record from
the $10 d ig it; net cash column, four
nonconsecutive m onths; other col
umns, four nonconsecutive months
selected from the eight months the net
cash column was not fo o ted ; cross foot
columnar totals, twelve months.
Substantiate cash disbursements for
three nonconsecutive months by the
examination of checks, properly ap
proved purchase invoices, and other
related data. Investigate all unsup
ported disbursements to determine
their authenticity.
Trace the columnar footings of the cash
disbursements book to the related gen
eral ledger accounts. This should be
limited to footings of columns which
are posted in total.

Pay-rolls
Foot four semi-monthly or eight weekly
pay-rolls from the $1 digit.
Compare four semi-monthly or eight
weekly pay-rolls with employees’ time
cards or clock recordings. Exam ine
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the personnel records of twenty em
ployees selected at random from each
of these pay-rolls.
Scrutinize pay-rolls for alterations.
Make a pay-off.
Custom ers’ Accounts Receivable
Scrutinize credits to custom ers’ accounts
to determine whether they represent
collections on specific invoices or bal
ances.
Ascertain what effort has been expended
in attem pting to effect collection of
custom ers’ delinquent balances includ
ing amounts written off during the
year.
Confirm delinquent balances by cor
respondence with customers.
Inventory
Review perpetual inventory records to
determ ine whether purchases were
made when the records showed sub
stantial quantities on hand.
Make test counts of useable or m erchant
able materials on hand.
Scrutinize inventory adjustm ents during
the year to determine whether they
appear to be reasonable.
Prove the authenticity of a representa
tive number of stores requisitions
covering useable or merchantable com
modities.
The work outlined in the foregoing is in
addition to that wh ich is ordinarily per
formed in verification of the balances in the
asset, liability, income, and expense ac
counts.
The following “king’s code” said to have
hung in the bed room of the late King of
England is one we might all do well to study,
and follow :
“Teach me to be obedient to the rules of
the game.
“Teach me to distinguish between senti
ment and sentimentality, admiring the one
and despising the other.
“Teach me neither to proffer nor to re
ceive cheap praise. If I am called upon
to suffer, let me be like a well-bred beast
that goes away to suffer in silence.
“Teach me to win if I may ; if I may not,
teach me to be a good loser.
“Teach me neither to cry for the moon
nor to cry over spilt milk.”
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Opportunities In Public Accounting
by

P ro f e s s o r D e W i t t C a r l E g g le s to n ,

M .E., C.P.A., L.L.B., New York

H E other day a New Y ork City busi so long as he does not designate himself a
ness man remarked that the income tax C. P. A. Many of the accountancy students
laws had created a new profession. A t any
have business cards on which there appear
rate the imposition of Federal and State such legends as, “A udits,” “T ax consul
income taxes has given a great impetus to tant,” “Systems installed.” Some of the
public accounting and the Certified Public students do quite important work during
Accountant Certificate has come to mean a their spare time. One ambitious young man
great deal. M ost of the accounting problems keeps the books during his evenings for a
that arise in business have to do with taxes. chain of clothing stores. A student at The
There are so many ramifications and tech College of the City of New York who does
nicalities in the tax laws, regulations, and outside work which requires initiative and
court decisions that a business man natural furnishes good, experience receives extra
credits. W hile taking a three-year course
ly hesitates to prepare his own return.
Despite all of the activities in the field of a student often receives six “business ex
public accountancy, it is probable that the perience credits” towards his degree.
profession has not yet come into its own.
Practical experience is required in the
The purpose of this article is to make a brief office of a certified public accountant of ap
survey of the opportunities in the public plicants for permission to take the State
accounting profession for young men who C. P. A. examinations. Many states permit
are seeking a career.
attendance at recognized colleges, where
An im portant m atter to be borne in mind business and accounting subjects are taught,
in connection with the public accounting to count for part of the practical experience
profession is that its members are not con requirement. Usually the State C. P. A.
fined to strictly professional work. They examinations cover the subjects of practical
have open to themselves the entire field of accounting (problem s), theory, auditing
business. In fact, the ranks of the public and commercial law.
accounting profession are being depleted
Despite the large number of students who
constantly by the entrance of members into take up public accounting, the practitioners
private employment. It is not at all infre are always complaining how difficult it is
quent to find a certified public accountant to secure competent junior accountants.
in an executive position in a large corpora The nervous type of person is best suited
tion. One day a nationally known dairy to meet the needs of the accounting profesproducts company sent to a well-known firm sion. In view of the fact that public ac
of certified public accountants for a man to countants are constantly in contact with the
assist in the preparation of the corporation’s clients whom they serve it is especially de
Federal income tax returns. H e did his sirable that the members of the profession
work in such a satisfactory manner that he present a neat appearance and possess a
was asked to remain in the capacity of chief pleasing personality. Professional account
accountant and tax expert.
ants should be very accurate in their work
W hile carrying on their studies in ac and in the statements which they make.
countancy and business subjects, students
The code of ethics of the New Y ork State
find it quite easy to start a practice by pre Society of Certified Public Accountants
paring tax returns and in writing up sets contains a provision that, “ No member shall
of books for small business houses. One of permit the use of his name in connection
our students at the College of the City of with any statement which he knows, or act
New York specializes in doing work for tip- ing in his professional capacity he should
cart peddlers on the lower east side of New know, contains a material misstatement of
York City. There is generally no restric fact, or omits a material fact, the omission
tion upon one practicing public accountancy, of which would make the statement mislead-
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ing.” One can readily see that a public ac
countant m ust do his work with meticulous
care if he is to live up to the ethical require
ment, above mentioned. Probably most
business men do not realize how hard the
professional accountants strive to present
true statements.
M any temptations are placed in the way
of public accountants to distort, or misrep
resent, facts. The principal error and the
one which is most difficult to detect is the
omission of an item, as for example the
failure to mention the existence of a liability
that has not been recorded upon the books.
Inform ation which comes to a public ac
countant in the course of his professional
duties is privileged and he is not at liberty
to divulge it. Many business men whose
finances are in a precarious condition try to
prevail upon their accountants, or auditors,
to indulge in the practice of w indow dressing
their balance sheets. The effect of window
dressing is to make the financial condition
appear better than it really is. The ingenuity
of some business men in thinking up devices
for window dressing their financial state
ments is really quite remarkable.
One business man acquired a chain of
furniture stores for $500,000, payable 10
per cent down at time of closing the deal
and 10 per cent, semi-annually, thereafter
until the entire price had been paid. The
thought occurred to him that this transac
tion was going to result in showing a large
liability upon his balance sheet and that his
bank might object to the deal. H e hit upon
the plan of issuing a new series of capital
stock certificates to the vendor for the un
paid balance of the price and of giving the
vendor a contract which provided for the
purchase of $50,000 of this new stock every
six months. On the buyer’s uncertified bal
ance sheet which he showed the bank, there
was no liability for the unpaid balance of
the price of the chain of stores. There ap
peared, of course, the capital stock, without
any reference to the contract to purchase it.
A nother business man who was about to
purchase a factory for $2,000,000, half of
the price to be paid in cash, and half to be
covered by a mortgage which was taken
back by the seller. The idea of having a
fixed asset on his balance sheet did not ap
peal to the business man and so he loaned
$1,000,000 to a newly formed corporation
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which gave its stock as security for the loan.
Then this new corporation purchased the
property. On the books of the business man
there was set up a secured demand loan re
ceivable of $1,000,000 instead of a factory
plant. The banker thought the $1,000,000
was a current asset, as a result of the w in 
dow dressing operation.
Public accountants are constantly running
across embezzlers. In the course of his work
an auditor happened to detect the pilferage
of about $4,000 by a factory cashier and
paymaster who had failed to report proceeds
from sales of workmen’s reinforced shoes
that the company had sold to employees in
the foundry. The paymaster begged to be
permitted to have an opportunity of collect
ing funds from his friends so as to make
restitution. He said that if the auditor re
ported the cash shortage it would result in
the form er’s dismissal and probable impris
onment by the bonding company, together
with disgrace for his wife and two daugh
ters. There was nothing the auditor could
do but report the facts as he found them,
much as he desired to befriend the unfor
tunate paymaster, with the result that the
latter was sent to jail by the bonding com
pany.
Many taxpayers attempt to coerce ac
countants to make improper tax returns for
the former. A prominent Wall Street stock
broker took a pleasure trip to Europe and
visited the baths at Baden Baden and tried
unsuccessfully to inveigle his auditor to de
duct the expense of the trip as a business
expenditure. The United States Treasury
Department now requires that taxpayers
reveal on their tax returns the names of
accountants, or others, who render assis
tance in the preparation of returns. This
requirement places a very definite respon
sibility upon the public accounting profes
sion.
Probably the compensation of public ac
countants compares favorably with that of
other professions. Usually juniors com
mence at $25 a week. Rates for semi-seniors
are about $50 and for seniors $75 a week.
In-charge accountants are paid about $100
a week, while earnings of partners depend
upon the financial success of the firm. U su
ally partners participate in profits on the
basis of their capacity to procure profitable
clients.
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The work of the public accountant is very
interesting and usually involves a good deal
of traveling. Some large New York City
accounting firms have many mining com
panies for clients and annually send out
members of their staffs to visit the offices at
the mines. There is much specialization in
accounting work. One firm specializes on
hotel work and often arranges to have a
member of their staff permanently assigned
to each hotel which is regularly audited by
the firm. A considerable number of public
accountants in New York City specialize in
the poultry slaughter house business. In
fact, there are specialists in the accounting
work of nearly every variety of business.
Accountants with a knowledge of Spanish
and Portuguese do a good deal of work in
South American countries for United States
business firms.
The present indications are that the pub
lic accounting profession will not have many
women members. W ithout looking up
statistics, it is safe to say that less than one
per cent of the C. P. A. certificates issued
are held by women. However, there is much
work in a certified public accountant’s office,
such as checking reports prepared by the
field staff, that can be perform ed by women.
It is not so much the nature of the work,
as it is the conditions under which the work
is perform ed in client’s offices that makes
public accounting objectionable for women.
The success that many women meet with in
m astering higher mathematics shows that
they can succeed at handling figures as well
as men.
The depression has dealt less severely
with the public accounting profession than
with most other professions. There are few,
if any C. P. A ’s out of work today who are
not prevented from work either by old age
or some infirmity. Only a few months ago
one of the new governmental bureaus in
W ashington, D. C., telegraphed to all State
societies of certified public accountants in an
effort to secure some C. P. A ’s for making
financial examinations. In the City of
M ount Vernon, N. Y., where the author
lives, it was decided by the Board of Educa
tion to secure men who were on the City’s
relief rolls to audit the Board’s books for
the five-year period, just passed, but there
were no Certified Public Accountants on the
relief rolls. However, there were plenty of
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members of other professions enjoying re
lief from the city.
There are many opportunities available
for certified public accountants to increase
their incomes by teaching in evening schools
of business and accounting. The College of
the City of New York under the able leader
ship of Dr. Frederick B. Robinson, its presi
dent, has followed the policy of employing
professional certified public accountants to
give instruction in its evening classes. This
policy brings to the class rooms men who
are actively engaged in practical work.
Teachers are therefore able to speak au
thoritatively on not only the theoretical
phases but also upon the practical aspects
of public accounting.
There is a definite place for public ac
countants. They render a real service which
has value to the clients. C. P. A ’s number
among their close friends many of the out
standing business men of this country.
There are many kings of finance and cap
tains of industry who seldom take an im
portant step in their businesses without con
sulting their outside accountants. The ex
perience which C. P. A ’s obtain in their
work enables them to render invaluable
advice. Many a business man has been
saved by his accountant from embarking in
a hazardous venture, the pitfalls of which
would not have been seen except through
the accountant’s eyes.
A business deal had nearly been consum
mated whereby some New York City capi
talists were to purchase a large farm tractor
building enterprise in Nebraska. It was de
cided to send out a certified public account
ant to check up the figures that had been
submitted. He discovered that contracts
which provided for payments of $250,000
by the tractor company to the inventor had
not been revealed to the bankers. The deal
never went through.
The future success of the certified public
accounting profession depends upon how
valuable its members make themselves to
the business community. A t any rate it
looks as if income taxes were here to stay
and so there will always be a need of public
accountants to look after the tax returns of
business men and fight unfair claims of the
tax collecting bodies for more taxes. Even
at present there is a campaign on the part of
the United States Treasury Department to
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cut depreciation rate allowances. Briefs
that have been required to be prepared in
these depreciation cases have kept a number
of C. P. A ’s busy quite a while and as long
as the T reasury Department maintains the
attitude that business enterprises have been
enjoying excessive deductions for deprecia
tion allowances, accountants will be kept
busy supporting taxpayers’ depreciation
deductions.
The author of this article has written
many books on accountancy and business
subjects and at the end of the introduction
he invariably says, “Communications from
readers are welcome and will be promptly
answered.” Letters are received by the au
thor from all over the world, indicating that
there is a widespread interest in public ac
counting in all civilized countries. A young
man in the Straits Settlements wrote asking
what opportunities there are for him in New
York City. Another man who was serving

E ffe c t

o f

by R. E.

B adger,

a prison sentence in Blackwell’s Island Peni
tentiary wrote asking for the names of some
books on cost accounting.
Despite the fact that our business schools
are graduating a great many students and
many candidates are successful each year
in passing the Certified Public Accounting
examinations, it looks as if the public ac
counting field still offers a good opportunity
for a great many young men. Compared
with law and medicine the public accounting
profession is a mere infant in point of age
but the infant is showing signs of passing
the other professions in size. During the
past few years the percentage of grow th in
the memberships of the national and State
societies of professional accountants has
been exceedingly rapid. The opportunities
are here waiting to be gathered in by ambi
tious young men who are qualified for the
profession of public accounting.

R e c e n t

I n v e s tm

333

e n t

T r e n d s

o n

V a lu e s *

of Investment Counsel, Inc., Detroit, Michigan

N V E S T M E N T markets are highly sensi
tive to a wide range of human emotions
and judgments, which are constantly being
influenced by changes in our economic and
political structure. Forces having an influ
ence on investment values, therefore, are
many and varied. I will attempt in the brief
time allowed me here to discuss three m ajor
phases of the present situation which I be
lieve of fundamental importance.

of this country as a creditor nation. P rior
to 1914 the United States was a debtor na
tion. Since the war, and largely as the result
thereof, this country is now a creditor na
tion. In fact, if war debts are included
among our assets, the excess of national
credits exceeds national debits by a substan
tial amount.
I believe we are also correct in stating
that the period of rapid industrial and com
(1)
Economic Factors Related to Inter mercial development, particularly observ
est Rates:
able during the first three decades of the
The outlook for both long and short-term present century, is over, at least temporarily.
interest rates, and consequently for the I predicate this statement on the following
value of high grade bonds, is, at present, in fa cts:
fluenced by certain factors which are rather
clearly observable, and which make an ap
(1) Immigration is being curtailed on
praisal of the outlook for money rates for
an increasing scale, a policy which will
the next year, at least, fairly easy.
undoubtedly restrict the future rate of
The first observation I wish to make in
growth in population.
this respect relates to the present position
(2) The public domain has been ex
hausted.
*Address delivered before Michigan Associa
(3) O ur transportation systems, in
tion of Certified Public Accountants.
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luding public highways, have been well
Jan. 31, 1 9 3 4 . . . . 2,432,370,000
developed.
M ar. 3 1 , 1 9 3 5 . . . . 2,430,298,000
(4 )
The period of rapid exploitation
M ar. 3 1 , 1 9 3 6 . . . . 2,430,250,000
of our natural resources is apparently
The immediate demand for bank credit
over.
has failed to keep pace with mounting re
W e have no recent figures on the rate of serves as indicated by the trend of commer
capital savings in this country, but for the cial loans, collateral loans, or security flota
decade 1920 to 1930 various estimates place tions.
annual savings at from 11 billion to 20 bil
Loan Data for All Member Banks
lion dollars. The present rate of annual
savings is undoubtedly below the average
for 1920-1930, but with the recent increase
in our national income it is returning to
that figure.
The factors just mentioned have a basic
influence on the demand for, and supply of, Dec. 3 1 , 1933 $11,315 $3,772 $2,359 $5,184
capital, and therefore on long-term interest Dec. 31, 1934 10,509 3,297 2,273 4,940
rates. I compare our present situation to Dec. 31, 1935 10,548 3,089 2,284 5,175
that of England in the 19th century. Dur
Security Flotations
ing that period domestic capital require
Total Domestic Total Domestic
ments in that country failed to absorb an
and Foreign
and Foreign
nual savings, with the result that substantial
Year
N ew Issues
Ref. Issues
In $1,000,000
investments were made abroad. Rates on
1929
$10,091
$1,422
domestic loans, however, were low as com
1930
6,909
711
pared with rates in the United States or in
1931
3,089
949
other countries where rapid expansion was
1932
1,194
538
going on. The interest rate on British Con
1933
720
344
sols throughout the last half of the 19th
1934
1,386
826
century averaged close to 2.75%.
1935
1,438
3,284
In addition to these more fundamental
It is apparent from these data that the
factors, we have experienced a number of
changes in our monetary and banking laws basic demand, on the part of industry, for
which have added substantially to excess bank credit, or for long-term credit, has
reserves of member banks of the Federal failed to keep pace with the amount of
credit available. The result has been a con
Reserve System. I refer here to,
(1 ) Reduction in the gold content of stant increase in the prices of prime bonds
our dollar at January 31, 1934, to 59.06% and a corresponding drop in interest rates,
of its former parity. This act alone in both short and long-term.
creased the country’s stock of gold by
Index of 30 AAA Bonds
$2,808,000,000.
(Average Yield)
(2 ) The rapid return of gold from
1933 A v e ra g e ................... 4.49%
abroad immediately after de jure stabil
1934
“
................... 4.00%
ization took place, imports for 1934 and
1935
“
_................... 3.74%
1935 being as follow s:
Without exhaustively treating the various
1934
$1,131,994,000
factors which might change either the supply
1935
1,739,019,000
of capital or the demand therefor, mention
may be made of some of the more important
Two Y ear Total $2,871,013,000
of such factors.
(3 )
Increase by Federal Reserve Banks
1. A substantial increase in the physi
in holdings of United States Government
cal volume of trade and production would
Securities prior to 1935 and failure to
result in an increase in the demand, both
reduce holdings thereafter.
for long-term capital (new security is
United States Government Securities
sues) and for bank credit. Such an in
(Bought Outright)
crease would tend to raise interest rates.
Feb. 28, 1 9 3 3 .... $1,836,377,000
2. Substantial exportation of gold
Others

Secured by
Real Estate

Secured by
Stocks & Bonds
(In $1,000,000)

Total Loans
to Customers
( exclusive
of banks)

Period

c
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would lower excess reserves and would arising from an increase in the price of their
tend to advance short-term interest rates. products.
There are many well-known examples of
3. A prolonged war would lower the
national income and would increase the inflation in economic history. Most, if not
demand for capital. The effect of this all, of the various eras of inflation which
have resulted from artificial causes, and not
would be to increase interest rates.
4. An arbitrary increase in reserve re from natural causes such as the discovery of
quirements or a reduction in holdings of im portant sources of precious metals, have
Government securities by Federal Re had their origin in the inability of govern
serve Banks would reduce bank reserves. ments to raise sufficient moneys by taxation
The effect of either of these actions would to meet the cost of operation.
Since the year 1929 we have witnessed a
be to increase interest rates.
5. A gradual or rapid increase in the series of budgetary deficits in this country
price level of commodities and equities, sufficiently large and with a trend sufficiently
requiring larger dollar borrowings to adverse to give rise to fears that inflation
transact a given physical volume of may take place in our own monetary system.
business.
Budgetary Deficits— Federal Date
I fail to see where any of these factors
are likely within the next year to become
Year
In $1,000,000
sufficiently im portant materially to change
..
$ 902
193 1
interest rates, or conversely the prices of
1932
3,153
high-grade bonds. It is possible that a grad
1933
3,069
ual, or eventually a rapid rise in the price
1934
3,966
level, may be the real factor causing a fun
1935
3,575
damental change in the direction of interest
rates. A gradual rise in the price level would
The estimated deficit for 1936 at the time
be the logical result of dollar depreciation of the latest President’s annual budget mes
and credit inflation. A rapid rise might fol sage was $3,234,000,000, whereas the esti
low some drastic type of inflation.
mated deficit for the year 1937, exclusive
In conclusion, it is my opinion that inter of any bonus payments, with the assumption
est rates will continue at low levels and that that processing taxes as levied would be un
bond prices will remain at high levels for disturbed, am ounted to approximately $1,
some time to come. I also believe that any 100,000,000. This estimate allowed for ac
change in the trend of interest rates will be tual relief expenditures of $1,103,000,000
gradual and subject to more or less definite plus such unknown amounts as m ight be
prediction.
required from time to time. On the basis of
(2 )
Inflation. Its Relation to the Invest more or less obvious revisions it appears
ment Problem:
that the 1937 deficit will amount to $3,250,

Inflation may be defined as a Condition
where the monetary medium of a country is
expanded sufficiently to lower its purchasing
power, or conversely to increase the price
level. Inflation may take place in respect
to either:

(1) Credit
(2) Actual Money
The effects of inflation on various types
of security holders are too well known to
require lengthy discussion. Bondholders as
a class are adversely affected by depreciation
in the purchasing power of the fixed dollars
they receive. Stockholders may benefit from
inflation by an increase in the value of their
properties, from increased business activity,
or from an increase in aggregate profits

000, 000.
To date a very small part of the Federal
deficit has been financed by currency in
creases. Except for a comparatively small
amount of the profit derived from devalua
tion of the gold dollar, and from silver op
erations, deficits in recent years have been
financed by Federal borrowings.
The Federal debt at the present time
stands at $31,436,000,000 against $28,692,
000,000 a year ago. This compares with a
figure of $16,640,000,000 at June 30, 1929.
The most effective phase of inflation to
date has been a rapid increase in the Federal
debt, financed in part by commercial bank
credit, the credit base of these banks having
been effectively expanded by the act of de
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valuation which added $2,800,000,000 to
our gold reserves. Silver operations of the
Treasury have had a similar influence, al
though the amount involved has been in
significant.
This situation is further clarified by an
analysis of banking statistics. Thus, total
deposits of all member banks rose from a
low of $24,755,000,000 at June 30, 1932, to
$31,072,000,000 at November 7, 1935, the
net gain being $6,219,000,000. Loans and
investments increased from $28,001,000,000
to $29,934,000,000 during the same period,
the net gain being $1,933,000,000. Holdings
of Government obligations direct and guar
anteed, increased by $6,640,000,000, and
reserves by $3,668,000,000. The total gain
in deposits, therefore, has been offset by a
gain in only two types of assets: holdings in
Government bonds; and reserves. There
has been an actual reduction during this
period in both secured and unsecured loans
held by banks.
Opposed to forces which are operating to
create inflation are certain forces, either
natural or artificial, which are deflationary
in effect. For example, income taxes were
increased during the year 1935. Likewise
the Federal Government increased inheri
tance and gift taxes by substantial amounts
and has provided for taxes on payrolls to
meet the Social Security Act benefits by
amounts which increase in future years up
to 6% of total payrolls. During the present
year, 1936, the President has laid before
Congress proposals substantially to increase
taxes on corporations, to impose normal
taxes on corporation dividends, as well as to
tax progressively intercorporate dividends.
(1) Under the amended Federal Reserve
Act, the Board of Governors has been given
wide powers over open market operations
of Federal Reserve Banks, as well as over
loaning policies of member banks. Pursuant
to this authority the Board of Governors
has already issued regulations raising defi
nitely the m argin requirements of borrow
ers who use bank credit for investment and
speculative operations.
(2) The Securities and Exchange Act of
1934 has undoubtedly had a very definite
effect in curtailing speculative activity by,
a. restricting new security flotations;
b. limiting marketing operations through
control of pool transactions; and
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c. increasing margin requirements.
Indications point, therefore, to the exer
cise of immediate control for the purpose of
keeping market movements within moderate
limits.
Over a longer period, however, basic
foundations have been laid in our credit
structure which should lead to a gradual but
sustained rise in commodity and equity
values.
(3) Effect of Economic Planning on In 
vestm ent M arkets:

In any dynamic society two sets of forces
are continuously operating and are more or
less closely interrelated: natural economic
forces; legislative acts designed to change
or to direct economic forces.
The past three years have witnessed a
host of experiments designed to redistribute
wealth, to correct abuses that previously had
crept into our capitalistic system, to improve
the condition of the lower strata in our eco
nomic society, and to prevent recurrence of
severe economic depressions.
It is frequently stated that business can
adjust itself to any set of conditions, except
a constant series of changes. From July,
1933, to October, 1935, the business inter
ests of the country were kept in a state of
continuous confusion because of the rapid
ity with which new legislation had been pro
posed and enacted.
W hereas each act passed or proposed had
its particular relation to the investment m ar
ket, it is interesting to note that to date the
broader market movements have not been
vitally affected by such legislation. Invest
ment values, in other words, have continued
to move within normal ranges and to regis
ter patterns more or less normal, movements
being modified only to a limited extent by
governmental influence.
Both in term s of industrial production
and stock market averages the low points of
the recent depression were reached at about
the midpoint of 1932.
It is normal, after a prolonged and serious
depression for interest rates to continue
their downward movement for some further
period, but for stock prices to reverse their
movement. The downward movement in
interest rates has continued to the present
time for a longer period than would have
been expected because of the operation of
forces already discussed.
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The movements of stock prices since
1932, on the other hand, have not been es
sentially different from movements during
the early stages of past recoveries.
In terms of the Dow-Jones averages in
dustrial stocks have moved as follows since
1932:
Turning P oin ts

A verage

7 / 8 / 3 2 ........................ 41.22
9 /7 /3 2 ........................ 79.93
2/27/33 .....................
50.16
7/18/33 ..................... ..108.67
10/21/33 ................... 83.64
2 / 5 / 3 4 ..........................110.74
7 /2 6 /3 4 ..................... 85.51
4 / 6 / 3 6 ..........................161.99
Each of these movements may be briefly
discussed in the light of outstanding events.
The first broad movement was upward and
maybe described as a national recovery from
depression lows. The reaction 50.16 was
entirely normal, but was probably hastened,
and somewhat aggravated by the Democratic
victories in November, 1933.
The next broad upward movement started
just prior to the inauguration of President
Roosevelt on M arch 4, 1933, and gained
rapid momentum shortly after he took office.
This movement undoubtedly reflected hopes
of a new era, but in its later stages was in
fluenced by the fear of rapid inflation. It is
possible that these fears carried the market
slightly beyond the movement to which it
was entitled at that time.
This movement culminated in July of that
year, the immediate cause for the subse
quent decline being the passage of the N a
tional Recovery Act. The movement from
October 31, 1933, to February 5, 1934, rep
resented in part a recovery from the rapid
decline during July, A ugust and September,
but again was assisted by further fears of
inflation and by de facto devaluation of the
dollar. The decline from February 5, 1934,
to July 26, 1934, may be attributed in large
part to the introduction of reform measures
by President Roosevelt during the Congres
sional Session of that year. From July,
1934, to April, 1936, the trend of stock
prices was upward in the face of legislative
threats, further reforms, and the generally
adverse attitude on the part of the Govern
ment tow ard business.
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The first real indication that New Deal
legislative efforts might meet effective re
sistance was found in the Supreme C ourt’s
decision in May, 1935, declaring the N a
tional Recovery Act invalid. Almost from
the day of that decision through April, 1936,
the broad trend of the m arket was consis
tently upward.
I should like, at this time, to emphasize
the fact that to date constant threats of in
flation have failed to cause movements in
stock prices substantially beyond the range
of normal movements. Likewise attacks on
the profit system, threats of new types of
social reform , and the threat of higher taxes
arising from budgetary taxes, while un
doubtedly retarding recovery have not
caused downward movements substantially
below the points of normal reactions.
The reasons that administrative or legis
lative acts have so far failed substantially to
alter normal movements in security values
are probably,
(1 ) Many people have faith in the
system of checks and balances found in
our political system, and have confidence
that somehow before it is too late a change
will take place returning the adm inistra
tion of our affairs to more orthodox
channels.
(2) The fact that to date government
deficits and increased Federal borrow
ings, while large, are still conservative
compared with our wealth.
The future must answer several questions
of importance not only to those interested
in investments, but to all citizens.
(1) Is it possible to convert a recov
ery, predicated in its initial stages by
heavy government spendings and large
outlays for relief into a normal recovery
in which the various groups in the eco
nomic structure are in proper balance ?
(2) Is it possible for a government
that has promised so much in the way of
reform and economic well-being, that has
been over generous in disbursing public
funds, ever to balance its budget and to
retreat by the path of economic realism?
I do not wish to criticize the Administra
tion’s efforts at reform. Many of its aims,
I believe, are sound and progressive. By far
the most dangerous aspect of the present
situation to my mind is the reliance that
large groups of our population are placing
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on Federal Relief and Public W orks funds.
This situation carries with it the real danger
of ultimate inflation and the distinction of
credit values.
I believe we are at a critical point at the
present time. The large potential demand
for building, for labor-saving machinery,
for machinery and equipment to meet obso
lescence could easily support a continuation
and further advance in our current recovery

I n v e r te d

movement. Credit is sufficiently abundant
to finance such a further movement for a
long time. Establishment of confidence in
our political administration could easily ani
mate each of these factors.
On the other hand, reluctance to curtail
heavy Federal expenditures and continued
reliance on Federal deficits can have but one
result, higher taxes, greater deficits, and
ultimately inflation.

H e g e lia n is m
by G e o r g e

F.

M

And strange to say, among that earthen lot
Some could articulate and others not
And suddenly one more impatient cried
Who is the Potter pray and who the Pot.
— O

m a r.

In 1934 the Mexican Chamber of Depu
ties, an elective body, enacted a law making
compulsory the teaching of Socialism in the
Mexican schools. Concurrently the Commis
sion of Teachers of Mexico resolved that:
“M an’s existence depends upon his
ability to support himself, therefore eco
nomics constitute the basis of his life.
This is, in fact, the theory of historic
materialism which along with the theory
of class struggle constitutes the basis of
M arx’s Scientific Socialism.”
The entire school system of Mexico was
revised to correspond to these resolutions
and only teachers who are sympathetic to
them, although perhaps not understanding
them, were kept.
Mexico has thus undertaken to present
to its somewhat naive people M arx’s mate
rialistic conception of history or “inverted
Hegelianism,” which, according to Lenin’s
intimations in his discussions with Trotsky,
was not as clear as it might have been to
M arx himself. For Hegel, the history of
the world was real only as a history of ideas.
Each idea as it is affirmed brings with it the
idea that is its negation. These ideas do
battle and out of their conflict a new and
higher idea arises to be fought and con
quered in its turn. M arx substituted bat
tling social forces, or class struggle, for
*While Mr. McNichols calls Washington, D. C.,
home, he has spent most of the past several years
globe trotting. This is the third interesting com
mentary he has sent us from foreign ports.

in

M

e x ic o

C.P.A.*
Hegel’s battling ideas “standing Hegel on
his head,” as he himself said. In this in
evitable clash of classes new social orders
appear which are predictable and which in
their turn disappear.
In Russia the practical Communist party
has dropped most of the M arxian ideology
and has reinstated old capitalistic terms such
as “piecework,” “bonus,” “stretchout,”
“buy R ussian,” etc. “ From each according
to his ability, to each according to his needs”
has become “ from each according to public
demand, to each according to his produc
tion.” The phrase “period of transition”
has been retained to account for the evils
that seem to be inherent in communism.
W hen an Intourist guide explains that un
employment is impossible in a dictatorship
of the proletariat but there have been mil
lions of workless ones in Russia ever since
1917 owing to the “transition period,” it
recalls the story of the Irishm an who worked
in a Pittsburgh foundry for 40 years. W hen
he was laid off his wife consoled him with
“ I always told you that job wouldn’t be
steady.”
The Catholic Church here has condemned
the 1934 Act and has declared in a Pastoral
Letter, issued early this year by Archbishop
Pascual Diaz signed by all of the Catholic
Archbishops and bishops of Mexico, that
for a Catholic to study or teach Socialism or
cooperate to Socialist ends or even for ap
pearance’s sake to feign to approve Socialism
is to commit a mortal sin. The letter defined
Socialism as the “philosophy, economic sys
tem or social system, which, in one form or
another, does not recognize the rights of
God and the Church, nor the natural right

c N ic h o l s ,
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of every man to possess the goods he has
acquired by his work or has inherited legiti
mately or which foments hatred and the
unjust struggle of classes.”
Discussion of the troubled religious ques
tion would transcend the limitations of this
letter. Briefly the indictment against the
Church has three principal counts: (a) the
priests are in politics; (b) the Church owns
or owned much property; (c) the Church
did not educate the Indians. Count (c) as
sumes that the Indians could have been
educated but the experience of the United
States in trying to educate its Indians points
to another conclusion, with some notable
exceptions, graduates from Indian schools,
like Haskell, go back to their tribes and their
education falls from them like an old blan
ket. The religious instruction given to the
Mexican Indians had survival value, for
they are still here while the American and
Argentine Indians have, mostly, gone to the
happy hunting grounds. There were 1,508,
122 Mexican Indians in 1800, 3,810,033 in
1900, and 4,620,880 in the 1930 census.
They are as unassimilable into a white m an’s
civilization as are the American Indians but
the Spaniards did not believe that they
should be exterminated for that reason.
President Cardenas and his cabinet were
elected as revolutionary socialists. ExPresident Calles on his arrival in Texas is
quoted as saying that they have become
communist sympathizers. M r. Calles’ arrest
was as unceremonious as it would have been
in Russia but he was sent to Los Angeles
which is not exactly a concentration camp.
The president seems to have unlimited
power and many government projects are
under way. The three principal dailies are
E l Excelsior, n e u tra l; E l U niversal, mildly
critical of the adm inistration; and E l N a 
tional, pro-administration. Much fun was
poked at the communists last week when
their Russian comrades went Mussolini on
the birth control question. The comrades
here had been working to legalize abortion
when suddenly Moscow decided that fam
ilies were the concern of the State and
should be rewarded with bounties.
The communists had the biggest parade
on May 1 and large numbers of hammer and
sickle flags were displayed, also Lenin ban
ners, “down with capitalism,” floats and
others calling for prosecution for the death
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of General Gonzalez who was killed by a
Goldshirt earlier in the week. The plan to
carry the General’s body in the parade was
dropped. There were two rival parades and
only a tremendous concentration of troops
prevented trouble. The splits in the labor
ranks are regrettable for they had gained
much by recent legislation. Minimum wages
2 pesos per day a 100% increase, maxi
mum hours 8 per day, collective bargaining,
no child labor, etc., are some of their gains.
Merchants and m anufacturers seem to be
doing well and there is a tremendous build
ing boom, streets being widened, office
buildings and block after block of apart
ments under construction.
Opinions on Mexican Communism.
A Mexican Senator: “W e will have a
Soviet government before fall.”
A Mexican business w om an: “W e M ex
icans are too indolent to study communism.
W e lack the millions of intelligent aggres
sive Jews who put communism over in
Russia.”
A young Mexican law yer: “Communism
will come but it will fail.”
E l Universal: “W ith 86% of our popula
tion shoeless, large numbers semi-naked and
many naked there is no market for new
goods.”
An American mining engineer who knows
Mexico— “Communism is a stalking horse
for a later coup d’etat. The 1917 constitu
tion prohibits the reelection of a president
ever and the consecutive reelection of sen
ators and deputies. This is annoying to the
governing class. As soon as the communist
scare is real enough to cause money to con
sent to a dictator, communism will be
dropped.” There does seem to be some re
semblance to Germany when Thyssen and
Schacht representing big business played up
the communist scare to get Germany to
scrap the Constitution which they never
liked. An old German last summer in M u
nich said thankfully, “H itler freed us from
our liberties.”
Tourists who become discouraged when
they observe one country after another giv
ing up self-government should reflect that
this is not a new condition in the history of
much greater than the amount paid.
The position of the conscientious account
ant is uncertain, to say the least. If sugges
tions are made by him, calling for improved
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the human family. Several centuries before
Christ Xenophon began his Cyropaedia
with these words :
“One day I observed how many democ
racies had been overthrown by men who
preferred any other form of government—
how many ambitious men had been deprived
of the sovereign power which they had
usu rp ed : and how greatly men admired the

A c c o u n tin g
by M. S.

B

June,

good fortune and skill of those who suc
ceeded in maintaining themselves in power
for some time. I then reflected that in indi
vidual households composed either of a large
body of servants or a few the heads cannot
control even those few.”
“ From these reflections I deduced that
no animal is more difficult for men to con
trol than M an.”

S e r v ic e s

a n d

F e e s*

of Century Factors, Inc.,
New Y ork City

ercow ,

O T so many years ago financial state
ments, submitted by the average mer
chant, were either estimated or prepared
from the books of account by the book
keeper. In the increasing ramifications of
business and the rapid changes in industry,
there was a demand for statements certified
to by reputable accountants. As a result, at
the present time over 70 per cent of the
apparel m anufacturers employ certified
public accountants.
A t one time the credit grantor was con
tent with a statement of financial condition
or balance sheet. As the information sub
m itted was of no value for complete credit
analysis, a demand was made for profit and
loss statements, so that today, when we talk
of financial statements, we mean operating
figures as well as balance sheets.
Financial statements, as submitted, were
weak because of the lack of independent
verification by the accountant of the assets
and liabilities. This was not due to the
laxity of the accountant, but to the client’s
resistance to the additional expense involved
in such verification. A period of education
followed, so that today, of financial state
ments received:
1— 60 per cent contain verified current
assets (exception of inventory) and verified
current liabilities;
2—25 per cent have verified inventories.
W ith the increase in demands made upon
the accountant, the question of adequate
compensation is a problem which must re
ceive the sympathetic interest of those con
cerned with the constant improvement in

N

*Reprinted from Credit Executive, May, 1936.

financial statements. The accountant ren
ders the following type of services in the
average case:
1—M onthly audits— detailed or general
2— Preparation of monthly reports
3—P reparation of two financial state
ments a year
4— Answering inquiries of credit gran
tors
5— Preparation of tax returns, City, State
and Federal
6— Preparation of budgets
7—Exam ination and strengthening of
accounting systems
8— Checking of cost figures
9— Constant consultations covering busi
ness policy, merchandising, m anufacturing,
etc.
In addition, the guidance of the account
ant is of inestimable importance in the ulti
mate success or failure of the concern. W ith
all that, the fees received by accountants
have in many instances not been commen
surate with the services rendered.
W hen the debtor is impressed with the
necessity for more detailed audits and veri
fied statements, he pleads inability to pay.
Recently one of our customers was criticized
because of the fact that his accountant did
not make a detailed audit. The fault, how
ever, was not his but that of the client who
was inadequately compensated for his ser
vices. W hen the customer was inform ed of
the advisability of having detailed audits
and the regular services of the accountant,
he objected to an increased fee. This cus
tomer labored under the delusion that he
effected a saving, when in reality, the ulti
mate benefits received would have been
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audits and verified statements, the client is
under the impression that the accountant is
looking for bigger fees. When credit gran
tors insist on fully certified statements, the
shopping process begins. The debtor
searches the market for an accountant who
will do the work on a much cheaper basis
and the result is that the accountant, who
has put in years of labor, is replaced.
While it is not the function of credit
grantors to dictate the fees to be paid by
debtors, nevertheless it is axiomatic that in
the average case, services rendered will be
in proportion to fees received. There may

S e e n

I n

P u b lis h e d

be exceptions in situations, where account
ants hope that with greater profits of their
clients, their fees will be increased. It is,
therefore, good policy in instances where
audits, trial balances and financial state
ments are cursory, to look into the question
of fees paid. Through education, the mer
chant should be impressed with the neces
sity of availing himself fully of the possible
services to be rendered by the accountant,
and the payment of adequate fees. When
that is done, monthly trial balances and
financial statements will have provided a
far sounder basis of credit.

F in a n c ia l

by W. T.

S u n l e y , C .P .A .,
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( Continued from M a y Issue )
Introduction .—In the preceding article it
was pointed out that:
(1) The term “deferred charges” seems
generally to be considered to have a wider
scope than “prepaid expenses,” so that the
former includes the latter.
(2) Charges against income may prop
erly be deferred only to such an extent that
at no time is a greater share of the cost left
to be borne by the future than is reasonably
to be considered applicable to future earn
ings.
At no time is it proper to defer beyond a
fiscal closing date any items which have no
applicability to future earnings.1 The mere
fact that to write them off immediately
against income or surplus would constitute
a severe blow by no means furnishes an ex
cuse for carrying them forward.
Montgomery emphasizes this point: “The
expenditures in question, if they are to be
deferred—in whole or in part— . . . must
. . . actually benefit future periods, and . . .
the basis of allocation must be such as not
to permit them to be capitalized beyond the
date to which their utility may reasonably
be expected to continue.”2
As an example of the type of item which
should never be deferred, there may be men
1See Authorities cited in preceding article.
2“Auditing Theory and Practice,” fifth edition,
p. 289,

tioned unabsorbed factory burden—the
amount by which actual manufacturing
overhead has exceeded the amount absorbed
in standard costs. Speaking of both over
and under-absorbed burden, Paton says:
“In preparing the income statement this
amount should be added to or deducted from
(depending on whether debit or a credit bal
ance) the manufacturing costs and in clos
ing the books at the end of the period should
be closed out to the account exhibiting the
manufacturing costs.”3
It is noted that Cities Service Company
carries as a deferred charge in its consol
idated balance sheet:
Abandoned Street Railway Properties
($652,639 being am ortized). . . . . . . . $1,131,877

Similarly, the United Gas Improvement
Company includes as a deferred charge :
Property Abandoned (The W ilming
ton City Railway Com pany)............ $2,230,751

Consolidated Gas Electric Light and
Power Company of Baltimore carries under
the heading Deferred Items:
Hydro E q u a liza tio n ................ .................... $51,863
(T his account was established as of January,
1931, in order to avoid variations in operat
ing expenses from year to year occasioned
by fluctuations in the flow o f the Susque
hanna River. An appropriation from Sur
plus in the amount of $500,000 was made
3“Accountants’ Handbook,” second edition, p.
1312.

342

THE CERTIFIED PUBLIC ACCOUNTANT
during 1935 to reduce the debit balance in
this account.)

Two excellent examples of deferring
which is seemingly proper under the prin
ciples of correct periodic income determina
tion are furnished by Public Service Com
pany of Northern Illinois:
Unbilled portion o f gas space heating
equipment sales ...................................... $817,204
Unamortized gas-conversion expendi
tures ($583,200) and m iscellaneous.. 859,850

The Westinghouse Air Brake Company
suggests parenthetically the basis of amor
tization and incidentally the propriety of
classifying as a deferred charge :
Deposits with insurance companies under
Pension Plan Option (o f which ap
proximately $300,000 representing the
deposits under an option exercised in
January, 1936, will be charged against
income in 1936)....................................... $514,552

Sundry Suspense Item s .—The inhibition
against the deferring of items not applicable
to future income does not include an objec
tion to classifying as deferred charges what
public service commissions call unadjusted
debits, i.e., items held in suspense pending
determination of their actual status. Such
items do arise, an example being found in
the construction in progress of utility com
panies, whose engineers, upon completion
of a job, will determine the part of the cost
which is properly added to fixed capital and
the part which must be considered as re
placements or as expense. Kansas City
Power & Light Company, for example,
shows under the caption Deferred:
Sundry Work in P rogress.......................... $29,005

In the industrial field Libbey-OwensFord Glass Company indicates the presence
of construction in progress:
D

eferred

Work Orders, unexpired insurance
premiums, prepaid taxes, supplies,
etc............................................................. $854,535

The circumstances are somewhat different
in an item included as a deferred charge by
The Brooklyn Union Gas Company :
Cost of Properties purchased in connec
tion with street widening...................... $221,134
In connection with the acquisition of land in
certain streets within the boundaries of
Greenpoint Works, the company has agreed
to reimburse the City of N ew York for
certain expenses connected therewith, if
any, and with the widening of streets ad
jacent to Greenpoint W orks at such time
as the city may undertake these improve
ments.

Rochester Gas and Electric Corporation
indicates the presence of items of this type:
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Miscellaneous Items in Suspense.......... $652,108
Items being written off over a period of years
and charges pending disposition.

Southern California Edison Company
Ltd. defers:
Undistributed Clearing Accounts.......... $169,003
Miscellaneous Unadjusted Item s............ 145,923

Deferred A sse ts .—It was noted in the
preceding article that the term “deferred
assets” is sometimes used. If deferred
charges or deferred expenses are meant by
this term, the term is inadvisedly used, “in
asmuch as the charge to the operation is the
thing deferred and not the asset value.”4
The term is, however, properly used to
indicate “assets the realization of which is
long postponed, e.g., the capitalization of
rentals by virtue of a provision in a lease
hold whereby the rentals may, at the option
of the lessee, be applied on account of pur
chase price.”5
The term is used also to cover accounts
receivable the collection of which is de
ferred, but it certainly seems that to com
mingle such items with deferred charges to
expense creates a condition against which
readers of balance sheets would be amply
justified in complaining, especially if the
disclosure of the detail making up the
amount gives him no basis for determining
whether the amount is to be realized at
some future date or is to be charged to ex
pense. Even when full detail is furnished,
if the reader is to understand the balance
sheet he is sometimes required to perform
mathematical operations which would be
rendered unnecessary by an adequate clas
sification.
International Paper and Power Company
furnishes a full analysis of such a com
mingling :
D

eferred

A

ssets

and

E

xpenses

:

Sinking funds and special deposits. . $ 395,398
Receivables not currently due, partly
1,165.612
pledged ..............................................
Due from officers and em ployees..
107,274
Prepaid interest, insurance and taxes
571,517
Depletion applicable to pulpwood in
in v e n to r y ............................................ 1,264,146
Deferred charges applicable to fu
ture o p era tio n s................................
460,292
Unamortized debt discount and ex
pense .................................................... 3,299,527
$7,263,766

Alpha Portland Cement Company shows :
4"Accounting Terminology,” p. 12.
5Op. Cit., p. 13.
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Deferred Items (less reserves, $41,215) $57,121

Since the application of reserves to de
ferred charges to expense nullifies the de
ferring, it is assumed that the deferred items
are assets of deferred realization rather than
deferred charges:
Central Indiana Power Company shows
reserves, but specifically says that they apply
against deferred charges and prepaid ac
counts :
Miscellaneous deferred charges and pre
paid accounts, less reserves of $31,529 $20,734

Federal Water Service Corporation car
ries under Deferred Charges and Prepaid
Accounts:
Due from City of New York for the
protection service rendered (less re
serve of $81,860)...................................... $110,130

The American Sugar Refining Company
does not show the amount of the reserve:
Prepaid Accounts, less reserve............ $2,388,995

Without explanation of the nature of the
items reserved against U. S. Industrial Al
cohol Co. displays:
Prepaid Expenses and Other Deferred
Items (less reserve, $81,580).............. $340,504

Eastern Gas and Fuel Associates shows
under the heading Deferred Items :
Unadjusted insurance claim s.................... $73,000
Less: Reserve ........................................... 25,531
$47,469

It is the opinion of the present author that
items which it is not proposed to write off
as a matter of principle against future in
come to which the items are considered ap
plicable have no place under a Deferred
Charge heading.
Prepaid Interest .—Coming to the discus
sion of specific items deferred, prepaid in
terest is listed by Saco-Lowell Shops. To
clarify the parenthetical information it is
noted that the balance sheet is as of Decem
ber 31, 1935:
Deferred Charges (unexpired insurance
premiums, advances for expenses, in
terest from December 31, 1935, to dates
of payment, on principal amount of
notes paid in January and February,
1936, and interest to January 14 and
15, 1936, on principal amount o f Class
A and C notes not so paid, e tc .).......... $32,910

General Motors Acceptance Corporation
speaks of prepaid discount:
D

eferred

C harges :

Prepaid Discount .................................. $807,918
O th e r ..........................................................
65,506
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laws of most jurisdictions, ‘‘property taxes
are not levied to cover a period of time.
Collections may be counted upon to provide
for expenses of government for a period
(usually a fiscal year), but the taxes them
selves are levied upon the ownership of
property at a certain date. Real estate or
personal property may be owned tax free
364 days of the year; its owner on the 365th
day is subjected to the entire tax though he
may acquire it the day before and dispose
of it the day after the assessment date . . .
“ ‘Prepaid’ property taxes are seldom, if
ever, actually prepaid, and differ from all
other prepaid items in that they are involun
tary and involve no acquisition of rights,
benefits, property, or services except the
right to continued use of the property for a
limited time, clear of tax liens. They are
‘a forced contribution of wealth to meet the
public needs of government’ and may not
even produce the benefit of freedom from
similar taxes for a definite period, as in some
states at least ad valorem taxes may be levied
under certain circumstances and the assess
ment or payment dates may be changed so
that more than one tax is levied with the
same year.”6
There are, however, some states, e.g.,
Michigan, whose laws specify that the prop
erty tax is for a named fiscal year. In such
cases it is considered proper to amortize the
tax over the period which it covers, a treat
ment which results in showing a prepay
ment.
Pacific Gas and Electric Company shows:
Unexpired t a x e s .......................................... $939,560

Whether or not there is an actual prepay
ment is not nearly so important as that the
income statement for each year contain a
charge for a year’s property taxes. “Some
concerns prorate such taxes over a year be
ginning with the date of assessment, some
over a year beginning with the date of pay
ment, others over the fiscal year during
which it is income to the political unit levy
ing the tax, and still others over the taxpay
er’s fiscal year during which the assessment
date or payment date falls . . .
“The need for prorating property taxes
over the year instead of applying them as
a whole in the month when they are paid or
assessed is most evident in manufacturing

$873,424

Prepaid

Property

Taxes .—Under the

6Montgomery, “Auditing Theory and Practice,"
fifth edition, p. 296.
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concerns in which the item constitutes a part
of manufacturing overhead. It is obvious
that if they were not spread fairly evenly
throughout the year, the overhead for cer
tain months would be extraordinarily high,
while for the rest of the year it would be
misleadingly low. Orders taken on a basis
of costs that omitted such taxes might con
ceivably be a source of loss rather than
profit. When a concern owns taxable prop
erty for use in its business, it is of little prac
tical moment that the tax is based upon own
ership on a particular day. That may be a
factor when it buys the property and again
when it sells it, but as long as the concern
expects to continue using it, property taxes
constitute one of the expenses of doing busi
ness, not only necessary but closely predict
able in amount, and consequently properly
proratable over the year’s business.”7
Other Taxes .—Income taxes are never
prepaid, but in all jurisdictions constitute a
charge upon the income on which they are
levied, and should be accrued simultane
ously with the earning of the income.
Capital stock and franchise taxes are gen
erally payable in advance. Montgomery tells
us that “the New York State corporation
franchise tax is due and payable on or before
January 1 of each year (within 30 days
after date of notice if the notice is dated
after December 1), but is applicable to the
year ending on the following October 31.
Since it is a tax on the privilege of doing
business as a corporation for a specified
period, there is some reason for treating it
as a prepaid expense and prorating the
amount over the twelve months following
the date it is due,”8 or, more exactly, the
twelve months ending the succeeding Octo
ber 31.
The Federal capital stock tax (if it isn’t
repealed before this article goes to press)
presents an interesting accounting problem.
It covers a year beginning each July 1, and
becomes a definite liability on that date of
each year, although not payable until July
of the following year. Exact accounting
therefore requires that the entire liability be
set up more than a year before it will be
paid. It would properly be carried as a pre
7M ontgom ery, “Auditing Theory and Practice,”
fifth edition, pp. 296, 297.
8“Auditing Theory and Practice,” fifth edition,
p. 297.
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paid expense, and amortized at the rate of
one-twelfth each month beginning imme
diately. At the end of each calendar year
the books would show the liability for a full
year’s tax, half of which would still be in
prepaid expenses, the other half having been
charged to expense. This exact accounting
is not always followed, but is indicated by
the Eastern Rolling Mill Company
Deferred Charges—Unexpired Insurance
Premiums, Federal Capital Stock Tax,
Other Expenses Paid in Advance, etc. $5,722

Prepaid Rent —When rent has been paid
in advance “the right of the lessee . . . con
sists in a valid claim to the use of the prop
erty, under agreed conditions, for the period
covered by the payment. The amount of
any such prepayment is undoubtedly a legi
timate asset, to the payor, and in the event
that more than one period is covered by the
particular payment it is necessary at the
close of each period to determine the amount
expired and set up the new asset balance.
“Long-term prepayments of rent are
sometimes made. In one type of leasehold
a single lump-sum payment is made for the
right to use the property throughout the
period of the contract; in other cases an
initial special payment (or ‘bonus’) is made
and an annual rental in addition. In both
situations the amount of the initial payment
should be systematically apportioned over
the life of the contract as a rental cost, pe
riodic unexpired balances being treated as
a type of asset.”9
Owens-Illinois Glass Company displays:
D efe r r e d C h a r g e s :

Prepaid rentals and improvements to
leased p ro p e r ty ..................................
Unexpired In su ra n ce.............. ..............
Prepaid taxes, advertising and other
e x p e n se s................................................

522,545
160,540
126,711
$809,796

Improvements to leased property are com
mented on later in this article.
Advertising .—As a deferred item, adver
tising must be considered in three situations.
First, advertising supplies on hand, which
are subject to inventorying, are preferably
classed as a deferred charge rather than as
an inventory, and Life Savers Corporation
so treats them:
9P aton : “Accountants’ Handbook,” second edi
tion, p. 203.
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Advertising Supplies and Deferred
Charges ....................................................... $82,148

Second, advertising paid for but not yet
issued is also properly deferred. “When an
advertisement is inserted in a magazine
which appears after January 1, it is obvious
that no benefit can be derived therefrom
prior to January. If the bill for the inser
tion is charged to expenses in December, no
objection is usually made to the practice.
Nevertheless, it is not theoretically correct,
and if the transactions are numerous or the
amounts large, the auditor may not be jus
tified in indorsing the practice. It may ob
scure statements which purport to exhibit
actual results. In the case of the advertise
ment cited above, the sales or benefit flowing
therefrom may be substantial. If so, the
benefit when realized is not properly
charged with its actual cost so that the prof
its of both the old and new periods are in
correct as shown on the books. By setting
up the cost when paid in December as a
deferred expense, carrying it on the balance
sheet temporarily as an asset, and charging
it off as an expense in January, the equili
brium of the accounts is maintained and
statements prepared from the books are
correct.”10
Third, advertising paid for and issued
may also properly be a deferred charge if
the benefits thereof are yet to be realized.
In the case of many a new toilet specialty,
for example, the effect of the initial adver
tising campaign is not felt for many months.
The first brushless shaving cream did not
really “take hold” for several years, during
which enormous sums had been spent for
advertising.
The problem in statement preparation is,
of course, in determining the reasonableness
of the expectation of further income at
tributable to past advertising, and only in
the case of extensive campaigns having to
do with new products is it considered proper
to defer the charge much beyond the date of
the appearance of the advertising matter.
M oving and Alteration Expense .—There
is, of course, no reason why a corporation
should not be permitted to amortize moving
expense over the period to be benefited
thereby, although most corporations prefer
to get rid of such items promptly instead of
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burdening future periods with them. L. A.
Young Spring & Wire Corporation dis
plays :
Installation and deferred moving expense $10,394

Childs Company shows a similar item:
D eferr ed

C harges :

Renovation Expenses (Being Amor
tized) Unexpired Insurance Premi
ums, Sundry Supplies, Prepaid
Rents, Taxes, etc................................ $389,352

Pittsburgh Plate Glass Company indi
cates the presence of a related item:
Deferred Charges (insurance deposits
and unexpired premiums, unamortized
cost of alterations to leased property,
prepaid rent and advertising, etc.) . . . $723,857

Organiz ation and Reorganization E x 
penses .—The cost of organizing a corpora

tion, if to be borne by the corporation rather
than by the promoters or incorporators,
must be capitalized unless there is a paid-in
surplus from incorporation, as otherwise
the corporation will start out with a deficit.
Such a cost will include government fees
and taxes (stamp taxes among others), at
torneys’ and perhaps accountants’ and engi
neers’ fees, underwriting costs, etc.
There is no reason why such costs should
not be permanently capitalized except that,
as in the case of goodwill, most corporations
prefer to rid their balance sheets of organ
ization costs as promptly as possible. If
they are to be carried permanently, it should
be as an intangible asset and not as a de
ferred charge. In either event (at least if
at all significant in relative size) they
should be set out as separate items, and the
law of Ohio so requires:
“A corporation may pay as cost of organ
ization or reorganization the reasonable
charges and expenses incident thereto and
may also pay or allow reasonable compensa
tion for the sale or underwriting, at the time
of organization or thereafter, of its shares
and securities or any part thereof, but all
amounts so paid out or allowed or any bal
ance thereof not previously charged off shall
be stated on the books of the corporation
and on every balance-sheet prepared there
from until the whole thereof has been writ
ten off.”11
Copperweld Steel Company shows under
the caption Deferred Charges:
Organization Expense .............................. $24,026

10M ontgom ery: “Auditing Theory and Prac
tice, ” fifth edition, pp. 286, 287.

11Ohio General Code, Section 8623-29.
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The display by Union Electric Light and
Power Company is identical:
Organization Expense .............................. $613,981

As said, the favored practice is to write
such expenses off as rapidly as possible,
against capital surplus, or earned surplus
as it is accumulated, or against current earn
ings. There is no accepted standard as to
the period of amortization, beyond the ex
pression “as rapidly as possible,” used above.
When part of the cost has been written off,
it seems more accurate to describe the re
mainder as “unamortized organization ex
pense” or “unamortized balance of organ
ization expense.”
The same principles apply to expenses of
this type incurred in reorganization, but in
such cases there is more likely to be an
initial surplus against which they can be
charged immediately.
Legal Expenses. —Generally, legal ex
penses are written off as incurred, but cer
tain of them may be capitalized. It has al
ready been pointed out that organization ex
penses are frequently so treated. The ex
pense of maintaining the right to use a
patent, as will be repeated later herein, is
properly added to the patent cost, whether
this expenses be incurred in defending or in
prosecuting patent suits. Similarly, utilities
frequently defer and amortize the expense
of rate cases on the theory that such expense
is a part of the cost of earning the income
of succeeding years. Federal Water Ser
vice Corporation, for example, displays:
Rate case expense being am ortized.. . . $405,796

Accounting and Related Expenses. —The
expense of installing an accounting system
is sometimes deferred, although most cor
porations prefer to charge such expense off
immediately. Montgomery emphasizes the
distinction between such services by ac
countants, and other services which they
may render in connection with organization
or reorganization:
“A distinction should be made between
incorporation expenses or expenditures in
cident to the creation, rehabilitation, or
modification of the capital structure of a
business and other expenditures, equally
necessary, perhaps, to its initial develop
ment, but concerned with its subsequent
operation. Such expenditures, of which a
typical example is the cost of installing an

Ju n e,

accounting system, are frequently included
as a part of organization expenses. They
should, however, be shown separately,
though as a deferred charge, to be written
off against future operations, albeit on a
more or less arbitrary basis.”12
Related sometimes to accounting expense
and sometimes to legal expense is valuation
expense, which is shown as deferred by
Pacific Gas and Electric Company:
Unamortized valuation expense.............. $686,038

Union Electric Light and Power Com
pany displays:
Public Service Commission Audit and
Appraisal Expense—Unamortized . . . $517,909

Kansas City Power & Light Company
shows:
Property Appraisal Expenses (to be
$294,693
amortized upon com pletion)........ .

Discount on Capital Stock. —As Mont
gomery points out, “discount on capital
stock is not an asset but is sometimes car
ried as one. It is a reduction of the amount
contributed by stockholders and should be
deducted on the liability side of the balance
sheet from capital stock or capital sur
plus.”13 Bell adds that the deferred charge
group “may also include discount on capital
stock if the stock is issued in a state which
permits sale of stock with par value at a
discount. This item should always be shown
separately, whether or not it is combined
with others in a group.”14 Most corpora
tions consider it desirable to write off
promptly such discount against any avail
able surplus.
Expense of Selling Capital Stock. —The
expense of selling capital stock is commonly
considered subject to the same principles as
discount on capital stock. Union Electric
Light and Power Company displays:
Commission and Selling Expense on
Preferred Stock .................................... $688,812

Debt Discount and Expense. —The amor
tization of debt discount and expense and
the treatment of the unamortized balance
are left for a separate article.
Experimental and Development Expense.

—Experimental and development expendi
12“Auditing Theory and Practice,” fifth edition,
pp. 299-300.
13“Auditing Theory and Practice,” fifth edition,
p. 300.
14“Accountants’ Reports,” third revised edition,
p. 49.
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tures are typical of the items which are
classified as deferred charges as distin
guished from prepaid expenses, but the
propriety of deferring, however, is not
always an easy matter to decide. It is a
generally accepted principle that “when ex
perimental or development work is carried
on with more or less continuity and as a
settled policy, it is proper to write off such
expenditures immediately.”15 The remain
der of the discussion herein is subject to
this basic rule.
As to development work on special proj
ects, the fact must be recognized that the
results cannot be foretold. The manner of
treating cost is therefore somewhat optional:
it may be written off immediately, or it may
be capitalized and amortized over a definite
period or over a specific output of product
from the invention, with the proviso that
should later developments indicate the neces
sity for accelerating the amortization, that
need will be met.
Whenever it seems that the experimental
cost is likely to be non-productive of valu
able results, it should be written off. Im
provements in patents and in processes,
however, will generally have a more or less
continuing value and should be capitalized.
Special expenditures which are expected to
accomplish a reduction in unit cost or an
increase in the possible output should be
capitalized and amortized over the period
to be benefited.
Struthers Wells-Titusville Corporation
defers:
Experimental expense .............................. $15,985

Kimberly-Clark Corporation includes in
deferred charges:
Development of new products................ $110,440
Engineering and rehabilitation expenses
59,813

The following statement of principles
may be indicative: if future periods are to
reap the benefit, and that benefit is reason
ably assured and not just hoped for (even
if with the confidence of optimism), future
periods should bear the cost, and deferring
is not only proper but should be done; if
these conditions do not exist, deferring is
improper.
The capitalization of patent improve
ments was mentioned above. When patents
generally are carried, as is proper, in a sep
15M ontgom ery: “Auditing Theory and Prac
tice,” fifth edition, pp. 301-302.
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arate classification, the cost of improve
ments is properly included therein; but
when patents have been written down to a
nominal value it is proper to treat the cost
of improvements, prosecutions, and de
fenses as a deferred charge. The American
Rolling Mill Company, which shows :
Good-Will and Patents ...................................... $1

carries as a deferred charge:
Patent Expenses ......................................

$122,380

Mining companies commonly defer such
items as the following, shown by Kennecott
Copper Corporation under the heading De
ferred Charges to future operations:
Stripping and Mine D evelopm ent... . $31,451,556
Deferred charges for stripping and mine de
velopment represent the amount of expen
ditures heretofore made at the respective
mines for these purposes which remains to
be charged off against future operations
so that the total cost of stripping and mine
development will be ratably written off
against the appropriate tonnages.

Harbison-Walker Refractories Co. dis
plays :
D e fe r r e d C h a r g e s t o F u t u r e O p e r a tio n s :

Including Advanced Royalties, Strip
ping and Prospecting (Contra ac
count in Sundry Reserves to cover
Advanced Royalties) ........................ $618,174

Consolidated Coppermines Corporation
includes in Deferred Charges a similar item
and an item seemingly of the nature of fixed
assets:
Mine development, including mine
maintenance and general expense
during shutdown periods, less amor
tization, per statement attached___$5,859,232
Unamortized portion of expenditures
on mine tools and equipment..........
89,734

Classifying certain types of items of the
nature of fixed assets as deferred charges is
not uncommon in utility practice. The re
port of Eastern Gas and Fuel Associates,
so treats;
Deferred rehabilitation expenditures on
marine f le e t .............................................. $160,397
Transmission pipe line expenditures be
ing amortized over life of gas con
tracts .......................................................... 715,778

Related to experimental and development
costs is an item shown by Duquesne Light
Company:
Preliminary survey and investigation
ch a r g e s......................................................... $93,053

Worthington Pump and Machinery Cor
poration displays under the main caption
Prepaid Expenses:
Deferred development costs and expenses $101,555
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Supplies Inventories. — Inventories of
supplies are properly considered a deferred
charge to expense by merchandising estab
lishments because such items will in their
case become a part of expense instead of a
part of the cost of sales, as in the case of
most supplies of a manufacturing company.
Federated Department Stores, Inc., indi
cates this treatment, including deferred
charges:
Supplies ........................................................ $189,828

Some manufacturing companies treat all
supplies as deferred charges; others so
classify only non-manufacturing supplies.
Commercial Solvents Corporation shows
under the caption Deferred:
Supplies Inventory, Less R eserve.......... $126,543

The Westinghouse Air Brake Company
displays:
Insurance and taxes paid in advance,
stationery supplies, and other deferred
charges ...................................................... $278,204

Fort Pitt Brewing Company includes its
manufacturing supplies in current assets
and displays in deferred charges :
Non-Operating S u p p lie s............................. $14,009

Sundry Item s .—Briggs Manufacturing
Company shows as a deferred charge:
Die expenses deferred to future opera
tions ............................................................ $106,187

Houdaille-Hershey Corporation displays
a similar item:
Deferred tool and die co sts...................... $46,994

General Motors Corporation, on the other
hand, says in its 1935 report: “The follow
ing changes in classification have been made
in the balance sheet in order to conform with
the report to the Securities and Exchange
Commission for the year 1934: (a) Prepaid
Expenses have been transferred from Cur
rent Assets to Deferred Charges; (b) Spe
cial tools, dies, etc., applicable to current
models have been transferred from De
ferred Charges to Real Estate, Plants, and
Equipment . .
The second of these items
is of present interest; the first is of value in
connection with the discussion (in the pre
ceding article) of the inclusion of prepaid
expenses in current assets.
The United Gas Improvement Company
includes in deferred charges:
Goodwill, Etc. (W elsbach Company) $3,600,569

The Midvale Company includes :
Unamortized Discount on Advance Pay

June,

ments on Sales Contracts .................... $15,745

International Business Machines Corpo
ration defers:
Commissions Advanced to Salesmen on
unfilled orders—Less reserve.............. $512,922

Offsetting D eferred Credits .—Deferred
Credits are sometimes offset against and de
ducted from deferred charges, but this is
not considered the best practice unless the
credits are insignificant in amount or are
related to the debits through resulting from
the same transactions.
Pacific Gas and Electric Company makes
a full disclosure by showing the amount of
the deducted credits:
Other (charges, $443,922, less credits,
$171,551) ................................................... $272,371

The fuller explanation of International
Harvester Company is perhaps desirable :
Deferred Charges (Less deferred cred
its, $365,316) .......................................... $744,665

(The next article in this series will appear
in an early number.)

R ight T o Left
Here is a suggestion to avoid eye fatigue,
which is said to be partially caused by the
eye jumping from the end of one line to the
start of the next. In the following para
graph, read every other line from right to
left, and see how you like it:
Why not print the reading matter so that
it ,line one with finished has eye the when
picks up the beginning of the next line, as
amazing is It ?paragraph this by shown
how soon the eye catches on. If children
time the at set-up this read to taught were
they were first resisting their A B C’s, it
-eye less and reading faster mean would
strain. Reading from left to right, as in
And anyway ,happenstance a is ,English
no doubt, we consider our system vastly su.Hebrew and Chinese the to perior
State Board News
Pennsylvania
Announcement is made of the appoint
ment of Donald M. Livingston and Charles
H. Steel, Certified Public Accountants of
Philadelphia, as members of the State Board
for the Examination of Public Accountants
to succeed Horace P. Griffith and Henry W.
August, whose terms had expired.
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W hat Is Taxed By A n Income Tax?
by H a r r y

L.

K un ze,

C.P.A., Milwaukee, Wisconsin

T might seem correct to say that an in
While the Court pointed out that the tax
come tax is an assessment made on in payer was not under the jurisdiction of the
come. But this simple statement does not State, nevertheless, he owned property there
go very far in explaining the nature of the which was under its authority and out of
income tax. Is it a tax on the production which the tax could be collected.
of income or the receipt of incom e; a tax on
This case then established the principle
the thing producing income or a personal that an income tax may be one laid on the
tax upon the individual or company receiv production of income. One m ust not con
ing i t ; and is it levied according to benefits clude, however, that it is the source of in
received, capacity to pay, or some other come only which may be taxed. Shortly
basis? These are some of the questions after the above decision and within the
which might be asked concerning the income same year the Supreme Court, in M aguire
tax and which to a large extent must go un v. T refry, permitted Massachusetts to tax
answered for the time being at least. The the income of a beneficiary domiciled in
income tax is relatively new when compared that State who had received income from
to other forms of taxation, and legislators securities held in trust and administered in
and courts have not as yet worked out defi the State of Pennsylvania. The United
nite theories concerning it. This is evident States Court saw no reason to doubt the
from an examination of various supreme correctness of the view of the nature of the
tax expressed by the State court in these
court decisions.
One of the leading cases on the subject is w o rd s:
“The income tax is measured by refer
that of Shaffer v. Carter decided in 1920.
ence to the riches of the person taxed ac
The taxpayer resided in Illinois but owned
tually made available to him for valuable
and operated oil properties in the State of
use during a given period. It establishes
Oklahoma. He objected to paying an Okla
a basis of taxation directly proportioned
homa income tax on the ground that he was
to ability to bear the burden. It is founded
beyond the jurisdiction of that State. The
upon the protection afforded to the re
Supreme Court of the United States upheld
cipient of the income by the government
the tax and thus laid down the rule that a
of the Commonwealth of his residence in
State may tax the income which arises with
his person, in his right to receive the in
in its borders though the taxpayer resides
come and in his enjoyment of the income
outside the State. It said :
when in his possession. T hat government
“And we deem it clear, upon principle
provides for him all the advantages of
as well as authority, that just as a State
living in safety and in freedom and of
may impose general income taxes upon
being protected by law. It gives security
its own citizens and residents whose per
to life, liberty and the other privileges of
sons are subject to its control, it may, as
dwelling in a civilized community. It ex
a necessary consequence, levy a duty of
acts in return a contribution to the sup
like character, and not more onerous in
port of that government measured by and
its effect, upon incomes accruing to non
based upon the income, in the fruition of
residents from their property or business
which it defends him from unjust inter
within the State, or their occupations car
ference.”2
ried on th erein ; enforcing payment, so
In Maguire v. T refry securities only were
far as it can, by the exercise of a just con
trol over persons and property within its involved and many exceptions have been
made in past decisions where the subject
borders.”1

I

1. Shaffer v. Carter, 252 U. S. 37, 40 S. Ct. 221,
64L. Ed. 445, 1920, page 52.

2. Maguire v. Trefry, 253 U. S. 12, 40 S. Ct.
417, 64L. Ed. 739, 1920, page 14.
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taxed consisted of stocks and bonds. It
would not necessarily follow, therefore, that
its holding would be applicable where in
come from other sources was taxed. Other
decisions are required to settle that point and
so in 1932 we have the Supreme Court pass
ing upon the question as to whether one
State could tax the income of one of its
citizens earned from personal services ren
dered in another State. This was in Law
rence v. Mississippi where Mississippi
sought to tax the net income of one of her
residents which arose from the construction
by him of public highways in Tennessee.
The court in allowing the tax used much the
same language as that quoted above. It said :
“Domicile in itself establishes a basis
for taxation. Enjoyment of the privileges
of residence within the State, and the at
tendant right to invoke the protection of
its laws, are inseparable from the respon
sibility for sharing the costs of govern
ment. * *' * The tax, which is apportioned
to the ability of the taxpayer to bear it,
is founded upon the protection afforded
to the recipient of the income by the
State, in his person, in his right to re
ceive the income, and in his enjoyment
of it when received.”3
Neither of the last two cases would estab
lish the validity of a State tax on the income
received from real estate located outside the
State. This kind of a tax came before the
New York Supreme Court recently in Pier
son v. Lynch.4 A resident of the State of
New York had received rents and also
profits on the sale of real estate situated in
Ohio. The Supreme Court of New York
said New York could tax the profits made
from the sale of the property but not the
rentals collected from it. As grounds for
making a distinction between the two classes
of income it was said that the former profit
results from the combination of several
factors including capital investment and
some measure of sagacity and that a tax on
such profits constitutes an excise which
New York could lawfully levy. The rentals,
however, could not be taxed by New York
because it was too closely related to the real
3. Lawrence v. Miss., 286 U. S. 276, 52 S. Ct.
556, 76L. Ed. 1102, 1932, pages 279 and 281.
4. Pierson v. Lynch, 237 App. Div. 763, 263
N. Y, Supp. 259, 189 N. E. 684, 1933.
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estate which was beyond the jurisdiction of
New York. Pollock v. Farmers’ Loan and
Trust Co.5 was followed in treating the tax
on the rentals from real estate as being in
substance the same as an annual tax on the
real estate itself.
The cases reviewed thus far show that
with certain exceptions either the receipt of
income or the production of income may be
taxed. What if neither of these acts take
place within the borders of the taxing au
thority? This was the situation in Cook v.
Tait decided by the United States Supreme
Court. The question was whether Congress
had the power to tax the income of a citizen
of the United States who resided and was
domiciled in Mexico and whose property
which produced the income was also in
Mexico. The Court in holding that such
power existed referred with approval to a
former decision where:
“The taxing power of a State, it was
decided, encountered at its borders the
taxing power of other States and was
limited by them. There was no such limi
tation, it was pointed out, upon the na
tional power; and the limitation upon the
States affords, it was said, no ground for
constructing a barrier around the United
States shutting that government off from
the exertion of powers which inherently
belong to it by virtue of its sovereignty.”6
That the tax was upheld solely on the
ground of citizenship was made clear by the
following statement:
“* * * the basis of the power to tax was
not and cannot be made dependent upon
the situs of the property in all cases, it
being in or out of the United States, and
was not and cannot be made dependent
upon the domicile of the citizen, that being
in or out of the United States, but upon
his relation as citizen to the United States
and the relation of the latter to him as
citizen.”7
This case clearly shows that the Supreme
Court treats a Federal income tax as differ
ing in nature from a State income tax. It
5. Pollock v. Farmers’ Loan and Trust Co., 157
U. S. 429, 15 S. Ct. 673.-39L. Ed. 759, 1895.
6. Cook v. Tait, 265 U. S. 47, 44 S. Ct. 444, 68L.
Ed. 895, 1923, page 55.
7. Cited in Note 6, supra, page 56.
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makes more confusing our attempt to find
out what is really the subject taxed by an
income tax law. It must be apparent now
that there is no definite or simple rule to
follow. The State in which income origi
nates is going to view the income tax as
something laid on property or business
which gives rise to income if that is neces
sary in order to tax non-residents. The
State in which the recipient lives, however,
will view its income tax as a personal tax,
i.e., a tax on the privilege of receiving and
enjoying income. As one authority has
said:
“The law as to the income on, or with
respect to which, a State can tax its resi
dents is still in an embryonic state and
replete with conflicting theories.”8
Perhaps the most reasonable view is that
summarized by another writer in the follow
ing manner:
“It is submitted that the income tax is
composite in nature, partaking of some
of the qualities and characteristics of all
of the other forms of taxation. Such has
been the position advanced in New York,
Georgia, Missouri and Wisconsin. Other
courts have not come out quite so plainly
but it is inherent in the opinions that the
income tax is sui generis. It is unfor
tunate to find some States struggling
under fatal judicial handicaps to the im
position of a proper and scientific income
tax simply because the courts of that
State have mistakenly decided that it is
some other kind of tax and subject to the
limitations applying to that other form of
taxation.”9
It appears that an income tax is a tax on
a variety of things or subjects or acts and
that the income is merely the measure used
in determining the amount of the tax. The
nature of the tax varies with the objects
being taxed. The validity or constitutional
ity of income taxes is dependent generally
upon the kind of property or activity which
gives rise to the income or upon the relation
of the person getting the benefit of the in-

come to the taxing authority. All income
taxes are alike only in that they use a com
mon factor—income—as a measuring de
vice. Thus it is that an income tax is not
a tax on income. The income is the gauge
of a tax which is really laid on something
else.
Income taxes vary in amount with earn
ings and are frequently progressive in that
the rate becomes higher as earnings increase.
Are they based on the theory of ability to
pay? This was the principle restated in
Maguire v. Trefry10 where the words used
were “taxation directly proportioned to abil
ity to bear the burden” but it may be noted
these were followed immediately by the
words “founded upon the protection af
forded to the recipient” and much emphasis
was placed on the latter. In like manner
both the ability of the taxpayer and the pro
tection of the government were given as a
basis for the tax in Lawrence v. Missis
sippi.11 These two principles have been
stressed in decisions other than income tax
cases. In one it was said:
“The present tax is a tax upon the per
son * * * and is imposed, it may be pre
sumed, for the general advantages of liv
ing within the jurisdiction. These ad
vantages, if the State so chooses, may be
measured more or less by reference to
the riches of the person taxed.”12
In Union Refrigerator Transit Co. v.
Kentucky it was explained that:
“The power of taxation, indispensable
to the existence of every civilized govern
ment, is exercised upon the assumption
of an equivalent rendered to the taxpayer
in the protection of his person and prop
erty, in adding to the value of such prop
erty, or in the creation and maintenance
of public conveniences in which he shares,
such, for instance, as roads, bridges, side
walks, pavements, and schools for the
education of his children.”13
The above is a good statement of the
benefit theory of taxation. In the same case
(page 203), however, the court quoted with

8. State Jurisdiction o f Income for Tax Pur
poses, Henry Rottschaefer, 44 Harvard Law Rev.
1075, 1931.
9. The Nature of the Income Tax, R. C.
Brown, 17 Minn. Law Rev. 128. 1933, and page
6526 C.C.H. 1933.

10. Cited in N ote 2, supra.
11. Cited in N ote 3, supra.
12. Fidelity and Columbia Trust Co. v. Louis
ville, 245 U. S. 54, 38 S. Ct. 40, 1917, page 58.
13. Union Refrigerator Transit Co. v. Ken
tucky, 199 U. S. 194, 26 S. Ct. 36, 1905, page 202.
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approval a passage from Adam Smith’s
Wealth o f Nations, Book V., Ch. 2, Pt. 2.
that “the subjects of every State ought to
contribute towards the support of the Gov
ernment as nearly as possible in proportion
to their respective abilities; that is, in pro
portion to the revenue which they respec
tively enjoy under the protection of the
State.”
It seems clear then, that income and other
taxes are not looked upon by the Supreme
Court of the United States as being founded
on any single theory, unless it can be said
that the “ability” and “benefit” theories are
essentially the same thing. It may be argued
that the person who owns considerable prop
erty and who receives a large income has
more to be protected than others less favor
ably situated. Under this view ability to
bear tax burdens is roughly in proportion
to the protection and other benefits received.

U n if o r m
H o m

by

S y s te m
e s te a d

B o r is B a i e v s k y ,

June,

If the courts have any definite theories
along these lines it may be said that taxation
is such a complex matter that there are nu
merous exceptions to any general principles.
One member of the Supreme Court has
even said that “Logic and taxation are not
always the best of friends.” Undoubtedly
many tax laws have been passed with the
idea, so well expressed three centuries ago,
“of so plucking the goose as to secure the
largest amount of feathers with the least
amount of squealing.” A modern version
appeared not long ago in the Pathfinder S e r
vice Bulletin as follows: “The ideal tax is
one that gets the greatest possible revenue
from the least possible number of voters.”
It is unfortunate that there is some truth in
these statements. If we are to have a more
just and equitable tax system we need to
define more clearly the underlying principles
of taxation.

o f

A

c c o u n t s

fo r

C o r p o r a t io n s *

C.P.A., Washington, D. C.

HIS system of accounts was devised over a period of 40 years, the unpaid bal
for the Management Division of the ance of the principal bearing 3 per cent per
Resettlement Administration, which is plan
annum.
ning to set up corporations to handle busi
There are certain peculiarities in the rela
ness matters relating to homestead commu tionships of the tenants and homesteaders
nities, under the supervision and control of to the Corporation and the Government;
its Management Division.
also it is necessary to consider the lack of
The communities will be composed of personnel trained in accounting work.
Meeting these requirements in a way
families of moderate incomes and good
character which the Resettlement Adminis which will be clear to laymen; simplifying
tration believes can become self-supporting the operations so as to consume the least
home owners, given suitable opportunity. possible effort with a minimum number of
The corporation set-up is designed to give accounts and books of records ; and still pro
homesteaders the maximum control over viding all necessary information and com
their own affairs consistent with their ex plying fully with the principle of double
perience and ability to manage their com entry, notwithstanding the many short-cuts
—may be of interest to many accountants
munity.
who encounter and have to solve peculiar
The cost of the homes is to be amortized problems in a practical manner suited to the
specific conditions of their assignment.
Having in mind these requirements the
*This is part o f a report prepared for the Re
writer worked out a system of accounts
settlement Administration and published by its
trying:
courtesy and permission.
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1. To keep the number of accounts at a annual charges is worked out by the Man
minimum.
agement Division, the latter will reduce the
2. To design the books of accounts in charges to a monthly basis.
the simplest possible form in order to
A copy of such a Schedule of Charges
enable any intelligent person to make will be sent to the Secretary of the Corpora
the entries properly.
tion for the use of the bookkeeper. Copies
In devising the system of accounts there of the same Schedule of Charges also will
have been omitted many accounts which be furnished to each tenant or homesteader.
reflect the intermediary phases of transac
In this way each of the members of the
tions and only those where the ultimate re Corporation will know how much he will
sults are shown have been retained.
have to pay each month. This is important
Such a system may be criticized from a for budget purposes and also will enable
theoretical point of view. However, all the each member to know the composition of
necessary information is provided for, and the items making up his monthly charges.
the principle of double entry is fully carried
When the Corporation starts its opera
out.
tions and not all lots are occupied by tenants,
Keeping in mind the idea of simplicity in these lots are charged in the Schedule of
making entries, the subsidiary records are Charges, just as if they were occupied.
designed to contain only one sheet, in which
These charges will be paid from the cash
entries are made in chronological order: funds contributed to the D e l i n q u e n c y
charges in black; credits in red, if necessary; R e s e r v e by members, i.e., tenants and
with a balance at the end of the month. homesteaders, of the Corporation.
Such a method eliminates the technical
These unpaid charges, excluding amorti
terms of debits and credits with the corre zation,
will be added to the principal of the
sponding sides for each part of the account, lot, which
will have an account in the
which feature may be confusing to a lay H o m e s t e a d e r s ' A c c o u n t s subsidiary ledg
man.
er, the same as opened to any member of
The Ledger accounts could not be ar the Corporation. The additions, along with
ranged in such a way, therefore, to make amount of principal, will bear 3 per cent
clearer the recording of accounting entries. interest.
The Ledger is combined with the Journal,
When a tenant is found, the amount of
the latter and all Ledger accounts being de
signed on two pages facing each other; in the principal to date of occupancy, that is,
this way the Journal and all Ledger accounts original amount of the principal plus unpaid
are seen at a glance. Such an arrangement charges and accrued interest, may be amor
makes it easier to enter all transactions in tized over the remaining period, f.i., if the
their proper places, maintaining a visual tenant came in 1½ years later, the amount
of principal may be amortized over 38½
check on all entries.
years,
resulting in higher charges for amor
The Ledger accounts are supported by
tization and interest.
subsidiary ledgers, when necessary.
For the additional charges the bookkeeper
will send an individual bill to the tenant.
Schedule of Charges
The excess of payments over the original
The Management Division intends to
have the Corporation pay all operating ex amount set up in the Schedule of Charges
penses and have the tenants reimburse the for amortization and interest, will be cred
Corporation for the expenses, interest on ited to the D e l i n q u e n c y R e s e r v e , thus
the unpaid balance of the principal due from replenishing the cash taken from contribu
tenants and homesteaders, and amortization tions to that reserve.
of the principal.
At the end of each year the Schedule of
The Management Division will make esti Charges will be revised in accordance with
mates for all payments and expenses on a the actual expenditures under each group of
yearly basis. However, it will collect one- expenses, except interest and amortization.
twelfth of these charges each month. For
Exhibit I, Schedule of Charges, presents
this reason when a schedule of estimated a form of such a schedule of charges.
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N A M E O F C O R PO R A T IO N
S C H E D U L E O F C H A R G ES
FO R E A C H M O N TH O F T H E Y E A R 19 3 ..
Names o f
Homesteaders
A
B
C
D
E

Amort.

Int.

Delinq.
M anage M ainte
Res. M isc. ment nance Ins.

T axes

E X H IB IT I

Indiv.
C harges

Total
Charges

Totals
Each individual amount is to be charged to the respective homesteader’s account, in its
proper column.
The totals, amounts at the bottom of the schedule, except the grand total—the amount on
the extrem e right— are to be posted to the respective Ledger accounts.
M O N E Y SH O U LD B E P A ID B Y M E M B E R S O N L Y A G A IN ST
A R E C E IP T SIG N ED B Y AN A U T H O R IZ E D O F F IC IA L .

The headings shown in this Schedule are
in accordance with the requirements as out
lined by the Management Division :
1. Amortization is stretched over a pe
riod of 40 years.
2. Interest is calculated at 3 per cent per
annum.
3. Management
These accounts are
4. Maintenance
self-explanatory.
5. Insurance
6. Taxes
7. Individual Charges— outlays for the
specific benefit of an individual mem
ber in which other members do not
share.
8. Delinquency Reserve— a charge in
tended to build up a fund from which
to pay amortization, interest and any
other charges, in case some of the
tenants or homesteaders do not pay,
in full or in part, their share.
9. Miscellaneous Charges — all other
charges for which no column is pro
vided.
The amounts for the expenditures from
3 to 9, inclusive, are estimated by the Man
agement Division. The last column pro
vided for the total charges to each individual
tenant or homesteader should correspond to
the total amount in the column “Totals” in
the sub-account of each homesteader in the
H o m e s te a d e rs '
A c c o u n ts
subsidiary
ledger.
The totals of each column (except the

column “Total Charges” ) show the total
charge to homesteaders for each group of
expenses and this total should be in agree
ment with the corresponding total in the
Ledger.
At the end of each year each of these
accounts in the Ledger may show a balance,
either a debit or a credit.*
I f there is a debit balance this would mean
that the actual expenses were larger than
the estimates, therefore, that balance will be
added to the estimated amount for the last
year and the new total prorated amongst
the members of the Corporation.
I f there is a credit balance, that balance
will be deducted from the amount estimated
for the last year, giving a new reduced
amount, which will be prorated amongst the
members of the Corporation. Some of these
accounts may have debit balances, others
credit balances. The net result may be an
overpayment by members or an underpay
ment.
I f it is an underpayment, the net amount
will be added to the adjusted amount of the
miscellaneous charges in the “Miscellaneous
Charges” column of the Schedule of
Charges for the next year; if it is an over
payment, then the net amount will be de
ducted from the adjusted amount of miscel
*In the M i s c e l l a n e o u s C h a r g e s and C r e d it s
accounts, only balances of sub-accounts in Sec
tion “A ” of the M i s c e l l a n e o u s C h a r g e s and
C r e d i t s subsidiary ledger should be considered.
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laneous charges as calculated for the next
year in the same “Miscellaneous” column in
the Schedule of Charges. Such a procedure
will bring the cash funds in line.
This method will not apply to D e l i n 
quency

R e se r v e , I n d iv id u a l

C h a r g es,

and, maybe, T a x e s accounts.
The D e l i n q u e n c y R e s e r v e is intro
duced for the purpose of building up a cer
tain fund from which to pay for the delin
quent members and therefore this account
always should have a sufficient balance.
How large this balance should be only ex
perience will show.
If at the end of a year the balance in the
D e l i n q u e n c y R e s e r v e account runs too
low, the amount of charges for the D e l i n 
q u e n c y R e s e r v e will be increased for the
next year; if the balance in the D e l i n 
q u e n c y R e s e r v e account is considered too
high, the charges for this D e l i n q u e n c y
R e s e r v e will be reduced for the next year.
Individual Charges

These charges are also estimated and pro
rated on a certain basis; for instance, value
of property. At the end of the year this
account may show a credit balance. In such
case for the next year the rate will be re
duced accordingly and the amount to be
paid by each member will be calculated.
Should there be a debit balance the rate will
be increased and the amount to be paid by
each member will be increased accordingly.
The subsidiary ledger will have a sub-ac
count for each member.
W h e n th e S c h e d u le o f C h a r g e s is p o s te d
to th e H o m e s t e a d e r s ' A c c o u n t s s u b s id i
a r y le d g e r in th e c o lu m n “ I n d iv id u a l,” it
w ill a ls o b e c r e d ite d t o h is in d iv id u a l a c 
c o u n t in th e I n d i v i d u a l C h a r g e s a n d
C r e d it s a c c o u n ts s u b s id ia r y le d g e r .

When some expenses are incurred for a
member, the I n d i v i d u a l C h a r g e s account
in the Ledger is charged, and also the sub
account of that member in the subsidiary
ledger of the same name.
In this way his account in the I n d i v i d u a l
C h a r g e s and C r e d it s subsidiary ledger
will show whether the outlays for that mem
ber are larger or smaller than the amount
charged to him.
If during the last year expenditures in
this group for a certain member were larger
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than the amount he was charged with, this
excess will be added to the amount as cal
culated for the next year.
If the amount spent was smaller, then the
difference will be deducted from the amount
calculated for the next year; if no expendi
tures have been made at all, then the entire
amount charged for the last year will be
deducted, which may result in giving such
member a credit balance. That credit bal
ance will be deducted from the total charges
which will have to be paid by this member
during the next year.
The balance in the Ledger Account and
on the Control Sheet of the I n d i v i d u a l
C h a r g e s and C r e d it s subsidiary ledger
should be equal to the total of balances of
all individual sub-accounts.
Taxes

It may be that the total of taxes is esti
mated correctly or that the differences, if
they occur, affect each member in the same
way, in which case this account will be
handled in the same manner as other expense
accounts.
If the difference between the estimates
and actual assessments affects the members
differently, for instance, when the property
of one member is appraised by the taxing
authority higher or lower than by the Cor
poration, then the Secretary will have to
make individual adjustments; for example,
if the member’s property was assessed $5.00
for taxes and the actual amount paid for his
property was $3.00, then this overpayment
of $2.00 will be credited to his account—
H o m e s t e a d e r s ’ A c c o u n t s subsidiary ledg
er. During the next period this credit will
reduce his payments of charges as per
Schedule of Charges.
Individual Statement fa r Each Member

Exhibit II shows a sample of an indi
vidual statement to be given to each member
monthly, if a member wants it and so indi
cates by bringing his book of statements to
the bookkeeper for making the proper en
tries.
Such a procedure may avoid many mis
understandings and also will help the mem
bers to know where they stand.
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I n d iv id u a l S t a t e m e n t

for

E

ach

H

June,
E X H IB IT II

om esteader

Each homesteader is to be given a bound book containing twenty-five pages, ruled on
both sides as shown below.
Each month when the homesteader brings his book to the bookkeeper, the latter will fill
it out and return it to the homesteader.
Should the homesteader desire to know details of the charges he may find them in the
Schedule of Charges which will be sent to each homesteader.
JO H N DOE
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Tan.
Feb.
Mar.
Apr.
May
June
July
Aug.
Sept.
Oct.
Nov.
Dec.

Add
Prin
cipal Charges

PA YM EN TS
Charges
Payment
Deduc
tions
Balance
Except
in ex Total
Amorti Amorti cess of pay
from
of
Total zation zation Charges ments Principal Principal

Totals
Balance

Combined L edger and Journal

The middle portion of the Combined
Ledger and Journal headed “Journal” is for
recording journal entries in chronological
order, the remaining portion is the Ledger
for posting the items in their respective
Ledger accounts columns, the latter being
arranged on either side of the Journal.
There are the following accounts:1
On the Debit Side*
A Cash
B Homesteaders’ Accounts
C Individual Charges
D Insurance and Taxes
E Maintenance
F Management
G Miscellaneous Charges
H Interest
I Amortization
J Notes Payable
K Property Account
L Notes Receivable
*To the left from the Journal.
1A ll the space on the available sheet sizes has
been used to the limit, allowing for 12 accounts
and the Journal, on the debit side; and for 15
accounts, on the credit side.

On the Credit Side**
Cash
Homesteaders’ Accounts
Individual Credits
Insurance and Taxes
Maintenance
Management
Miscellaneous Credits
Interest
Amortization
J Notes Payable
K Property Account
M Delinquency Reserve
N Accounts Payable
O Capital Stock
P Surplus

A
B
C
D
E
F
G
H
I

**To the right from the Journal.

L edger (Exhibit V )
L e d g e r is that part of the Combined
Journal and Ledger Book which is located
on either side of the middle portion, which
is called “ J o u r n a l . "
Journal (E xhibit V )
J o u r n a l is the middle portion of the
Combined Journal and Ledger Book. E n 
tries there are made in chronological order.
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Exhibit V

COM BINED JOURNAL A N D LEDGER

N otes
Receivable

P roperty
Account

N otes
Payable

A m ortiz a
tion

Interest

Misc.
Charges

Management

(L )

(K )

(J)

(I )

(H )

(G)

(F )

Maintenance

Insurance
and
T axes

Individual
Charges

H om est'rs.
Accounts

Cash

(E )

(D )

(C )

(B )

(A )

Journal

.............. CORPO RATION
C OM BINED JO U R N A L A N D LEDGER

Cash

H om est'rs.
Accounts

Individual
Credits

Insurance
and
Taxes

(A )

(B )

(C )

(D )

C r e d it S id e

Maintenance Management
(E )

(F )

Misc.
Credits
(G )

Interest

A m ortiza
tion

N otes
Payable

P roperty
Account

Delinq.
Reserve

Accounts
Payable

Capital
Stock

Surplus

(H )

(I )

(J )

(K )

(M )

(N )

( O)

(P )

The J o u r n a l is for making explana
tions of transactions indicating the name of
accounts affected and the amounts pertain
ing to each of these accounts.
On the first line is written the name of
the account charged; the name is written
close to the left margin of the J o u r n a l
space. If more than one account is charged,
then these additional accounts also are writ
ten starting from the extreme left margin of
the J o u r n a l space, just the same as the first
account charged.
At the same time the amount referring to
this account is posted to a respective column
having the same name as the account and
located to the left of the J o u r n a l space.
Then the name of the account is written
which is credited, that is, offsetting the
charges, and the corresponding amount is
posted in a column bearing the same name
as the account, but located to the right from
the J o u r n a l space.
The name of such credit account is writ
ten in the J o u r n a l space starting not from
the left margin, but indented.

If there is more than one credit account,
then such additional accounts are indented
and their corresponding amounts are posted
in columns having the same names, but lo
cated to the right of the J o u r n a l space.
In other words, when an account is writ
ten starting from the extreme left margin
of the J o u r n a l space, then the amount re
ferring to this account also is posted on the
left side; when the name of account is in
dented, that is, shifted a little to the right,
then the amount corresponding to such ac
count is posted to the right from the J o u r 
n a l space.
In the L e d g e r columns the amounts are
posted in totals.
Subsidiary Ledgers

The details of all transactions are re
corded in supporting books of records called
“subsidiary ledgers.”
The subsidiary ledger has the same name
as the L e d g e r account, that is, the same
name as found at the head of the columns
in the Combined Journal and Ledger Book.

358

THE CERTIFIED PUBLIC ACCOUNTANT

June,

When an amount in the L e d g e r is posted
to the left from the J o u r n a l space—in
other words, the amount is charged—then
the corresponding amount or amounts in the
supporting subsidiary ledger must be posted
to the same side, that is, also charged.

from the Corporation was reduced; namely,
from $4.00 to $1.50.
I t is entirely different when it comes to
the next line “Credit for Overpayment.”
There may be some doubt as to its posting,
therefore to avoid any misunderstandings,
I f th e a m o u n t in th e L e d g e r is p o s te d to
that credit in the H o m e s t e a d e r s ' A c c o u n t s
th e r ig h t fr o m th e J o u r n a l sp a ce , in d ic a t
subsidiary ledger which is a debit in the
in g a c r e d it, th e n th e d e ta ils o f th a t a m o u n t,
I n d i v i d u a l C h a r g e s and C r e d it s subsidi
w h ic h a r e p o s te d to th e c o r r e s p o n d in g s u b 
ary ledger, Exhibit X, is shown in red, be
s id ia r y le d g e r , a ls o m u s t b e c r e d its.
cause it is a charge here—opposed to the
The total of all detail postings entered in regular entries, which are credits.
The same refers to the balance on Feb
a subsidiary ledger must equal the corre
ruary 17 on the same exhibit, X. The bal
sponding amount in the L e d g e r column.
The only exception is the H o m e s t e a d e r s ' ance, as a rule, should be a credit, that is,
showing an amount due to the member.
A c c o u n t s subsidiary ledger, which con
tains details o f more than one L e d g e r ac However, in this illustration the Corpora
tion owed to the member $4.00, but spent
count, namely:
for his benefit $12.00, which results in the
(a) The middle portion, which indicates member, not the Corporation, owing money ;
the charges and credits to H o m e  or, in other words, a situation contrary to
s t e a d e r s ' A c c o u n t s in accordance
the usual condition, therefore the balance
with the general rule, as explained of $8.00 is shown in red.
above;
A. Cash
(b) the column “Amount of Principal”
For every payment by a member, a receipt
on the extreme left, which is, in a should be issued to him. The receipt may
way, a subsidiary ledger to the N o t e s be in the following form :
R e c e iv a b l e L e d g e r account; and
(c) the column “Balance in Delinquency (Name of Corporation)
Reserve” on the extreme right, which
is a subsidiary ledger for the D e l i n  C a s h R e c e ip t
q u e n c y R e s e r v e L e d g e r account.
No.
Red Figures
................. 1936
I n g e n e r a l, th e fig u r e s in r ed ( I t a l i c s ) ,*
Received from ..........................................
o r c ir c le d , in d ic a te a n Opposite Trend, th a t
(Name of the tenant)
is, c o n tr a r y to th e m e a n in g in d ic a te d b y th e
A m ount.......................................... dollars
b la c k f i g u r e s ; in o t h e r w o r d s , i f th e b la c k
(written out)
fig u r e s r e p r e se n t c h a r g e s , th e n th e red
.....................
Am’t.
$
fig u r e s ( i n th e sa m e c o lu m n ) r e p r e s e n t
Signed ................................................
c r e d i t s ; i f , o n th e o th e r h a n d , b la c k fig u r e s
(by an authorized official)
r e p r e se n t c r e d its ( a s is th e c a s e in th e I n d i 
C h a r g e s a n d C r e d it s s u b -a c c o u n t,
E x h i b it X, w h e n th e p o s t in g s a r e m a d e fr o m
th e S c h e d u le o f C h a r g e s ) th e n th e r ed fig 
u r e s r e p r e s e n t d e b its, w h ic h m e a n c h a r g e s .

v id u a l

However, use the red figures only when
necessary; for instance, on Exhibit X the
payment for installation of lights, $2.50,
may be posted in red, but it is not necessary,
because it is perfectly clear that when the
Corporation spent $2.50 for the benefit of
the member, the amount due to that member
*Italics— (red figures).

The receipts, in duplicate, in the Book of
Receipts must be numbered consecutively
from one to one hundred. The original re
ceipt and the duplicate are to be separated
by a piece of carbon paper. The original
receipt is to be given to the member and the
copy must remain in the Book of Receipts.
Every receipt which has been issued has to
be accounted for by being entered in the
Cash Book. If a receipt is spoiled or can
celled, then the original must be pasted back
to its duplicate.
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N A M E OF C O RPO RATION
E X H IB IT X
IN D IV ID U A L CHARGES A N D CREDITS SU B S ID IA R Y LEDGER
N ame o f M em ber
C-1
(Sheet 1)
D ate
Explanation
Am ount Balance
1936
Jan. 2 Charge per Schedule o f Charges ( 1 ) ........................................................... $4.00
$4.00
10 Payments for installation o f lights, per Cash B ook ..............................
2.50
1.50
Feb. 2 Credit for overpayment (additional bill to members d a te d .......... ) (2) *1.50
“
Charge per Schedule o f Charges...............................................................
4.00
$4.00
17 Payment for building a chicken coop, per Cash B ook.......................... 12.00
*8.00
(T he same will be repeated on the next sheet only the symbol of the next member will be
C-2; on the following sheet the symbol will be C-3, etc.)
Note :
(1) The member was charged in the H o m e s t e a d e r s ' A c c o u n t s subsidiary ledger per Sched
ule of Charges the amount of $4.00. This charge is offset by a credit to his sub-account
in the I n d i v i d u a l C h a r g e s and C r e d i t s subsidiary ledger, as shown above, therefore
$4.00 represents a credit to the member—in other words, an amount due to him by the
Corporation.
(2) When the Corporation gives the member a credit, $1.50, in the H o m e s t e a d e r s ' A c c o u n t s
subsidiary ledger for his overpayment, then it is offset in his sub-account in the I n d i 
v i d u a l C h a r g e s and C r e d i t s ledger by a charge as shown above, $1.50 in red or circled.
During the next month the member again was charged $4.00 per Schedule of Charges
and therefore has to his credit that amount, but the expenditure for his benefit amounted
to $12.00, making his charge more than his credit by $8.00—then his balance, $8.00, is not
a credit, that is, not an overpayment, but a debit, or, in other words, an underpayment,
therefore the balance is shown in red or circled.
*R ed (I ta lic s ).

Such a procedure will furnish an in
ternal check on all cash receipts.
The Schedule of Charges and Additional
Bill to Members m ust have a footnote:
" M o n e y S h o u l d b e P a id b y M e m b e r s
O n ly A g a in s t a R e c e ip t S ig n e d b y a n
A u t h o r i z e d O f f i c i a l ."

All cash should be deposited intact and the
total of daily deposits should agree with the
amount shown on the Bank Statement for
that date.
All payments should be made by checks.
The checks should be recorded in a Check
Register in order to account for all checks
issued. All cancelled checks should be pasted
back to their respective stubs in the check
book, and the cancellation should be noted
in the Check Register.
All the checks should bear consecutive
numbers corresponding to those in the
Check Register.
The Check Register should show :
date of issue of the check;
check n u m b er;
name of the payee;
description of services or goods paid
for by the check;
reference number of the invoice or the
bill supporting the paym ent;
amount of the bill;

discount or deduction from the b ill;
net amount to be p a id ;
amount of the check;
date paid (enter when the cancelled
checks have been returned by the
bank) or voided, giving the reason
for the latter in the
“Rem arks” column.
Exhibit I I I shows the proposed form
of the Cash Book.
Each month the balance per Cash, Book
should be reconciled with the Bank State
ment.
These reconciliations should be kept in
a separate file.
Any check outstanding unreasonably long
should be investigated by the Manager,
reasons therefor ascertained and steps taken
to have the check cashed.
B. H om esteaders’ Accounts

This account is for recording all trans
actions between the tenant-homesteaders
and the Corporation.
This Ledger account will have a subsidi
ary ledger with an account for each mem
ber. This account is designed in such a way
as to show all charges against the member,
in accordance with the Schedule of Charges,
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N A M E OF CORPO RATION
CASH BOOK
E X H I B I T II I

Date
1936

Description of Transactions

Cash
Cash
Received Disbursed

Daily
Balance

Jan. 2 Received from Resettle. Admin.............. $10,000.00
Maintenance—-Paint, glass, as per invoice
of ABC of 2 /2 /3 6 .............................
$100.00
Insurance—Fire—Globe Ins. Co. policy
No.........................................................
200.00
Homesteader A—per Schedule of Charges
for January, 1936 ...............................
25.30
T o t a l s a n d B a l a n c e , 1/2/36............ 1$10,025.30 2$300.00
3 Payments by Homesteaders.................
400.00
T otals

and

B alance,

$9,725.30

1/3/36............... $10,425.30 $300.00 $10,125.30

1The total should agree with the total o f bank deposits for that day.
2The total should agree with the total o f the Check Register for that day.

and Additional Bill to Members, and pay
ments by him.
It has a column to show amount of the
principal and its balance; a column for total
charges and payments; columns for charges
of every important item; a separate column
“Underpayment” showing whether the
charges have been paid in full, in part, or
not at all; and the total amount contributed
by him to the D e l i n q u e n c y R e s e r v e , in
cluding interest on that balance.
In this way the account of each member
will show his standing in every detail.
The only exceptions will be amounts due
to the member or from the member for in
dividual charges, as shown in his sub-ac
count in the I n d i v i d u a l C h a r g e s and
C r e d it s subsidiary ledger.
The column “Underpayment” shows the
deficiency in payment of charges by a mem
ber. This deficiency bears interest at 3 per
cent per annum.
If during the next period the member
pays more than his current charges, this ex
cess payment will be shown in red in the
same column “Underpayment,” offsetting
the deficiency.
In this way this “Underpayment” column
shows at a glance whether the member is
regular in his payments (no figures in this
column), whether he is in default (black
figures in this column), whether he is tak
ing steps to make up his deficiencies (red

figures in this column), or whether he con
tinues to fall behind in his payments (a
succession of black figures in this column).
The Government is not entitled to the
additional interest on the delinquent
amounts because the arrears will have to be
made good to the Government by the Cor
poration from the contributions to the D e 
l i n q u e n c y R e s e r v e , therefore the addi
tional interest is to be credited to the M i s 
cellaneous
C r e d i t s account and also
posted to a special sub-account, I n t e r e s t
D u e t o M e m b e r s in the M is c e l l a n e o u s
C h a r g e s and C r e d it s subsidiary ledger. At
the end of the year the total amount accu
mulated in that sub-account will be trans
ferred to D e l i n q u e n c y R e s e r v e , prorat
ing this amount among the members and
posting each individual amount to the
H o m e s t e a d e r s ' A c c o u n t s subsidiary led
ger in the column headed “Balance in De
linquency Reserve.”
In order to facilitate the calculation of
interest due on these additional small
amounts, a table may be worked out show
ing the amount of interest on delinquencies
on the basis of 3 per cent per annum.
The delinquent members will be informed
about these additional charges by an Addi
tional Bill to Members sent to them by the
bookkeeper.
In case a member happens to pay more
than is due from him, then the excess is not

2
18

2
16

2
16

Mar.

Apr.

May

*Red

Explanation

..

.............
$26.67

$2,894.26
.......................................................

1.00

3.00

$3.00
3.00

$3.00

$3.00

$3.00
....

...

$3.00
3.00

the amount of am ortization, the latter reducing
(I ta lic s ).

the balance of prin cipal.

$2,888.26
.................
..............................................................................................................

BALANCES

BALANCES

Charges for M
Payments for
Underpayment

$5.00*

$3.00
3.00

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

4.00*

$4.00

$4.00

Under
Payment

$2,891.26
$3.00*
.....................................................................................
$26.67
$3.00
a y ..........................................................................................
3.00 *† 21.67
May ........................................................................................
$5.00
.......................................................................................................

Overpayment ................................................................................

$26.67
31.67

3.00*† 30.67

$2,901.26

Charges for A p r il...........................................................
3.00*†
Payments for April .........................................................

BALANCES

Overpayment ......................................
Repayment on D elinquencies:
Interest .....................................................
Amortization ...............................................

Charges for March ............
Payments for March ............

BALANCES

Underpayment
4.00

....

$26.67
26.67

A dd —Underpayment ............

$2,900.26

3.00*†

$26.67
3.00*† 22.67

........

Amount of
Principal

$2,903.26

Totals

Charges for February .....
Payments for February .............

BALANCES

Principal as per Note R e c e iv e d .......
Charges for January ...........
Payments for January ...............

Amort.

Insur
ance

Main
tenance

Misc.

Exhibit IV

$1.69

$2.44 $2.90 $5.27 $0.51 $1.47 $2.00 $1.69
1.69
2.44
2.90
5.27
0.51
1.47
2.00

Manage
ment

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

$1.69

T axes

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

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

$7.39
3.00

$1.69
7.39

$2.44
1.69

$2.90
2.44

$5.27
2.90

$0.51 $1.47
4.25
....

$1.02* $0.51* $1.47* $2.00* $6.76

$2.00

$1.69

$7.39 $1.69 $2.44 $2.90 $5.27 $0.51 $1.47 $2.00 $1.69
7.39
1.69
2.44
2.90
5.27
0.51
1.47
2.00

$7.39 $1.69 $2.44 $2.90 $5.27 $0.51 $1.47 $2.00 $1.69
7.39
1.69
2.44
2.90
5.27
0.51
1.47
2.00

$1.00

$1.00

$7.39 $1.69 $2.44 $2.90 $5.27 $0.51 $1.47 $2.00 $1.69
6.39
1.69
2.44
2.90
5.27
0.51
1.47
2.00

$7.39

Delinq.
Reserve

7.39

H O M E ST E A D E R S’ ACCO UN TS

OF CORPORATION

Indi
vidual
Charges
Balance in
Delinq.
Reserve

NAME

$3.38

$8.45

$5.07

....
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†Indicates

1
15

20

2

Feb.

1936
Jan.

Date

DOE

Int.

JOHN

1936
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to be used as a reduction of the amount of
principal due from him (such a reduction
may not be made unless the amount is $10.00
or more and the transaction is permitted by
the Government) because such a reduction
if not permitted by the Government will
complicate the accounting entries; the in
terest due to the Government and that
charged to the homesteaders will differ from
each other. For this reason it would be
advisable to credit the excess payment to
the H o m e s t e a d e r s ' A c c o u n t s to be ap
plied against charges which will be levied on
him during the next month. This credit
will thus reduce the payments due from the
member during that next period.
Exhibit I V shows a form of the H o m e 
stead er s'
A c c o u n t s subsidiary ledger
sheet.
C. Individual Charges and Credits

For recording:
1. Credits for assessments against home
steaders for expenditures to be made
for their individual benefit.
2. Actual expenses made for the benefit
of individual homesteaders.
This Ledger account (as in the case of
the M i s c e l l a n e o u s accounts) which is
made up of the I n d i v i d u a l C h a r g e s ac
count and I n d i v i d u a l C r e d it s account,
representing separate sides of one and the
same Ledger account, namely I n d i v i d u a l
account, will have an I n d i v i d u a l C h a r g e s
and C r e d it s subsidiary ledger with sub
accounts for every member of the Corpora
tion, showing the amounts charged to him
and the amounts actually expended by the
Corporation for his benefit.
T h e c r e d its , in to ta l, w ill b e p o s te d fr o m
th e S c h e d u le o f C h a r g e s. T h is a m o u n t w ill
b e p o s te d in th e “ I n d iv id u a l C r e d its ” c o l
u m n o f th e L e d g e r . T h e o f f s e t t in g d e b its , in
in d iv id u a l a m o u n ts , w ill b e p o s t e d in th e s u b 
a c c o u n ts o f m e m b e r s in th e H o m e s t e a d e r s ’
A c c o u n t s s u b s id ia r y le d g e r , a n d , in to ta l,
to th e H o m e s t e a d e r s ' A c c o u n t s L e d g e r
a c c o u n t. W h e n a n y e x p e n s e s f o r in d iv id 
u a l c h a r g e s a r e in c u r r e d , th e s e w ill be
c h a r g e d in to ta l t o I n d i v i d u a l C h a r g e s
a c c o u n t in th e L e d g e r , s h o w in g th e d e ta ils
in th e c o r r e s p o n d in g s u b -a c c o u n ts in its s u p 
p o r tin g s u b s id ia r y le d g e r .
T h e o f f s e t t in g
c r e d its f o r t h e s e c h a r g e s u s u a lly w ill b e to

June,

Cash or Accounts Payable.
The difference between estimated charges
paid by a homesteader and actual expendi
tures for his benefit Under this heading will
be adjusted as illustrated in Exhibit V III.
D. Insurance and Taxes
C r e d its a n d d e b its f o r in s u r a n c e a n d t a x e s
w ill b e h a n d le d th e sa m e a s u n d e r I n d i v i d 
u a l C h a r g e s a n d C r e d it s , o n ly th e o f f s e t 
t in g e n tr ie s w ill b e p o s te d to th e “ I n s u r a n c e ”
a n d “Taxes” c o lu m n s in th e H o m e s t e a d e r s '
A c c o u n t s s u b s id ia r y le d g e r .

Insurance and Taxes are combined in one
Ledger account in order to save space in
the Combined Ledger and Journal. The
subsidiary ledger will have, in front, a Con
trol Sheet designed in three columns :
1. “Total” column, per Ledger
2. “Insurance”
3. “Taxes.”
The total of amounts in columns 2 and
3 should equal the total amount in column 1.
The subsidiary ledger will contain sep
arate accounts for each separate kind of
tax, and at least three accounts for insur
ance: namely, fire, hail, and wind, as pro
vided for by the legal papers prepared for
the Homestead Corporations.
E. Maintenance

Credits and debits for maintenance will
be handled the same as for I n d i v i d u a l
C h a r g e s and C r e d i t s , only the offsetting
entries will be posted to the “Maintenance”
column in the H o m e s t e a d e r s ' A c c o u n t s
subsidiary ledger.
The M a i n t e n a n c e subsidiary ledger
will have as many sub-accounts as are re
quired for proper control by the Manage
ment Division.
F. Management

Credits and debits for management will
be handled the same as for I n d i v i d u a l
C h a r g e s and C r e d i t s , only the offsetting
entries will be posted to the “Management”
column in the H o m e s t e a d e r s ' A c c o u n t s
subsidiary ledger.
The M a n a g e m e n t subsidiary ledger will
have as many sub-accounts as are required
for proper control by the Management
Division.
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N A M E OF C O RPO RATION
IN D IV ID U A L CHARGES A N D CREDITS
E X H I B I T VIII
E stim a te d
Charges

Homesteaders
A

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

A dual
Expenses

. . . . $15.00

B .............. . . . .
C ...................

20.00
25.00

T o t a l ...................

$60.00

Excess of
E xpenditu res
O v e r C harges

$20.00
10.00

2 5 .0 0 *

$ 7.50
10.00
12.50

$ 3 0 .0 0 *

$30.00

$ 5.00
10.00 *

$30.00

A m o u n t to
E s t i m a t e d Be C o l l e c t e d
Charges f o r
from
the N e x t Year M e m b e r s

$12.50
1 2 .5 0 *

The table above shows that cash should be collected only from Member A. Member C
will have a credit o f $12.50, which means that his payments for charges against him will be
reduced by that amount. However, Member A will have to pay $12.50 in cash, which will
make up for the difference. Charges for the next year are estimated to be $30.00, and these
will be taken care of by the amount which has been overpaid by the members during the last
year and should be on hand in cash.
Should it be desired to build up a special reserve for this particular activity, the adjustment
will be made accordingly. The entries, if no reserve is to be built up, may be as fo llo w s:
H o m e s t e a d e r s ' A c c o u n t s ............................................................
I n d i v i d u a l C r e d it s A c c o u n t .....................................................

$60.00

$60.00
Charges against the homesteaders for individual charges.
C a s h ................................................................................................. $60.00
H o m e s t e a d e r s ' A c c o u n t s ........................................................
$60.00
Payment by homesteaders for individual charges.
I n d i v i d u a l C h a r g e s A c c o u n t .................................................... $30.00
Ca sh

Expenses paid for the a/c of A ......................................... $20.00
Expenses paid for the a/c of B ......................................... 10.00

$30.00

The charges for the next period will then be adjusted as follows:
H

o m estea d er s'

A c c o u n t s ( M e m b e r A ) ....................................................
I n d i v i d u a l C r e d it s A c c o u n t ( M e m b e r A ) ......................................

$12.50
$12.50

Adjusting charges to Member A in order to close out the excess
expenditures made for his benefit.
I n d i v i d u a l C h a r g e s A c c o u n t ( M e m b e r C ) ......................... $12.50
H

o m e st e a d e r s'

A

ccounts

(M

em ber

C ) .........................................

$12.50

To give credit to Member C for the amount overcharged to him
during the preceding period.
*Red (Italics).

G. Miscellaneous Charges and Credits

Credits and debits for miscellaneous
charges and credits will be handled the same
as for I n d i v i d u a l C h a r g e s and C r e d it s ,
only the offsetting entries will be posted to
the “Miscellaneous” column in the H o m e 
s t e a d e r s ' A c c o u n t s subsidiary ledger.
There will be a subsidiary ledger M i s 
cellaneous
C h a r g e s and C r e d it s ac
counts for the two Ledger accounts, M i s 
c e l l a n e o u s C h a r g e s and M i s c e l l a n e o u s
C r e d it s . These two Ledger accounts repre
sent two sides of the same M i s c e l l a n e o u s
account, in which are to be recorded all

transactions for which no special columns
have been provided. In front of this sub
sidiary ledger will be a Control Sheet, show
ing the date of entry and explanation of
the entry with three columns: Ledger,
showing the same amount as in the similar
column in the Combined Ledger and Jour
nal Book; the other two columns will be en
titled “Subsidiary Ledger Accounts, Sec
tion A” and “Subsidiary Ledger Accounts,
Section B.” The total amount of Sections
A and B should equal the amount posted
to the first column, that is, the column
headed “Ledger.”
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N A M E OF CORPO RATION
A D D IT IO N A L BILL TO M EM BERS

June,
E X H IB IT IX

...................................... , 193..
To Mr..........................................
Additional In terest on Delinquency

a.
b.

Per H O M E ST E A D E R S’ A CC O U NTS subsidiary ledger.............. $ ........
Per Schedule of Charges............................................................................................

c.

Additional interest payable (see entry No. 6 ) ......................................

$ ........

A d ditio n al Individual Charges 3

a.
b.

Per IN D IV ID U A L CHARGES and CREDITS subsidiary ledger $ ........
Per Schedule of Charges...............................................................................................

c.

Additional

charges
-----------credits

........

A dd ition al Other Charges or C re dits 1

a.
b.

$ ........
charges

c.

Additional
credits
charges2

Total
of all additional
N et
N o te :

credits

1If the amount on line b is larger than the amount on line a, then the difference will be a
credit and will be shown in the last column on the right margin in red, or circled, indicating
that this difference is to be deducted from the amount due per Schedule of Charges.
2If the net amount of all additional charges or credits is a credit, that is, the total of the
red figures is larger than the total o f the black figures, then the net will be shown in red, or
circled, and that amount will reduce the total amount due from member as per Schedule of
Charges for the next month.
3(S ee entries on bottom of Exhibit V III.)
M O N EY SH O U L D BE P A ID BY M EM BERS ONLY A G A IN ST
A R EC EIPT SIG N E D BY A N A U T H O R IZ E D OFFICIAL.

E X H I B I T VI
M IS C E L L A N E O U S CH ARG ES A N D CR E D ITS A C C O U N T S
SU B SID IA R Y LEDGER
CONTROL SHEET
D a te Explanation L e d g e r

2-1

$300.00
150.00
75.00

Su bsidiary L e d g e r
Accou nts
Section A
Section B

$100.00
75.00

$200.00
75.00
75.00

An account in Section B : for example,
an account to reflect the expenses of build
ing a road, may be recorded as follows:
Date

Roads

E X H I B I T VI a
Am ount Balance

2-2 Paving of N S tre e t........................................................
2-5 Grading ...........................................................................
2-9 Finishing the work ........................................................

$200.00
75.00
75.00

$200.00
275.00
350.00

T o t a l a n d B a l a n c e ......................................................
2-10 Transferred to Property A ccount.................................

$350.00

$350.00

*Red (Italics).

350.00 *
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Section A . There will be as many sub-ac
counts as the case may demand in accord
ance with the different charges not pro
vided fo r by special columns. The total
o f all balances in the sub-accounts within
Section A should equal the total under
the “Miscellaneous” column in the
Schedule o f Charges and be handled just
like other expense accounts in the Sched
ule o f Charges, fo r instance, the M a n 
a g e m e n t account.
Section B. The group o f accounts in Sec
tion B may contain accounts fo r trans
actions outside o f those recorded in the
Schedule o f Charges, i. e., tem porary sub
accounts which later on w ill be closed out
into some other permanent accounts. The
only exception w ill be I m p r e s t F u n d
sub-account, which w ill not be closed out.
Such sub-accounts m ay be as fo llo w s:
1. W h en a member o f the Corporation
does not pay his charges in fu ll or in
part, he has to pay more interest than
called fo r by the Schedule o f Charges.
The Government is not entitled to this
additional interest because the de
ficiency w ill be made up by the Cor
poration from the contributions to the
D e lin q u e n c y
R e se rv e ,
therefore
this additional interest should be
credited to the members who have con
tributed to the D e l i n q u e n c y R e 
s e r v e . H owever, making such month
ly entries would involve too much w ork
fo r an amount which usually w ill be
v e ry small.
F or this reason the additional interest
may be credited to a sub-account in the
M i s c e l l a n e o u s C h a r g e s and C r e d i t s
accounts subsidiary ledger. This sub
account m ay be called I n t e r e s t D u e
t o M e m b e rs .

A t the end of the year the entire ac
cumulated amount in this sub-account
w ill be distributed among the members
on some accepted basis. The M i s 
c e l l a n e o u s C h a r g e s account in the
Ledger and in its subsidiary ledger then
w ill be debited and D e l i n q u e n c y R e 
s e r v e credited, in total, while the
amounts earned by each individual
member w ill also be posted in the ac
count o f that member, namely, in the
column headed “Balance in Delin

quency

R eserve”

in

the H o m e 
subsidiary led
ger. The total amount posted to ac
counts o f individual members should
equal the amount transferred and
posted to D e l i n q u e n c y R e s e r v e in
the Ledger account.
In th is w a y th e b alan ce in D e l i n 
s te a d e rs ’ A c c o u n ts

q u e n c y R e s e r v e a n d a ll b alan ces in
H o m e s t e a d e r s ’ A c c o u n t s su b sid ia ry
le d g e r, n a m ely , in th e co lu m n “ B alan ce
in D e lin q u en c y R e s e r v e ,” w ill be in
a g re e m e n t a ll th e tim e.

The amount o f interest on the delin
quencies w ill hardly reach any appre
ciable figure, while the calculation o f
this additional interest and the re
cording of this interest w ill require
more understanding and additional e f
fo rt on the part of the bookkeeper. On
the other hand, w ere these penalties,
interest on delinquencies, omitted, such
a course might encourage laxity in pay
ments o f charges by the members.
There m ay be all kinds o f
2. Losses.
activities which may result
3. Profits. in losses or profits to the
Corporation. These may be recorded in
the M i s c e l l a n e o u s C h a r g e s and
C r e d i t s accounts subsidiary ledger, in
sub-accounts entitled “Losses” and
“P rofits,” as the case may be. A t the
end o f the year the total o f these losses
and profits w ill be charged off or
credited to the S u r p l u s account.
In this w ay no new accounts w ill
have to be added to the Combined
Ledger and Journal Book, and yet a
medium fo r recording individual ac
tivities which resulted in losses or
profits w ill be pr o v ided for.
F or instance, the case o f a tenant
cancelling his lease: he has a right to
be reimbursed fo r his crops. The sale
of these crops may result in a profit or
loss. These profits or losses will be re
corded in the above mentioned sub
accounts.
4. Building o f roads or other building
activities.
T o record all expenses made fo r
such purposes until the w ork is com
pleted and the total cost is transferred
to another account; in this case it may
be the P r o p e r t y account.
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5. Subscriptions to capital stock.
To record subscriptions to capital
stock as required by the Charter of the
Corporation. [To record the amounts
required to be paid in on the first call
on subscribed capital stock, a sub-ac
count “First Call on Stock Subscrip
tions” will be opened in Section A, be
cause the charges for these subscrip
tions will be included in the Schedule
of Charges.]
6. Imprest Fund.
This is a revolving fund for petty
expenses. This fund may be set at
$50.00. In this case the fund should
always contain $50.00 in cash, or in
cash and paid bills or receipts for ex
penses paid.
When the cash on hand runs low,
then a check is required to replenish
the money spent. Although this check
will be drawn to the Imprest Fund and
payable to the latter, the amount so
spent will be charged to the various
accounts for which the money has been
spent, for instance, M a i n t e n a n c e ,
M a n a g e m e n t , etc., etc.
A special book may be had for re
cording all these expenses paid from
this fund. However, it is not necessary
because for every expenditure there
must be some kind of receipt, which
will be made the basis for a charge to
the proper account.
There will be no other entries except
the first one recording the creation of
the Imprest Fund, therefore it seems
inadvisable to open a special Ledger ac
count for the Imprest Fund. A sub
account in the M i s c e l l a n e o u s
C harges
and C r e d i t s subsidiary
ledger, in Section B, will serve the pur
pose.
Of course, there may be a number of
other activities of a temporary nature which
may require sub-accounts for recording
them until these activities are completed and
closed out into some other permanent ac
counts.
H. Interest

For recording interest:
1. Due from tenants.
2. Paid to the Government by the Cor
poration.

June,

This account does not require any sub
sidiary ledger.
I. Amortization

For recording amortization:
1. Charged to the homesteaders.
2. When the homesteader pays off his
loan in full, or when a tenant cancels
his lease or is expelled, and the
amounts charged to him are trans
ferred to S u r p l u s account.
This account does not require any sub
sidiary ledger.
J. N otes Payable

For recording the amount of the Pro
missory Note to be issued by the Corpora
tion in return for the conveyance of the
property to the Corporation and for record
ing amortization payments which the Cor
poration will transmit to the trustee, the
Government.
When the entire amount of the Notes
Payable is paid up to the Government, the
latter will cancel the Promissory Note and
return it to the Corporation together with
the mortgage supporting the Promissory
Note.
Whether or not a homesteader pays his
share of amortization or interest is no con
cern of the Government. The Corporation
has to pay the full amount as agreed to.
This is taken care of by the additional
charges, namely, contributions to D e l i n 
quency

R eserv e.

K . Pro perty Account

This account will show the description
and value of all the property which will be
conveyed by the Government to the Cor
poration.
When a lot is leased to a tenant the value
of this lot is credited to the P r o p e r t y ac
count. Then the balance in the P r o p e r t y
account will show the value of the property
still directly at the disposal of the Corpora
tion, that is, the land not yet disposed of to
tenants.
If part of the property is donated for
public use, then a memorandum entry is
made describing the transaction in detail de
ducting the acreage given away. The acreage
thus donated will reduce the acreage left at
the disposal of the Corporation, but no entry
will be made in the money column.
It might be desirable, in order to avoid
making analysis of this account, should
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such be required, to have a subsidiary
ledger.
In such a subsidiary ledger may be de
scribed in detail the property and all lots
making up this property, with separate
columns for “Acreage” and “Value.”
Or the subsidiary ledger may contain
several sub-accounts, one sub-account for
each parcel of land making up the property
with “Acreage” and “Value” columns.
When lots are leased to tenants, this may be
recorded in the proper sub-accounts deduct
ing the acreage and value of these lots from
the acreage and value of the parcel. The
balances in these sub-accounts will show
the acreage and the value of land still left
in the hands of the Corporation and also
the location of this land. Of course, the
total of the balances of these sub-accounts
should equal the balance in the P r o p e r t y
account.
The value of each parcel may be assigned
by the Corporation; the total value of these
parcels must equal the total value of the
property conveyed to the Corporation.
In this account also will be recorded all
additions to the property.
Such a system will give a clear picture of
the status of the P r o p e r t y account at any
time.
L. N otes Receivable

For recording the face value of Notes Re
ceivable to be given by the tenant-home
steaders when a lot is leased to them.
The amount of the note also will be posted
to the H o m e s t e a d e r s ’ A c c o u n t s subsidi
ary ledger in the column headed “Amount
of Principal.”
Amortization paid by the homesteader
will be deducted from the amount of the
principal in the same column.
When the entire amount of the principal
is paid out, the A m o r t i z a t io n account is
debited and the N o t e s R e c e iv a b l e account
is credited, in red, and then the Promissory
Note of the homesteader will be cancelled
and returned to him.
M. Delinquency Reserve

This account is for recording additional
charges levied against members in order to
build up a cash balance, thus enabling the
Corporation to pay its expenses and also
amortization and interest when a member or
members fail to pay them in full or in part.

367

The amounts contributed by the members
may not be applied toward the reduction of
the amount of principal due from them.
N Accounts Payable

For recording obligations of the Corpora
tion not paid for at once and for which no
Promissory Notes are to be issued.
O Capital Stock

The capital stock is to be subscribed to by
the members at the proposed rate of $5.00
per share, charging the M is c e l l a n e o u s
C h a r g e s account for the subscription to
the capital stock and posting the same
amount in the M i s c e l l a n e o u s C h a r g e s
and C r e d it s subsidiary ledger, Section B,
in the sub-account headed S u b s c r i p t i o n s
to C a p i t a l S t o c k and crediting C a p i t a l
S t o c k account.
The first installment on the subscribed
stock will be included in the first year
Schedule of Charges, in the “Miscellane
ous” column.
This Subscriptions to Capital Stock sub
account will be a nominal one. However,
it is necessary in order to show that there
is a minimum capital as required by the
Charter of the Corporation (the Charter
does not specify that this amount must be
paid in).
Such a method eliminates the necessity of
adding the unpaid balance on stock sub
scriptions to the amount of the principal
and avoids confusion as to the proper
amount of the principal on which to calcu
late interest; otherwise, should the unpaid
balance of the subscribed capital stock be
added to the principal, interest would be
calculated on that amount; such a course is
unwarranted because the unpaid balance
is not due until called for and therefore is
not subject to interest. If in calculating the
interest due on amount of principal the
bookkeeper should have to deduct this un
paid amount due on capital stock, such a
method would increase his work and might
lead to confusion; therefore the arrange
ment was made to record capital stock sub
scriptions in a separate sub-account, in the
M i s c e l l a n e o u s C h a r g e s and C r e d it s ac
counts subsidiary ledger.
P. Surplus Account

To record the profits and losses which
may be sustained by the Corporation.
Losses or profits may be sustained on the
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sale of crops purchased from a tenant who
cancelled his lease. All payments made by
such a tenant for amortization and his con
tribution to D e l i n q u e n c y R e s e r v e will
not be reimbursed and thus become profits
to the Corporation.
Of course, there is no way to foresee all
cases where the Corporation may sustain
losses or gain profits, but unquestionably
such cases will arise and consequently this
account is provided for.
Should losses exceed gains, the S u r p l u s
acccount would become a D e f i c i t account
and such an excess of losses over profits will
be recorded in red.
Coding the Accounts

All Ledger accounts are identified by
capital letters, while sub-accounts in sub
sidiary ledgers may be identified by nu
merals; for instance, H o m e s t e a d e r s ’ A c 
c o u n t s in the Ledger is identified by the
letter B, while a sub-account in the H o m e 
s t e a d e r s ’ A c c o u n t s subsidiary ledger may
be identified as B 37.
Reports

Each monthly trial balance must show
among the credits in the columns for:
Amortization
Interest
the same amount, equaling one-twelfth of
the amounts as contracted for in the Trust
Note, unless the payments on the principal
are anticipated and consented to by the
Government.
Among the debits should appear in the
columns:
“N otes Payable ”—an amount corre
sponding to that in the Ledger “Amor
tization” column.
“Interest ”—an amount corresponding
to that in the account bearing the same
name on the credit side.
A credit balance in the “Interest” column
in the Ledger shows that the full amount of
interest due to the Government has not been
transmitted as yet.
If the total of all credits in the “Amor
tization” column in the Ledger is more than
the total of all debits in the “Notes Pay
able” column of the Ledger, again it shows
that the proper amount due to the Govern
ment for amortization has not been trans
mitted as yet.
The Management Division expects that

June,

the Corporation will furnish:
M o n th ly :

1. A trial balance of the Ledger ac
counts.
2. A record of delinquencies, giving
reasons for them.
E very Three Months:

A full report in a balance sheet form.
It may be advisable to request also:
1. Monthly trial balances of all sub
sidiary ledgers.
2. Copies of all individual bills for
additional charges which the Cor
poration may send out to its mem
bers, being in excess of charges as
recorded in the Schedule of Charges.
Such a course may permit a closer control
by the Management Division over the activi
ties of the Homestead Corporations.
( Continued N e x t M onth )

Announcements
Wolf and Company, Certified Public Ac
countants, announce the opening of their
Wilkes-Barre office, associated with Bed
ford, Jones, McGuigan & Waller, attorneysat-law, at 848 Miners National Bank Build
ing, Wilkes-Barre, Pa.
Alvin J. Lichtenberg, C.P.A., announces
the removal of his offices to 570 Seventh
Avenue, New York City.
Noah Bass and Samuel J. Krangel, Cer
tified Public Accountants, announce the
formation of the firm of Noah Bass & Co.,
for the practice of accountancy, with offices
at 551 Fifth Avenue, New York City.
John I. Cole, Son & Co., announce the
removal of their offices to 41 Broad Street,
New York City.
William E. Eppler, William D. Shay, H.
Rufus Eppler, William D. Shay, Edwin D.
Frost and Ernest R. Wildbrett announce
that after May 15, 1936, their accounting
and auditing practice previously conducted
under the name of Eppler, Botz and Sangs
ter will be continued under the name of
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Eppler & Company, 31 Nassau Street, New
York.

Brockelbank & Brockelbank, Certified
Public Accountants, announce the removal
of their Newark offices to Griffith Building,
605 Broad Street, Newark, New Jersey.

The general accounting practice estab
lished in 1911 by the late James F. Welch
will be continued under the same name,
James F. Welch & Co., at 129 Market
Street, Paterson, New Jersey, by his former
partners, Albert J. Wiley, C.P.A., John F.
Block, and John J. White, C.PA.

J. H. Gilby, C.P.A., formerly senior
partner of Gilby, Penny, Hall & Co., dis
solved, announces the continuation of his
practice as J. H. Gilby & Company with of
fices at 105 West Adams Street, Chicago,
Illinois.

Preston D. Orem, C.P.A., announces the
removal of his office to 302 Insurance Ex
change Building, 318 West Ninth Street,
Los Angeles, California

Roy Hall, J. Leonard Penny and Byrne
A. Jackson, Certified Public Accountants,
announce the formation of a partnership
for the practice of accounting under the
firm name of Hall, Penny & Jackson, with
offices in the Bankers Building, 105 West
Adams Street, Chicago, Illinois.

Eugene H. Lorenz, C.P.A. and attorneyat-law, announces that in the future he will
engage in the general practice of law as well
as the general practice of accountancy, his
offices continuing in the Investment Build
ing, Washington, D. C.

A. P. Baker, C.P.A., announces the re
moval of his office to 312 New Vicary
Building, Canton, Ohio.

Isaac Benwitt, C.P.A., is now located at
21 East 40th Street, New York City.

W
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S.

G oldberg,

C.P.A., Sioux City, Iowa

T oo Old at 28
In January, 1936, there appeared in one
of the newspapers of a large American city,
a letter to its editor, in part as follows:
“I recently made application for employ
ment to one of the oldest and largest cer
tified public accountant firms in this country.
Imagine my consternation when the office
manager informed me that under no circum
stances would his company consider the ap
plication of any persons more than 28 years
of age.”
If the conclusion to be drawn from this
episode were that an accountant, on attain
ing the age of 28, becomes ipso facto an
“unemployable,” it would be startling in
deed. But such a conclusion is not supported
by the premises, and is certainly refuted by

common knowledge and common experi
ence.
The fact is clearly otherwise. As in other
professions, so in accountancy, one begins
to attain his greatest usefulness after 28,
rather than before. The highest attribute
of the accountant is his capacity for sea
soned, skilled opinion. That comes, if at all,
as the fruit of the years. The public recog
nizes it; and accountant-employers the
country over recognize it.
The writer of the quoted letter need not
despair. If that writer is a man of quality,
the reason for his rejection probably is that
he is a better man than that firm cared to
hire. Let him seek elsewhere. Nor does
this statement mean that he is too good a
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man for that firm. Each office is free to
adopt its own employment policy; and if
that firm wishes only beginners of tender
years, to be molded into their organization
after their own fashion, that is strictly their
own affair.
If, on the other hand, the editor’s corre
spondent was, at 28, only a beginner in ac

A m

e r i c a ’s

U n u s e d

June,

countancy, the problem may be of quite an
other kind. What has been his previous
education, his previous training, experience,
inclinations? It is rather late, at twentyeight to turn, for instance, from farm-hand
to accountant. For such an about-face, the
competition is too intense, the requirements
too exacting.

E c o n o m

ic

C a p a c ity

Financial Digest , London, May 7, 1936

HE economic well-being of any coun
try depends on two factors: (1) the
amount of real worth—such as food, cloth
ing, houses, and recreational facilities —
which is produced and available for con
sumption ; and (2) the manner in which this
total product is divided among the various
classes which make up the population. If
we seek to discover the source of our eco
nomic difficulties, it is necessary to examine
both of these factors.
Our first task is to investigate the produc
tive capacity of the United States to see
whether it is adequate to our demands upon
it. Such a survey was the first of four
studies recently undertaken by the Brook
ings Institution, and the results are incor
porated in their publication, America’s Ca
pacity to Produce. This study does not at
tempt to predict what increase in production
could be brought about by reform or re
organization of our economic system. Nor
does it seek to forecast the effect of future
scientific discoveries. It merely endeavours
to find out what portion of our industrial
and agricultural capacity was allowed to
stand idle at the height of American pros
perity.

T

20 P e r C e n t U n u s e d C a p a c i t y
It shows, for instance, when business ac
tivity was at its peak in 1929 the total out
pour of America’s farms, mines, factories,
and service industries was only about 80 per
cent as large as it might have been had all
our physical and human capacities been util
ized. In individual industries the amount of

idle plant varied from 15 to 30 per cent, with
20 per cent a very conservative estimate for
our economic machine as a whole. For the
five-year period 1925-1929, the amount of
slack was approximately 22 per cent. A
similar survey was made of the war years,
when every effort was being made to speed
up the nation’s industrial machine, and it
was found that under this stimulus produc
tion actually expanded 15 per cent without
the addition of new plant. This seemed
to confirm the accuracy of the 1929 esti
mate.
Until the beginning of the depression in
1929 there was no tendency for this unused
capacity to increase. The problem was a
chronic one, but there was no indication of
a growing overproduction of industrial
plant such as was alleged to have existed.
During the depression, however, the amount
of unused equipment became much greater.
At the depth of the depression in 19.32 the
total amount of goods and services produced
in the United States was approximately 31
per cent less than in 1929. Assuming that
productive capacity had remained station
ary since 1929, the actual output was only
55 per cent of the possible production. In
1933 and 1934 it rose to approximately 60
per cent of capacity.
We are dealing here with a loss, not of
paper values, but of such products as wheat,
cotton, coal, iron, lumber, automobiles, and
homes, together with such services as trans
portation, electric power, education, and
medical care. Had we made full use of our
existing resources from 1922 to 1929, the
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real income of the American people would
have been increased by 113 billion dollars,
or approximately one thousand dollars for
every man, woman and child in the coun
try. In the first four years of the depres
sion an additional 135 billion dollars of po
tential income was lost through failure to
make use of this productive capacity. This
latter figure alone is four times as large
as the value of the nation’s farms, is six
times the worth of its factories, and more
than 25 times that of the 26,500,000 auto
mobiles registered in 1929. With the 113
billion dollars lost earlier, this represents a
sum more than half as large as the accumu
lated wealth of the United States.
R oot

of t h e

D

if f ic u l t y

Why have we failed to make use of this
vast source of potential income? Is there
some physical defect in our economic mech
anism that prevents us from taking advan
tage of our surplus plant capacity ? The com
plex process of production includes a whole
series of operations. It is conceivable that
a weakness in any one of these processes
could seriously handicap production as a
whole. We find, however, on examining
each of these steps, the following to be the
situation:
1. The United States is unusually rich
in both agricultural and mineral raw ma
terials. Our factories were able to obtain,
even in the boom period, all of the cotton,
iron ore, copper, coal and other raw ma
terials required.
2. Manufacturing capacity has always
been considerably in excess of production.
3. The amount of excess capacity in the
field of transportation has tended to be even
greater than in other lines. Except during
the war, our railways, ships and highways
could have carried a much larger volume of
goods than was actually produced.
4. Retail and wholesale merchandising
establishments have been more than ade
quate for storing and distributing goods to
the consumer.
5. There has been no shortage of coal,
oil or other forms of fuel. In fact, the de
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velopment of new forms of power in recent
years has tended to create a much greater
capacity for power production than is likely
to be needed.
6. Our supply of labour, while not as
well distributed as it might be, has always
tended to be larger than was required.
7. With the exception of a few weeks in
1920, the volume of money and credit has
always been more than sufficient for the
needs of business.
It is evident, then, that there is no bottle
neck on which we can blame our failure to
make use of our full productive possibilities.
Every part of our productive machine
would be able to carry a much heavier load
than is normally placed upon it. The ques
tion then arises whether our inability to
create this potential wealth is not due to
the inevitable friction associated with eco
nomic growth. Does not the very process
of technological advance, with its continu
ous scrapping of out-of-date machinery,
necessarily involve lost motion?
L ack

of

M

arkets

These factors are undoubtedly important,
but they were taken fully into consideration
in the estimate of productive capacity. We
are forced to conclude, therefore, that the
failure to operate at full capacity is not due
to any discernible weakness in our produc
tive machine as such. The plant, the raw
materials, the transportation and distribu
tion facilities, and the labour supply are
adequate for a much larger output than we
have been obtaining. No technical flaws
exist either in the productive process or in
the financial system which prevents us from
enjoying a much higher standard of living.
Moreover, business men would like nothing
better than to expand their production, but
they encounter extreme difficulty in dispos
ing of their present output. The vast
amount of money which is spent on adver
tising, the growth, of high-pressure sales
manship, the emphasis on instalment buying,
and the energy which is consumed in the
search for new markets, all indicate that
the big problem of American business is
not how to increase output but how to sell
that which has already been produced.
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TALKING SHOP
A

D e p a r tm e n t C o n d u c te d by L e w is G lu ic k ,

C l ie n t s ’ D

em ands

We herewith open a new department.
What is the most extraordinary request you
ever had a client make? It need not be
funny, but it probably will seem so. The
idea arose from a talk fest in which one man
started, and everybody chimed in. Here are
the two choicest morsels. Match them if
you can; beat them if possible. Your name
will be withheld if desired.
“I ’ve got to send a check to m y wife in
the mountains. Write me a good letter to go
with it.”
“When you are at your convention in
Washington, please stop over in Baltimore
and see if you can collect that account Blanc
and Blanc have owed me for five years.”
The thing that gave us the biggest kick
was that in every case the accountant com
plied with the bizarre request.

I n t a n g ib l e A

sse ts

Despite the fact that we get no direct
remuneration for shopkeeping, we would be
untruthful to say that there is no fiscal profit
in it. We have had in the last 12 years ex
actly four engagements that arose directly
from our writings and we never expected
to get those. That fact alone would prove
that we write for love, not money. We write
because of the utterly intangible income we
get out of it. There is no use denying that
it is pleasant to see one’s name in print; but
we would just as lief keep the shop anonym
ously. It is a tremendous satisfaction to
be able to go anywhere where there are ac
countants, and have our name recognized as
“The Shoptalker” ; yet that alone would not
compensate us for our work.
But we do know what gives us the biggest
kick in this shopkeeping is the total unex
pectedness of it. We never know, even
after all these years, what will strike our
readers’ fancy; and how. Some issues we
have written stuff that we liked a lot; right
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from the heart. For example, several years
back, when we tried to find out what C.P.A’s
read, of a non-technical nature. The imme
diate response was good; but it stopped
abruptly. Nor have we had any request for
continuance. On the other hand, when we
perpetrated last January’s radio pun festival,
it was with the intention of making a joke
to end old jokes; and the applause was al
most deafening. A Coloradian insisted that
we tell our readers that his State was where
the geographical costume would get its col
lars. And the nutmeggers were insulted be
cause we did not mention their State as
Con-necti-cut. (Pronounce the first “c”
hard.) And then on the serious side, the
shoptalker’s dialogue about Faith (April
issue) brought us a response that was grati
fying in the extreme. One reader took the
trouble to have an article in a trade journal
copied for us. Three single-spaced type
written sheets about Creative Thinking, by
a man named Russel. A minister of the
gospel, who has trouble understanding the
cash accounts of his own church, told us he
enjoyed the “informal sermon.” And from
out in the hill-billy country came the most
amazing document this magazine has ever
had; the crude but sincere writing of some
man who had got religion. How he ever got
our magazine is a mystery to both Mr.
Springer and us.
We have been woefully delayed in men
tioning a couple of things in N. Y. that de
mand the attention of anyone who lives or
visits there. The first is that the Museum
of Science and Industry (see page 58 Feb
ruary, 1931) is now located in Radio City,
bigger and better than ever. The other is
that the planetarium is the most inspiring
thing in town. Anyone who can come away
from it, after seeing all the stars suddenly
appear in the celestial sphere, without think
ing of the first verse of the 19th Psalm, and
understanding it, just hasn’t been to Sunday
school.
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A most amusing embarrassing moment
has come to our attention. The government
and a taxpayer were in dispute about a
rather substantial item of cost distribution.
The taxpayer relied upon its auditors; a
hearing was had, with a member of the
auditor’s firm to plead for the taxpayer.
The government representative came in.
He placed on the table conspicuously a book
written by another member of the auditor’s
firm, which book is generally regarded as
standard. That seemed to discomfit the op
position ; and when the government man ac
tually cited the book in support of the gov
ernment, the hearing ended abruptly, with
the taxpayer conceding everything. We
have heard the incident discussed as to its
implications; the possibility of reopening,
etc. But the stubborn fact persists that one
member of the firm was not familiar with
his partner’s book.
Jim Hughes gave the audience at the
N. Y. meeting on May 11 quite a laugh with
an embarrassing slip of the tongue. He had
heard the Treasurer’s report; and com
mented on it. Then when he went into fig
ures on meetings he reported that “at the
April banquet the attendance was eleven
thousand dollars.”
The latest addition to the C.P.A’s from
the Phi Beta Kappa ranks is Joseph G.
Koppel, of the CCNY class of 1934. This
boy also made Beta Sigma Gamma.
When various governmental agencies got
legislative authority to permit the publica
tion of salaries (than wh ich nothing more
pernicious has come out of the New Deal,
[opinion of Shoptalker for which the pub
lishers assume no responsibility]), it was in
tended to apply to salaries of individuals.
But the report of the Atlantic Coast Line
Railroad, published in the N. Y. Times on
May 13, not only lists its president and
comptroller, and other officials to whom the
law applies, but also the fees paid to counsel
and auditors. And that, we believe, is more
than the law intended. Anyhow, one lawyer,
and a firm thereof, got over $30,000, or six
times what the accountants got.
For irony, we commend you to this one.
A business college, which advertises that it
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teaches “accounting,” recently was the vic
tim of an embezzlement. The C.P.A’s who
were called in to determine the amount of
the defalcation report that the system of
bookkeeping found was archaic; and in
ternal check conspicuously absent.
And speaking of internal check, the talk
which Paul Grady gave to the New York
study group at the Hotel Victoria on the
night of May 12, was positively the most
instructive thing we have listened to in
years. We thought we knew something
about the subject until we heard it. Now,
with our knowledge trebled, we realize how
much we have still to learn.
T axes

No, “Cuthbert” ; this department is not
in competition with the regular tax services ;
in fact, it relies implicitly on them. It is
designed to find and report the angles of
human interest rather than technicalities.
Now take for example the case of the Stan
ford University Book Store. There is
nothing particularly exciting in the fact that
the District of Columbia Court of Appeals
on April 6 upheld 29 BTA 1280. But the
humor is in the list of attorneys. The gov
ernment must have been worried about the
case, for it pitted six of its lawyers against
one lone barrister for the Book Store. On
numbers alone, the Book Store just had to
lose.
Or take this paragraph from the case of
Lawhead vs. Brast, decided February 21.
1936, by the U. S. Northern District Court
of West Virginia. “It is also of interest to
note that the bank sought to explain its ac
tion by saying it would have been necessary
to reprint some calendars and change the
signs on the windows showing surplus and
reserve. That would have resulted in scar
ing the public. But still they did not hesitate
to print in the newspapers as required by
law a sworn statement showing the bank’s
financial condition which, according to their
contention, was false.”
We heard such bitter complaints about a
question given on the New York Exams in
April that we took a lot of trouble to get the
right answer. Three-quarters of the prac
ticing C.P.A’s to whom we put the question
( Continued on page 377)
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Questions

November, 1935

A u d it in g

QUESTION 1:
In what respects does a detailed audit of cash differ from a balance-sheet
audit of that item?
QUESTION 2:
Would you consider it proper for balance-sheet purposes to deduct an over
draft in one bank account from a debit balance in another, especially if you dis
cover that the overdraft represents checks drawn and entered, but not delivered
to creditors until after the reconciliation date?
QUESTION 3:
On the closing date of the period covered by your audit, the N Company
has unrestricted cash which it has deposited in foreign countries as follows :

Deposits in

Company’s
Valuation
in Dollars

Current
Rate of
Exchange
Used by
Company

Current
Rate at
Date of
Deposit

England ....................
France .....................

$40,356.40
147,888.00

4.97
.158

4.89
.165

The company’s treasurer has followed the recommendation of a committee of ac
countants, made several years ago, that cash “be converted at the rate of exchange
prevailing on the date of the balance sheet.” Give reasons for your approval or
disapproval of the company’s valuation.
QUESTION 4:
The cashier of a company concealed for several years a defalcation of $10,000
by the following process: on December 31 of each year he deposited in C Bank
a check for that amount drawn on D Bank. He would charge C Bank on that
date but credit D Bank several days later. How would proper auditing procedure
have detected the fraud in an examination as at December 31?
QUESTION 5:
In November, 1935, you are making an examination of the accounts of a
company. How would you satisfy yourself as to the existence of receivables in
the form of negotiable paper as at June 30, 1935?
QUESTION 6:
Do you regard it necessary to segregate on the balance sheet accounts receiv
able from employees representing sales, or accounts due from affiliated companies?
The Service of Examination questions conducted by The American Society furnishes
practically 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. The questions in Auditing follow.
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QUESTION 7:
How should receivables be classified that represent (a) “retained percentages”
withheld by customers pending completion of contracts, and (b) deposits on bids?
QUESTION 8:
is an accountant responsible for the verification of inventory quantities?
QUESTION 9:
Draft an inventory certificate which is to be furnished to you by your client.
QUESTION 10:
When, if ever, is it proper to exclude bailments from the inventory of the
bailor ?
QUESTION 11
You are to be responsible for the count of a certain inventory. Outline briefly
the general procedure you would wish to follow.
QUESTION 12:
What is meant by “the natural business year” and what should be the auditor’s
attitude toward it?
QUESTION 13:
Part of the inventory of the E Company at June 30, 1935 was also on hand
at June 30, 1934. On the latter date the cost was reduced to market but during
the year following the market price rose to a figure exceeding original cost.
The company has restored original cost in the June 30, 1935 inventory. Give
reasons for or against this procedure.
QUESTION 14:
Describe briefly the classes of items you would expect to find in the retail
inventory account of a department store. Discuss the significance of the balance
of this account.
QUESTION 15:
You have been asked to devise a formula for the determination of the value
of the goodwill of a trading enterprise the sole proprietor of which has recently
died. What formula would you suggest ?
QUESTION 16:
Name several items that may be called “contingent assets.” How should they
be disposed of for balance-sheet purposes?
QUESTION 17:
What responsibility should an auditor assume for liabilities which arise after
the balance-sheet date?
QUESTION 18:
How would you verify the amount of outstanding capital stock?
QUESTION 19:
A certain corporation pays quarterly dividends in cash or in no-par-value
common stock at the option of the shareholder. How would you set forth on a
balance sheet the obligation for such a dividend and in what amount ?
QUESTION 20:
Upon the redemption of preferred stock at a premium, in accordance with
the original agreement, the directors of a company authorize charging the premium
to paid-in surplus account arising from resale of treasury common stock. In view
of the existence of earned surplus, do you regard this procedure as proper? Give
your reasons.
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C.P.A., Educational Director
International Accountants Society, Inc.

E d it o r , S t e p h e n G i l m a n ,

Solution to problem 6 of November, 1935, examination service of The American
Society of Certified Public Accountants, published on pages 243-244 of the April,
1936, issue.
The principal tests in this problem are those requiring a knowledge of the cal
culation of the capital gains and losses to be taken into account, and the gain or loss
to be recognized on the sale of property received as a gift.
There are several other points, however, that require special knowledge. One
of these is the deductibility of contributions, and another is the calculation of deple
tion based on income from oil lands.
Since the profit or loss to be taken into account as the result of sale of capital
assets varies according to the length of time the assets were held, as indicated by the
supplementary data given in the problem, a separate schedule is required to show
the calculation of these capital gains and losses.
F. L. Williams
Calculation of Federal Income Tax Liability
for the calendar year 1935
Income

Share of Income from Partnership—
Williams, Pope and Jones (per partnership return). . . .
$25,250.00
12,500.00
Dividends from Domestic Corporations...............................
Dividends from exempt Building and Loan Association. . .
350.00
Cash Royalties from Oil Lands:
Amount Received ............................................................ $ 3,250.00
Less —Depletion Allowed—27½ % .................................
893.75
----------2.356.25
Interest on Mortgage Notes................................................
2,785.00
Total Gross Income....................................................

$43,241.25

D ed u c tio n s

Contributions:
Community C h est.............................................. $500.00
County Hospital ................................................
50.00
C hurch................................................................ 250.00
-------- $ 800.00
Local Real Estate and Personal Property Taxes.................
398.00
Interest on Loans.................................................................
2,400.00
Capital Net Loss (see separate schedule).............................
2,000.00
Total Deductions

5,598.00
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Net In co m e....................................................................

$37,643.25

Less:

Personal Exemption .................................................................... $ 2,500.00
Credit for Dependents ...............................................................
800.00
Amount Subject to S u rtax .................................................

3,300.00
$34,343.25

Deduct:

Dividends from Domestic Corporations.............................. $12,500.00
Earned Income C redit.................................................................
1,400.00
Amount Subject to Normal T a x ...................................

13,900.00
$20,443.25

Calculation of Tax

Normal T a x ............................................ $20,443.25 @

4%

$

817.73

Surtax:

$26,000.00 ..............
6,000.00 @ 1 9 %
2,343.25 @ 21%

$ 2,240.00
1,140.00
492.08
3,872.08

$34,343.25
Total Federal Income Tax L iab ility.......................................................... $4,689.81

Total Gains and Losses

Gain
or
Loss*

Cost

% to be
taken into
account

Security Held

Amount
Realized

Time

(Item C) Held 1 year or less ................................................... 7-18 -34
Held over 1 year but not over 2 years ...........
(Item B ) Held over 2 years but not over 5 years . . . .
1-8-33
(Item A) Held over 5 years but not over 10 years . . . . 11-2-26
(Item E ) ........................................................................................... 11-5-28
(Item D) Held over 10 years ............................................... 8-6-22

B a te
Sold

Date

Acquired

SCH ED ULE OF CA PITA L GAINS AND LO SSES

6-4-35 $21,325.00 $21,950.00 $ 625.00* 100%
80%
5-8-35
9,875.00
8,625.00 1,250.00
60%
11-14-35 11,250.00 16,725.00 5,475.00* 40%
11-12-35 10,500.00
9,125.00 1,375.00
40%
9-24-35
475.00
4,(375.00 4,200.00* 30%

Gains

Losses

$ 625.00
$ 750.00
2,190.00
550.00
1,260.00

.................................................................................................................................................................. $1,300.00

$4,075.00

Note: As capital losses are limited to $2,000 plus capital gains, and as total capital losses exceed this amount, the N ET capital
loss allowed Mr. Williams is $2,000. No taxable gain or deductible loss resulted from Item F . (See Sec. 113
(a) (2) ).

Talking Shop
( Continued from page 373)

got it wrong, until they looked it up in their
services, which seemed to ju stify the
squawk. That is, until you remembered that
the question was only one of fifteen given,
of which only ten had to be answered and
the candidate had to be only 75% right on
those. But here’s the question for you read
ers to play with. A corporation erects a
building in 1926; cost $125,000. In 1934,
$50,000 depreciation has been accumulated
on it, and it is destroyed by fire. The insur

ance companies pay $100,000 to the corpora
tion, which immediately erects a similar
building, again at a cost of $125,000. Ques
tions: 1. Is there any taxable gain, and if
so, how much? (Nobody went wrong on
that.) 2. W hat is the basis for depreciation
for tax purposes on the new building?
Robert Montgomery’s remarks on cur
rent tax legislation, and related matters at
the Jersey meeting of M ay 18 were vocifer
ously applauded by an audience of over 200,
which was near an all-time high record. The
heat actually was, for the date and place.
It’s a doggone shame that the remarks did
not get as much publicity as the weather.
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STATE SOCIETY NEWS
ALABAMA
The annual meeting of the Alabama So
ciety of Certified Public Accountants was
held at the Molton Hotel, Birmingham, on
Friday, May 1; 1936.
William D. Morrison, of Denver, Presi
dent of The American Society, was guest
of honor and speaker. He discussed the de
velopment of the profession of accountancy
in this country since the passage of the first
C.P.A. law. C. E. Cole of Birmingham,
spoke on accounting under social security
legislation in Alabama.
Officers elected for the following year
are: President, James O. Screven, of Bir
mingham; Secrctary-Treasurer, J. J. Scar
borough, Jr., of Birmingham; Chairman of
Council, Gilbert F. Dukes, Mobile; Mem
bers of Council, Edmund A. Chapman, of
Birmingham, Charles H. Moses, of Bir
mingham, Leslie J. Richard, of Mobile, and
William J. Christian, of Birmingham.
The meeting concluded with a banquet
and entertainment program Friday eve
ning.
CALIFORNIA
At the annual meeting of the Fresno
Chapter of the California State Society of
Certified Public Accountants, held on May
21, 1936, the following officers and directors
were elected: President, George H. Lips;
Vice-President, George W. Sims; Secre
tary-Treasurer, Thomas C. Roberson; Di
rectors, Hilliard R. Giffen and Leo B.
Welch.
The Los Angeles Chapter of the Califor
nia State Society of Certified Public Ac
countants joined in a special meeting with
the Los Angeles Chapter of the National
Association of Cost Accountants, Petroleum
Accountants Society, Los Angeles Credit
Men’s Association, and Iota Chapter of
Beta Alpha Psi, U.S.C., on Tuesday eve
ning, May 12, at the Foyer, University of

Southern California.
The subject of the meeting was Social
Security. Arthur G. Coons, Professor of
Economics at Occidental College, spoke on
“The Past,” in which he presented causes
for social security legislation. C. B. Tib
betts, President and General Manager of
the Los Angeles Steel Casting Company,
talked on “The Present,” discussing the
Federal and the California Social Security
Acts and their operation. Joy L. Leonard,
Chairman of the Department of Economics
at the University of Southern California,
spoke on “The Future,” the possible social
and economic effect of social security legis
lation.
At the annual meeting of the Los Angeles
Chapter of the California State Society of
Certified Public Accountants held on the
evening of June 8, 1936, the following of
ficers and directors were elected. President,
James K. Gregory; Vice-President, Oscar
Moss; Secretary-Treasurer, A. R. Cooper;
Directors, the officers and Thornton G.
Douglas and William E. Ware.
COLORADO
The annual meeting of the Colorado So
ciety of Certified Public Accountants was
held on May 22, 1936, at the Cherry Hills
Country Club, Denver.
Officers elected were: President, Arthur
L. Baldwin; Vice-President, Stanley V.
Davies; Secretary-Treasurer, Thomas E.
Stanley; Assistant Secretary-Treasurer,
Charles Dimler. Directors: F. T. Brownne,
T. J. Witting, D. McE. Watson and H.
Brooks Davies.
FLORIDA
At a recent meeting of the Jacksonville
Chapter of the Florida Institute of Account
ants officers were elected as followed: Presi
dent, John E. Icenhour; Vice-President,
John A. Hall; Secretary, E. T. LeBaron;
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Treasurer, J. W. Burke; Executive Com
mittee, C. K. Milligan, B. E. James, Ira J.
Varnedoe and George Ford.
GEORGIA
The annual meeting of the Atlanta Chap
ter of the Georgia Society of Certified Pub
lic Accountants was held Friday evening,
May 15, with an attendance of about twentyfive members. Officers elected were: Chair
man, Stephen B. Ives; Vice-Chairman, E.
M. Kendrick; Second Vice-Chairman, S.
R. Peddicord; Secretary, P. W. Christian;
Treasurer, T. M. Weber.
INDIANA
The Indiana Association of Certified
Public Accountants held its annual meeting
on May 9, 1936 at the Indianapolis Ath
letic Club.
A resolution was unanimously adopted
seeking extension of the due date for filing
Federal income tax returns from March
15 to June 15, no penalty to be invoked
until the latter date, but interest to start
as now, on March 15.
The following officers and directors were
elected: President J. B. Baerncopf; VicePresident, O. C. Herdrich; Secretary, John
S. Lloyd; Treasurer, A. R. Chapman; Di
rectors, W. M. Madden, E. E. Thomas and
J. R. Wharton. Members of the association
presented Mr. Chapman with a handsome
fitted travelling case in appreciation of his
ten-year service as treasurer.
More than 300 persons—business men,
bankers, educators, lawyers and students,
attended the dinner meeting. Honorable
John W. Kern, Mayor of Indianapolis, wel
comed the guests and George S. Olive,
C.P.A. and president of the Indianapolis
Chamber of Commerce, introduced the
guest speaker, Col. Robert H. Montgomery
of New York, who discussed “Federal
Taxes,” with particular reference to the
1936 tax law.
MARYLAND
The annual meeting of the Maryland As
sociation of Certified Public Accountants
was held on the evening of June 9, 1936, at
the Emerson Hotel, Baltimore, at which
time the following officers and directors
were elected: President, Edward G. Ship
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ley; Vice-President, Harold N. House;
Secretary, James L. Benson; Treasurer,
Carroll F. Davis; Auditor, Howard A.
Schnepfe; Directors, F. Earl Reuwer,
Frank A. Shallenberger, John L. Mc
Kewen, William R. Walton, Jr., J. Elwood
Armstrong, Jr., and Leslie W. Baker.
MASSACHUSETTS
The annual meeting of the Massachusetts
Society of Certified Public Accountants.
Inc., was held in the Boston Chamber of
Commerce on the afternoon of May 25,
1936.
Officers and the Executive Committee
selected by the Nominating Committee were
unanimously elected as follows: President,
Earle M. French; Vice-President, Arthur
W. Yardley; Secretary, J. Harold Stewart;
Treasurer, John F. Clarke; Auditor, Harry
I. Kessler; Executive Committee, Irwin S.
Decker, Ernest H. Griswold and John J.
McIsaac.
After brief remarks by newly elected
President French the meeting adjourned.
MICHIGAN
A meeting of the Michigan Association
of Certified Public Accountants was held at
the Fort Shelby Hotel, Detroit, on Thurs
day evening, May 14, 1936.
Dr. Ralph E. Badger, President of In
vestment Counsel, Inc., was the speaker of
the evening and had as his subject “The
Effect of Recent Trends on Investment
Values.”
Three members of the State Board of
Accountancy were present. Messrs. Howell
Van Auken, Laurence Fish and D. W.
Springer, who spoke on the general situa
tion in accountancy. Mr. Fish then pre
sented certificates to those candidates in the
Metropolitan area who were successful in
passing the May C.P.A. examinations. He
will present certificates to the other success
ful candidates at subsequent chapter meet
ings in Lansing and Grand Rapids.
M ISSISSIPPI
The annual meeting of the Mississippi
Society of Certified Public Accountants
was held in Gulfport on May 29 and 30,
1936. The following officers were elected :
President, T. E. Lott, of Columbus; Vice-
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President, Thos. E. Walsh, of Greenville;
Secretary-Treasurer, Dick D. Quin, of
Jackson. Members of the Board of Gov
ernors elected were: the officers and F. J.
Block of Laurel, A. L. Evans of Gulfport,
Stewart J. Parker of Jackson; and C. E.
Powell of Greenwood.
NEW JERSEY
The annual meeting of the New Jersey
Society of Certified Public Accountants was
held on Monday evening, May 18, at the
Downtown Club, Newark, with an atten
dance of more than two hundred members
and guests.
Robert H. Montgomery, President of the
American Institute of Accountants, was the
speaker for the evening, having as his sub
ject “Proposed Federal Taxes and the New
Deal.”
Officers elected for the coming year were :
President, Julius E. Flink; First Vice-Presi
dent, John A. Conlin; Second Vice-Presi
dent, George H. Kingsley; Secretary, Theo
dore Krohn; Treasurer, Andrew B. Field
ing; Trustees elected for two years were
Frederick Banks, Harold A. Eppston ; Peter
C. Wiegand, Arnold B. Rosenthal; Robert
F. Tillison; for one year, William F. Acker
son. Auditors, Joseph G. Dorfman and Ed
ward I. Anfindsen.
PENNSYLVANIA
The Pittsburgh Chapter of the Pennsyl
vania Institute of Certified Public Accoun
tants held its annual meeting May 26th at
the Pittsburgh Country Club. In the after
noon the members participated in golf and
tennis.
In the evening after the annual banquet,
the meeting was addressed by I. H. Krek
stein, C.P.A., Director of Corporation
Taxes, Pennsylvania Department of Reve
nue.
The following officers were elected for
1936-37: Chairman, G. Clayton Shannon;
Vice-chairman, Paul W. Pinkerton; Secre
tary, Ira G. Flocken; Treasurer, O. L. K.
McKibben; Auditor, Norman Schaller and
members of the Executive Committee,
Robert M. Griffiths, Adrian F. Sanderbeck,
Frank A. Willison and James H. Young.
A nominating committee was elected to
serve for the coming year consisting of P.
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H. Kelso, chairman, Arthur Medlock and
Duncan Bruce.
RHODE ISLAND
The annual meeting of the Rhode Island
Society of Certified Public Accountants
was held in the Narragansett Hotel, Provi
dence, on Tuesday evening, April 21, 1936.
The following officers were elected for
the ensuing year: President, Francis E.
Welch; Vice-President, Albert E. Godfrey ;
Secretary-Treasurer, William B. M. Miller.
Directors elected were the above officers
and Carl W. Christiansen and Townes M.
Harris.
SOUTH CAROLINA
The Secretary of The American Society
spent Saturday, May 23, with the South
Carolina Association. The meeting was
called for Charleston beginning at eleven
o’clock in the morning. The meeting and
noon-day meal were held at the Hibernian
Hall.
The offices of president and secretary this
year are located in Columbia and an effort
has been made to revive the interest in the
State organization which had reached a low
ebb during the period of depression.
The group went on record as favoring
such changes in the constitution as would
be necessary to work out the chapter idea
of administration. The president and secre
tary were appointed a committee to prepare
such amendments as would be needed and
submit them to the membership in connec
tion with local meetings that might be held
in Charleston, Columbia, Greenville and
Spartanburg.
Considerable attention in the discussion
was paid to the national development of the
profession but the greatest emphasis was
placed upon the necessity for more closely
knit local groups in order that more atten
tion could be paid to a careful study of the
development in the accounting field.
TEXAS
A meeting of the Houston Chapter of the
Texas Society of Certified Public Account
ants was held at the Houston Club on the
evening of April 1, 1936, with an attendance
of forty-nine.
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The principal speaker was R. F. Ford,
president of the San Jacinto National Bank,
who discussed financial statements from the
point of view of the lender. Brief talks
were made by Messrs. George Armistead,
C. F. Milledge, secretary of the Texas So
ciety, W. O. Bartle, member of the society’s
Committee on Cooperation with Bankers,
Felix Terry of the Membership Commit
tee, Tillman B. Trotter, member of the
State Board of Accountancy and T. W.
Leland, past president of the society.
Walter C. Burer was elected chairman
and Harry D. Hopson was elected secretary
of the chaper for the remainder of the fiscal
year.
The Houston Chapter of the Texas
Society of Certified Public Accountants met
at the Houston Club on the evening of May
28, 1936.
Thirty-two certified public accountants
were present to enjoy the buffet dinner and
an evening of good fellowship.
A meeting of the Dallas Chapter was
held at the Dallas Athletic Club on Wed
nesday evening, March 25, 1936, with an
attendance of thirty-two.
Lawrence H. Fleck, chairman of the
Dallas Chapter, led a general discussion on
new tax bills.
At a meeting of the San Antonio Ac
countants Association W. M. Aikman was
reelected president.
UTAH
The May meeting of the Utah Association
of Certified Public Accountants was held
Thursday evening, May 14, at the Hotel
Utah with President Alan G. Mann in
charge.
Current business was discussed, after
which Seymour B. Wells gave a talk on the
provisions of the present Corporation Tax
bill now pending in the Senate.

Book Reviews
I n t r o d u c t io n to F e d e r a l T a x a t i o n ,
b y G e o r g e T . A lt m a n , C .P .A . P u b lis h e d b y
C o m m e r c e C le a r in g H o u s e , I n c . 166 p a g e s.
P r ic e , F a b r ik o id , $1.75; P a p e r , $1.00.
T h i s b o o k p r e s e n t s t h e fu n d a m e n ta l p r in 

381

ciples underlying Federal taxation, as ex
emplified in the most important Federal
tax, income tax, as well as capital stock,
excess profits, gift, and inheritance taxes.
Particular emphasis is given to decisions
of the United States Supreme Court as to
the nature, scope and limitations of taxation
by the Federal Government.
The chapters discuss: Constitutional
Basis and Limitations; Classes of Taxpay
ers and Rate Structures; Accounting Fac
tors ; Gross Income, In General; Inven
tories and Expense Deductions; Deprecia
tion and Depletion; Bad Debts, Losses,
Contributions; Recognition of Gain or
Loss; Capital Gains and Losses ; Reorgani
zations ; Special Problems of Estates and
Trusts; Personal Holding Companies, Sur
plus Accumulations, Tax Avoidance; Ad
ministrative and General Provisions; Re
lated Taxes.
How t o O b t a i n B a n k C o s t s , by E. S.
Woolley, C.P.A. Published by the Bank
ers Publishing Company, 465 Main Street,
Cambridge, Mass. 132 pages. Price $5.00.
The author explains in simple language
how to ascertain bank costs and how to
keep the simple records which will enable
any bank to know and not guess at the
costs of each department. The Foreword
of the book is by Carl K. Withers, Commis
sioner of Banking and Insurance in New
Jersey, who says: “To the careful study
of bankers everywhere, irrespective of the
size of their institutions, I would commend
this latest effort of Mr. Woolley as a definite
contribution to sound banking; not only
because it recognizes the need for cost-find
ing in banking, but outlines an easy and
understandable procedure w h e r e b y a
knowledge of actual costs may be ob
tained.”
F i n a n c e , by John Dale Russell and
Floyd W. Reeves, vol. VII in a series of
monographs presented under the sponsor
ship of the North Central Association of
Colleges and Secondary Schools. Published
by University of Chicago Press, Chicago.
133 pages. Price, $2.00.
The purpose of this study is to determine
the extent to which financial factors are of
value in discriminating among institutions
with reference to their educational excel
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lence. It is one of a series presenting the
report of the Committee on Revision of
Standards set up in 1929 by the Commission
on Institutions of Higher Education of the
North Central Association of Colleges and
Secondary Schools. The Committee was
given the dual responsibility of evaluating
the old type of standards and procedures
in use and of developing new criteria for
the measurement of institutions. Fiftyseven higher institutions located in all parts
of the area assisted in the survey.
L if e I n s u r a n c e :

a

L e g a l iz e d R a c k e t ,

by Mort Gilbert and E. Albert Gilbert.
Published by Marlowe Publishing Com
pany, Schaff Building, Philadelphia, Pa.
205 pages. Price, $2.50.
The authors present the subject strictly
from the viewpoint of the policy-holder.
From their Preface we quote: “Most of
the sixty-five million men and women who
carry policies are not getting their money’s
worth. This book is an attempt to discover
why. It is a detailed exposition of the work
ings of life insurance, an analysis of the
more popular kinds of policies, and a docu
mented expose of America’s most respect
able confidence game.
“But it is more than that. It is a practical
handbook for policy-holders—a guide to
action. It tells you what is wrong with your
present insurance—and it tells you what
you can do about it under existing condi
tions.”
S t a b il i z e d A c c o u n t i n g , by Henry W.
Sweeney, Ph.D., C.P.A. Published by
Harper & Brothers, New York City, 1936,
219 pp.; $3.
Accounting figures are measured in terms
of money. But, this book points out, money
varies in value as its purchasing power over
goods and services varies. Hence, account
ing figures are measured in a unit that does
not always mean the same thing. As a re
sult, despite their seeming high degree of
accuracy, accounting figures are apt to be
substantially inaccurate, thus causing wrong
conclusions to be drawn from them by the
management, the financial public, and all
that see them. Also, since they are measured
in terms of money regardless of what money
itself is worth, they do not measure capital
and income with reference to the usual goal

June,

of economic activity, namely, increased gen
eral purchasing power; and since they ig
nore the realized and unrealized profit and
loss caused by fluctuations in the value of
money, they are not complete.
The book attempts to overcome the three
objections described above, first, by reex
pressing the main accounting statements on
the basis of the index of the general price
level although, of course, in money (thereby
making the figures accurate, in so far as a
uniform measuring unit is concerned, and
relevant to the usual aim of economic en
deavor) ; and, second, by so classifying
profit and loss and surplus as to enable the
underlying realized and unrealized parts
thereof to be revealed. The method of
stabilization set forth is based upon the most
successful of the German and French meth
ods that had to be devised when the mark
and franc, respectively, were dropping
steadily in value during the 1920’s. How
ever, it is said to embody new corrections
and refinements developed by the author.
Its practical applicability to ordinary ac
counting conditions in the United States
appears to have been thoroughly tested.
The book should be of interest to every
one who is interested in accounting. Its
main appeal, though, will probably be to
accountants in private practice, public ac
countants, accounting instructors, and busi
ness executives.
Professor Kester, in his foreword to the
book, calls the author’s method “stimulat
ing” and a “pioneering attempt” and then
goes on to say it “will do much to break
down that complacency of faith in figure
facts which is a mental characteristic of
most laymen and, too often, also of the ac
countant and business executive.”
I n s u r a n c e a n d A n n u i t i e s from t h e
B u y e r ’ s P o i n t o f V i e w , by E. C. H ar
w o o d a n d B io n H. F r a n c is . Published by
A m e r ic a n I n s titu te f o r E c o n o m ic Research,

Cambridge, Mass. 171 pages. Price, $2.50.
The purpose of this volume is to make
adequate information available to the buyer
of life insurance and annuities. The subject
is discussed in clear, non-technical language
and the cost comparisons made should
prove highly valuable to anyone who has or
contemplates the purchase of life insurance
or annuities.
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PLANT AND EQUIPMENT RECORDS
IN SUPPORT OF

CLAIMS FOR DEPRECIATION
UNDER

TREASURY DECISION 4422
The burden of proof rests with the taxpayer to sustain deductions claimed for de
preciation, obsolescence and retirements.
Taxpayers must furnish full and complete information with respect to the cost or
other basis of the assets in respect to which depreciation is being claimed, their age,
condition and remaining useful life, the portion of their cost or other basis which has
been recovered thru depreciation allowances for prior taxable years and the unrecovered
balance.
Individual item controls permit the taxpayer to sustain deductions for obsolescence
and retirements as well as ordinary depreciation deductions.
A new form has been carefully designed to cover all required information and to per
m it accountants to establish records th at will enable the taxpayer to sustain all deduc
tions claimed for depreciation, obsolescence and retirements.
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Burroughs offers many new and improved
machines which not only supply the addi
tional payroll information required by the
Social Security Act, but also handle the
entire payroll job with exceptional speed,
ease and economy. It will pay you to in
vestigate these new m achines. Telephone
the local Burroughs office, or write today
for the new payroll folder illustrated below.
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