








Members write on Junior Achievement, 
professional nature of tax work

Referring to Mr. Carey’s ar­
ticle in the July-August CPA 
(p.4) regarding “The ‘Dirty Busi­
ness’ Attitude,” I want to add one 
encouraging note in an otherwise 
very deplorable situation.

Junior Achievement recognized 
the need for economic education 
and enlightenment of high school 
students in the area of our free 
enterprise system many years ago 
and has been carrying on a very 
successful program to bring the 
word to as many students as pos­
sible. Officially, the American In­
stitute has been very helpful to 
JA and has considered it a very 
worthwhile movement. I would 
like to suggest that our individual 
members should each support the 
Junior Achievement movement 
financially and through personal 
efforts on a local basis. I can as­
sure them they will find it a most 
worthwhile experience.

W a y n e  J. A l b e r s  
Cleveland, Ohio

In John Lawler’s answer to 
Larry S. Kamanitz’ letter on 
the Multer Bill ( The CPA, 
Sept.65, p.11), which would pro­
hibit certain banks from prac­
ticing tax accountancy, he men­

tions services that the Institute 
offers the small practitioner. The 
list is impressive.

In addition to the points raised 
by Mr. Kamanitz, which I believe 
to be well taken, the effect of 
the banks’ intrusion in the area 
of income tax preparation on the 
small business and professional 
man is relevant. We should sup­
port the thesis that tax work is 
professional rather than clerical.

Proper tax practice requires a 
practitioner qualified for the task. 
In dealing with such a practi­
tioner, Mr. Businessman is made 
aware of other phases of ac­
counting, and consequently his 
understanding of the potentials 
inherent in professional account­
ing increases. All this serves to 
enhance the public image of the 
CPA.

Out of consideration for the 
profession itself, the numerous 
small practitioners, and the pub­
lic for whom we must accept 
some responsibility, I strongly 
urge that Mr. Kamanitz’ proposal 
be adopted and that our attitude 
toward the Multer Bill be further 
discussed.

D avid  Sh e p l a n

Baltimore, Md.

Weldon Powell
Weldon Powell, the man who 

guided the creation of the Ac­
counting Principles Board and 
who served as its first chairman, 
was killed in an automobile acci­
dent on October 24.

Mr. Powell’s wife, and AICPA 
member Herman Muller and his 
wife, also died as a result of the 
accident. The two couples were 
returning from an installation cer­
emony at Ithaca College in Ith­

aca, New York, where Mr. Muller, 
chairman of the college’s board 
of trustees, had just inducted Mr. 
Powell as a fellow trustee.

In addition to his major role in 
the Institute’s accounting princi­
ples program, Mr. Powell was 
a member of the Institute’s gov­
erning Council from 1962 to 1965 
and served as chairman of the 
committee on specialized account­
ing from 1960 to 1962.

Statements on 
Auditing Procedure No. 35

Statements on Auditing Proce­
dure No. 35, "Letters for Un­
derwriters," was mailed during 
the week ending November 20 
to all members of the American 
Institute of Certified Public Ac­
countants. Any member who did 
not receive his copy can obtain 
one by writing to the Institute.

Unanswered questions 
on a Federal return

As all practitioners know, when 
a CPA signs the preparer’s decla­
ration on a Federal return, he de­
clares that, based on all informa­
tion of which he has any knowl­
edge, the return is true, correct, 
and complete.

But if one or more questions on 
a Federal return have not been 
answered, then the CPA is faced 
with the problem of whether or 
not to sign the preparer’s declara­
tion.

The responsibility of the CPA 
in regard to the questions asked 
on a Federal tax return which he 
prepares is the subject of an ex­
posure draft of proposed State­
ment No. 3 of the Statements on 
Responsibilities in Tax Practice, 
prepared by the American Insti­
tute’s committee on Federal tax­
ation.

A copy of an exposure draft of 
this statement has been sent to 
the Institute’s executive committee 
and to members of the state so­
ciety committees on Federal tax­
ation. Any AICPA member may 
obtain a copy of the exposure 
draft from the Institute.

Statement No. 1, issued in Sep­
tember 1964, considered situa­
tions under which a CPA may or 
may not be a preparer of a Fed­
eral tax return. Statement No. 2, 
issued in August 1965, considered 
the question of whether a CPA 
who reviews a Federal tax return 
which he did not prepare may, in 
his discretion, assume the pre­
parer’s responsibility.
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Minutes of the Annual Meeting
Dallas, Texas, September 20, 1965

T h e  seventy-eighth annual meet­
ing of the American Institute of 

Certified Public Accountants con­
vened at 9 :00  a .m . ,  September 20, 
1965, at the Sheraton-Dallas Hotel, 
Dallas, Texas. President Thomas D. 
Flynn presided.

Invocation

The president introduced the Rev­
erend Harles Cone, Assistant Min­
ister of the Park Cities Baptist 
Church, who gave the invocation.

Address of Welcome

The Honorable Eric Jonsson, 
Mayor of Dallas, welcomed the 
members of the Institute to the City 
of Dallas.

Approval of Minutes

Minutes of the annual meeting of 
October 5, 1964, were approved as 
printed and circulated to the mem­
bership.

Report of the Auditors

Fred H. Kelley, Jr., of the firm 
of Hurdman and Cranstoun, pre­
sented the report of the auditors.*

Introduction of Guests From 
Other Countries

The chairman introduced the fol­
lowing guests from other countries 
who extended greetings from the 
accounting organizations in their 
respective countries:

Ralph L. Bamford, president of 
the Canadian Institute of Chartered 
Accountants; Manuel Fernandez 
Marquez, president of the Insti­
tuto Mexicano de Contadores Pu­
blicos; Jose Manuel Pintado, presi­
dent of the Colegio de Contadores 
Publicos de Mexico; Washington 
SyCip, past president of the Philip­
pine Institute of Certified Public 
Accountants.

Introduction of Past Presidents

The chairman announced that it 
was his pleasure to introduce the

*See the October CPA, pages 18-20 and 23.

following past presidents of the In­
stitute:

T. Coleman Andrews, George D. 
Bailey, Percival F. Brundage, Ar­
thur B. Foye, Clifford V. Heim­
bucher, L. H. Penney, John W. 
Queenan, J. S. Seidman, Maurice
H. Stans, J. Harold Stewart, Arthur
C. Upleger, T. Dwight Williams and 
John H. Zebley, Jr.

Report of Council
At the request of the chairman, 

Bernard B. Isaacson presented the 
report of Council. Upon motion duly 
seconded, the report of Council and 
all acts of Council during the year 
were approved.

Report of the President
President Flynn presented his re­

port to the members.

Election of Officers and 
Members of Council

The chairman announced that the 
next order of business was election 
of officers and members of Council 
for the ensuing year. Upon request 
of the chairman, Clifford V. Heim­
bucher presented the report of the 
committee on nominations.

The chairman of the committee 
on nominations proposed Robert M. 
Trueblood, of Illinois, for president. 
It was moved and seconded that 
the nominations be closed and that 
the secretary cast one ballot for the 
election of Mr. Trueblood. The mo­
tion was carried, the ballot was cast, 
and Mr. Trueblood was declared 
duly elected. The new president was 
then escorted to the dais.

The following members, proposed 
for the offices of vice presidents and 
treasurer, were nominated by the 
committee on nominations.

Vice Presidents: Malcolm M. De­
vore, N.Y.; Claude M. Hamrick, 
Jr., Ga.; Gerald C. Schroeder, 
Mich.; James VanderLaan, 
Colo.

Treasurer: David F. Linowes, 
N.Y.

It was moved and seconded that 
the nominations be closed and that 
the secretary cast one ballot for the 
candidates named. The motion car­

ried, the ballot was cast, and the 
members named were declared 
elected.

Mr. Heimbucher presented the 
names of the following members 
proposed for members of Council 
at Large, for members of Council 
for three-year terms, and for mem­
bers of Council to fill vacancies 
created by the election of officers, 
deaths, and the resignation of a 
Council member:

For Council Members at Large 
(Three-year terms)

Kenneth S. Axelson, N.Y. 
Gordon Ford, Ky.
Thomas J. Graves, N.Y.
Ralph E. Kent, N.Y.
E. C. Leonard, Jr., Okla. 
Robert K. Mautz, Ill.
Walter J. Oliphant, Ill.

(Two-year terms)
Karney Brasfield, Washington, 

D.C.
Walter E. Hanson, N.Y.
Leslie A. Heath, N.C.
George S. Olive, Jr., Ind.

(One-year terms)
Horace G. Barden, Ill.
Maurice J. Dahlem, Calif. 
Hilliard R. Giffen, Calif. 
Marvin L. Stone, Colo.

For Members of Council 
(Three-year terms)

Winston Brooke, Ala.
LeVerne W. Garcia, Calif. 
Charles R. Lees, Calif.
Lorin A. Torrey, Calif.
Ralph R. Bartsch, Colo.
Frank A. Gunnip, Del.
Harold J. Bobys, Washington,

D.C.
Barney Bernstein, Fla.
Harry W. Bower, Fla.
John H. Peterson, Idaho 
Robert S. MacClure, Ill.
Harry Faris, Kan.
Abner E. Hughes, La.
Harold C. Chinlund, Md. 
Herman Stuetzer, Jr., Mass. 
Paul F. Icerman, Mich. 
Willard E. Slater, Mich.
E. Palmer Tang, Minn.
Edward A. DeMiller, Jr., Miss. 
John D. Crouch, Mo.
Warren B. Cutting, N.Y. 
Samuel J. Duboff, N.Y.
Thomas B. Hogan, N.Y.
John E. Lennox, N.Y.
J. William Stewart, Jr., N.C. 
Elmer G. Beamer, Ohio 
Richard C. Rea, Ohio 
Miles A. Hall, Jr., Okla.
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Sol J. Meyer, Ore.
Norman E. Swanson, Ore.
H. Edward Brunk, Jr.,. Pa. 
Samuel Horovitz, Pa.
John L. Moneta, Pa.
Lawrence M. Walsh, Pa.
Irving Yaverbaum, Pa.
Luis E. Cintron, P.R.
Curtis H. Cadenhead, Texas 
Ralph Reed Olsen, Utah 
Samuel A. Derieux, Va.
John W. Ullrich, Wis. 

For Council Member at Large
(Two-year term to fill vacancy) 

Roger Wellington, Mass.

For Members of Council 
(Two-year terms to fill vacancies) 

Robert T. Herkner, Mich. 
Gordon F . Gardner, N.Y.
Don J. Summa, N.Y.

(One-year terms to fill vacancies) 
Walter M. Baird, Calif.
Albert J. Bows, Jr., Ga.
Sidney A. Champagne, La.

A motion was made and seconded 
that the nominations be closed and 
that the secretary cast one ballot for 
the election of the Council mem­
bers named. The motion was car­
ried, the ballot was cast, and the 
members named were declared 
elected.

Election of Committee 
on Nominations

The chairman announced that the 
next order of business was the elec­
tion of five members of the com­
mittee on nominations for the cur­
rent year, stating that in accordance 
with the provision of the By-Laws, 
the Council had elected Thomas D. 
Flynn, of New York, and Ernest A. 
Berg, of Massachusetts, to serve on 
the nominating committee, the first 
named to act as temporary chairman 
until the committee elected a perma­
nent chairman. The following were 
nominated:

Charles Bennett, La.; Carl Lipoff,
Mo.; Robert J. Murphey, Ill.;
Lawrence J. Scully, Pa.; Kenneth
L. Thompson, Calif.

It was moved and seconded that 
the nominations be closed and that 
the secretary cast one ballot for the 
election of those named. The mo­
tion carried, the ballot was cast, and 
the members named were declared 
elected.

Recess
The meeting recessed at 10:40  

a .m . and reconvened at 2 :30  p .m .

Address
The chairman introduced The 

Honorable Sheldon S. Cohen, Com­
missioner of Internal Revenue, who 
addressed the members present.

Report of the Committee on Awards
Arthur B. Foye, chairman of the 

committee on awards, presented the 
Institute’s gold medal award to 
Thomas G. Higgins.

Elijah Watt Sells Awards
Lorin H. Wilson, chairman of 

the Board of Examiners, presented 
the Elijah Watt Sells Awards to 
candidates who had received the 
highest grades at the November 
1964 and May 1965 CPA examina­
tions.

Presentation of 
Past President’s Badge

The chairman introduced Clifford 
V. Heimbucher who presented a 
gold past president’s badge to 
Thomas D. Flynn.

Adjournment
The meeting adjourned sine die at 

3:40  p .m .
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Interpreting the 
Federal practice law

Computer program  
study reports 

to be released

Ethics, the com puter, 
and the CPA

President Trueblood  
announces 1965-66  

committee appointments

New bank committee 
to meet

Also in this issue:

The Treasury has already issued interim regulations for the recently enacted 
Federal agency practice bill, S 1758, which eliminates Treasury card appli­
cation procedures for lawyers and CPAs. To assist members in interpreting these 
interim rules, The CPA interviewed several Treasury officials. The agency’s 
answers to our questions appear on page 7.

The first phase of the Institute’s computer program has been completed, and 
some of the results of the six-month eff ort have been assembled in a series of 
special study reports. Starting in early 1966 these reports will be mailed auto­
matically to offices of members. They cover such areas as the scope and 
trends of “software”; relationships among CPAs, banks and service bureaus; and 
current professional problems relating to EDP.

As more and more CPAs utilize the computer, novel questions are raised with 
regard to the Code of Professional Ethics. Three articles in this issue explore various 
aspects of the problem: A new EDP subcommittee of the committee on 
professional ethics and the job it faces are reported on page 3; a selection 
from the new AICPA book, Ethical Standards of the Accounting Profession, 
defines the situation on page 4; and excerpts from a discussion between John L. 
Carey and John D. Madden, Executive Director of the Association for Com­
puting Machinery, present the operational implications on page 5.

A total of 1,135 Institute members representing every state in the Union are 
now serving on Institute committees. The total includes 569 members serv­
ing on various committees and 566 members who serve on the membership 
promotion committee. The committee appointment system permits that in 
any given year a president can appoint no more than one-third of the total, 
due to the fact that most appointments are for three years. A limited number of 
copies of the new committee list are available from the Institute’s member­
ship relations department.

The first meeting of the Institute’s new committee on relations with bankers 
and other credit executives and representatives of the American Bankers 
Association is scheduled for January 10. The two groups will explore such items 
of common interest as accounting principles, audit of banks, and computer 
services rendered by banks.

News of a proposed special annual Opinion of the Accounting Principles Board 
(page 8 ); recent actions of a sub-board of the Trial Board (page 3 ); and 
excerpts from Institute testimony given in Washington, D.C., on the Treasury’s 
proposed consolidated tax return regulations (page 6).
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PRESIDENT
R O B E R T  M. T R U EB LO O D

FROM THE

A Forward-Looking Forum

A few weeks ago I had the 
good fortune to be leader of 
an LRO seminar, arranged in co­
operation with the Illinois Society 
and sponsored by the Institute’s 
planning committee. It lasted two 
days and was attended by four­
teen CPAs besides myself.

As readers of these pages know, 
the planning committee has been 
charged to propose specific means 
for implementing ideas developed 
by the AICPA long-range objec­
tives committee. The planning 
committee is now sponsoring a 
series of small-group discussions, 
or seminars, as one way of obtain­
ing the benefit of views and sug­
gestions from the membership.

I am using this space to report 
on the seminar because I found it 
extraordinarily stimulating and 
heartening. Discussion was frank 
and thoughtful, and all the men 
around the table shared in it. 
Many of the ideas expressed were 
new, at least to. me, and, in my 
judgment, well worth careful 
study.

The youngest of the partici­
pants was 28; the oldest, 44. They 
included a man from a firm with 
two partners, another from a 
three-partner firm, and members 
of four of the biggest firms. All 
had been asked to read John L. 
Carey’s book, The CPA Plans for

President Trueblood recently par­
ticipated in an LRO seminar spon­
sored by the Institute’s planning 
committee. In this column he reports 
his reactions to the experience—“I 
found it extraordinarily stimulating 
and heartening. Discussion was 
frank” — and also provides a sam­
pling of the actual give-and-take.

the Future, by way of prepara­
tion, and each had been asked to 
“kick off” discussion on a particu­
lar topic by giving a brief presen­
tation of the issues and oppor­
tunities involved, as he saw them.

A matter of communication
Apart from the specific ques­

tions and suggestions, a general 
feeling among the participants 
was that many of the tasks facing 
the profession come down to a 
matter of communication — better 
communication within the profes­
sion itself and between it and 
such other groups as the business 
community, the academic com­
munity, and the general public.

There were several comments 
that the profession is perhaps too 
“product-minded” as contrasted 
with being “consumer-minded.” 
As I understand the terms, “prod­
uct-minded” meant a tendency to 
perform functions from habit, such 
as perfunctorily using the stand­
ard short-form opinion. “Con­
sumer-minded” meant finding out 
what business and the public ex­
pect from accountants, such as 
consulting on budget forecasts or 
using statistical sampling in in­
ventory determinations.

Although the thought was not 
stated explicitly at any time dur­
ing the two days, I had a distinct 
impression as I listened to the 
younger men that they believe 
deeply that accountants — not for 
their own profit but for the pub­
lic good — should have greater in­
fluence on business practices than 
they have had in the past.

The flavor of the exchanges can 
best be realized, perhaps, from 
samplings of the actual remarks:

“Communication is one of our 
greatest problems. I read a hun­
dred or more annual reports of 
nonclients every year, and many 
reports of clients. If you do the 
same thing, you must have con­
cluded as I have that financial 
statements are basically written 
by accountants for other account­
ants. Notes to statements, in my 
opinion, are unintelligible to the 
layman. I think we have got to 
develop better ways of reporting 
to the investing public.”

“That’s right. Much of what is 
in the financial statements is ig­
nored, whereas pictures, the pres­
ident’s letter and all the rest are 
read. Some of us read published 
reports in draft shape. But we 
never seem to get to grips with 
what is said in the front part and 
how it may be short of the target 
or misleading. Is there any possi­
bility we will ever accept any re­
sponsibility for the rest of the 
annual report, and, if so, what 
form will that responsibility 
take?”

Beyond the annual report
“I think the answer has to be 

‘yes.’ If the president’s letter or 
the text of the report doesn’t co­
incide with what the accounts 
show, we’d better speak our piece 
or we’ll be in trouble.”

“I think we should get evidence 
on this. For example, it is said in­
vestors pay attention only to earn­
ings per share. That is a question 
susceptible to research. It is fine 
to say investors need this and 
want that. But where is the evi­
dence? We don’t really know.”

“All I can say is, if you don’t 
believe my statement about earn­
ings per share, then you have 
never been in a conference with 
an underwriter or investment 
banker when he was contemplat­
ing the price at which an offering
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September 22 decision of sub-board 
to expel two members becomes effective

might be made, or with a presi­
dent or financial vice president 
when he was talking about his 
reported results.”

“We have to stop beating our­
selves. I ’m not suggesting we try 
to hide our fallibilities. We are 
fallible human beings — there is 
no reason not to admit it. But it 
seems to me sensible that we try 
to work out technical problems 
within our own counsels, and not 
in the press.”

“Research is necessary. I feel 
that today we do not give the 
public what behavioral scientists 
say the public wants.”

“Do we know what it wants?”
“I  think we know substantially 

more in the last five years than 
was known in the previous two 
hundred. But accountants are not 
sufficiently experimental; before 
they do something they want as­
surances it is going to be accept­
ed. I make a plea for a little more 
experimentation in areas that 
have no bearing on numbers. Af­
ter all, we are preparing those 
numbers for people.”

“That is my point — how do 
people react to what we provide?”

I must say that I found two 
days of this kind of talk lively 
and productive. If the Illinois 
seminar was indicative of what 
others in the series will pro­
duce, the planning committee is 
going to obtain from these meet­
ings a great deal of material to 
ponder. My exposure to this one 
discussion has added to my confi­
dence that our profession has im­
mense vitality and that it can 
shape a future of increased useful­
ness and growing demand for its 
services.

[ E d. N o t e : President Trueblood 
is scheduled to speak on Decem­
ber 13 at a meeting of the Los 
Angeles chapter of the California 
Society and on December 14 at a 
meeting of the San Francisco 
chapter of the society.]

► A sub-board of the Trial Board 
found that John J. Williams, 220 
Home National Bank Building, 
Arkansas City, Kansas, had been 
convicted, on his plea of not 
guilty and a verdict of guilty by 
the jury, of the crime of em­
bezzlement and that he had com­
mitted an act discreditable to the 
profession. As a result of this con­
viction, Mr. Williams was sen­
tenced by the court to 15 years 
imprisonment in the state peni­
tentiary. The sub-board found 
that he had been convicted of a 
felony involving moral turpitude 
and decided that he should be ex­
pelled and that his name should 
be mentioned in the statement of 
the sub-board’s findings to be 
published in The CPA. Since no 
request for review of the sub­
board’s decision was made by the 
respondent, the decision became 
effective on October 22, 1965.

Practitioners want to know 
whether the use of — or associa­
tion with — a computer system in 
any way violates the American 
Institute’s Code of Professional 
Ethics.

To investigate this and other 
related problems, Ralph S. Johns, 
chairman of the committee on 
professional ethics, appointed in 
October a subcommittee on data 
processing and charged it with 
reviewing “the Code of Profes­
sional Ethics and the numbered 
opinions in an effort to determine 
what changes, if any, are neces­
sary to meet the computer chal­
lenge.”

A sampling of some of the 
problems with which the new 
subcommittee might have to cope 
became evident during the Insti-

► A sub-board of the Institute’s 
Trial Board considered charges of 
the ethics committee that John E. 
Pierce, Jr., 115 South Palmetto 
Avenue, Daytona Beach, Florida, 
had committed an act discredit­
able to the profession in that on 
or about May 14, 1965, in the 
Circuit Court of Volusia County, 
Florida, upon his plea of not 
guilty, a jury found him guilty of 
grand larceny. Mr. Pierce was 
thereupon ordered by the court 
placed on probation for a period 
of five years under the supervision 
of the Florida Parole Commission. 
The sub-board decided that he 
should be expelled and that his 
name should be mentioned in the 
account of the sub-board’s find­
ings to be published in The CPA. 
Since no request for review of the 
sub-board’s decision was made by 
the respondent, the decision be­
came effective on October 22.

tute’s recent annual meeting in 
Dallas when, at the close of one 
of the technical sessions on auto­
mation, the audience plied panel 
members with questions such as 
these:

“Can a CPA join with other 
practitioners to perform computer 
services?”

“Would the ethics committee 
allow the CPA to advertise com­
puter services some time in the 
future?”

“Is an auditor considered lack­
ing in independence when he ren­
ders extensive machine account­
ing services to clients?”

The three members of the sub­
committee are: Henry C. Elfers, 
N.Y., N.Y.; Darold H. Kirby, 
Oklahoma City, Okla.; and Eric
H. Wiles, Seattle, Wash.

Computer challenge prompts close look at Code
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New book discusses ethical aspects of computer challenge

Computer technology is impor­
tant to CPAs not only because 
of its impact on the accounting 
systems of their clients, but be­
cause of its influence on CPAs’ 
own practices.

Certified public accountants 
from all parts of the country 
report that their clients are be­
ing solicited by service centers 
offering to take over various 
accounting functions, including 
the preparation of balance sheets 
and income statements. More re­
cently, state and national banks, 
many of which have computer­
ized their own internal opera­
tions, utilize the idle time on this 
machinery to process accounting 
data for their depositors and 
others. Such services may be 
widely advertised.

Computers can now process tax 
data, make all the computations 
and print individual, and even 
corporate, tax returns. In addi­
tion, they can perform many man­
agement services, including cost 
and distribution analysis, aging of 
receivables, budget comparisons, 
and inventory control.

The threat is. real

CPAs who have developed prac­
tices largely consisting of book­
keeping, write-up work and tax- 
return preparation are clearly 
threatened by these develop­
ments. But the potential capac­
ities of computers are so great 
that it is impossible to predict 
their ultimate impact on business 
information systems, on the entire 
spectrum of management plan­
ning, control and decision-making, 
and even on the independent 
audit of financial statements.

Relying on the maxim “If you 
cant lick ’em, join ’em,” many 
CPAs have themselves decided to 
provide mechanical or electronic 
statistical or data processing serv­
ices to small or medium-sized 
businesses. There is no ethical

Does the Code of Professional 
Ethics need to be re-evaluated in 
light of the computer challenge? 
John L. Carey, executive director, 
and William O. Doherty, manager 
of professional ethics and state 
legislation, AICPA, discuss the 
problem in the following excerpt 
from their new book, Ethical 
Standards of the Accounting Pro­
fession, which will be published 
by the Institute this January.

impropriety in this. In fact, in 
some ways it represents only a 
speeding up of the write-up serv­
ices which CPAs have rendered 
for many years. But the ethics 
committee has held in Opinion 
No. 7 that members may ren­
der such services to the pub­
lic, either as part of their regular 
accounting practices or in sepa­
rate partnerships with others, only 
if they abide by all the provisions 
of the Code of Professional Eth­
ics, notably those rules forbidding 
advertising, solicitation and prac­
tice in corporate form. Further­
more, Opinion No. 11, interpret­
ing the advertising rule, precludes 
a member who offers these serv­
ices from holding himself out 
as a specialist in data processing. 
The proscription against indicat­
ing specialties would limit him to 
holding himself out as a certified 
public accountant.

In view of the computer chal­
lenge, perhaps this position should 
at least be re-examined. It rests 
on Rule 4.05, which requires a 
member to abide by the provi­
sions of the Code when he ren­
ders “services of the type per­
formed by public accountants.” 
But computerized accounting 
services are now widely per­
formed by lay corporations. If 
CPAs cannot compete, they may 
in effect abdicate the entire field 
of internal accounting for small 
business. The ultimate conse­
quences, in terms of opportuni­

ties for professional management 
services, tax advice, and access to 
new clients by young CPAs com­
mencing practice, are difficult to 
predict.

Yet, if CPAs are to compete by 
offering computerized accounting 
services themselves, it may be 
necessary to permit them to an­
nounce that they are equipped to 
do so—as the service centers and 
banks so widely advertise.

There are obvious dangers in 
permitting advertising of any 
services which CPAs perform. 
Where will the line be drawn? 
But the profession is confronted 
by a new situation which could 
not have been foreseen at the 
time the present rules were 
drafted. At the least, it deserves 
serious and prompt reconsidera­
tion.

Possible solutions

Of course, CPAs are free to of­
fer EDP services to their own 
clients. Some firms do this, but 
the volume must be large in order 
for the operation to be financially 
successful. Other certified public 
accountants have met this prob­
lem in local areas by forming an 
all-CPA computer center to offer 
these services to other CPA firms 
in the area. By this means they 
have been able to raise enough 
capital to purchase the necessary 
equipment and to have a large 
enough market to keep the ma­
chines operating economically — 
and without advertising or solici­
tation. Such CPA computer cen­
ters usually do not offer their 
services to the public, except 
through the medium of other 
CPAs.

Under the existing ethics rules 
and committee interpretations, 
this method of performing EDP 
services seems to offer Institute 
members the best opportunity to 
serve their clients in this chal­
lenging field.
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and roundtable explores operational implications of EDP

Many stimulating possibilities 
of computer usage by CPAs came 
up in a meeting held recently as 
part of the Institute’s computer 
program. Executive Director John 
L. Carey and members of the 
computer project team met with 
John D. Madden, Executive Di­
rector of the Association for Com­
puting Machinery, whose mem­
bership includes some 14,000 per­
sons, largely users of computers. 
Their conversation explored how 
current computer trends may alter 
the audit function and may re­
quire an organized form of re­
sponse from CPA firms toward 
both their clients and the com­
puter manufacturers.

A basic question
Mr. Carey explained one of 

the accounting profession’s basic 
questions concerning work with 
the computer: Should CPAs con­
sider input activities as mainly a 
kind of electronic bookkeeping 
and therefore concentrate their 
professional attention on the out­
put and systems-design aspects? 
Or does data processing by com­
puter involve a merging of record­
keeping and analytical processes 
which will require the CPA to 
concern himself with the whole 
process?

M r . M a d d en : “If CPAs draw a 
line and tell their clients — ‘this is 
write-up work, you’ll have to get 
somebody else to do it for you’ —
I think it would be a disservice, at 
least to smaller firms.”

M r . C a r e y : “A good many peo­
ple would agree with that point. 
When a young CPA hangs out his 
shingle, most of his first accounts 
are those small businesses which 
really need the basic data every­
body must have to operate with 
and to figure his taxes. Later, the 
CPA may build this engagement 
into an audit client and, in turn, 
to a high level of management

CPAs may be asked to conduct 
or provide for instantaneous au­
dits of clients’ computerized in­
formation systems. . . .

CPA firms could band together 
to devise interchangeable comput­
er programs. . . .

Manufacturers probably could 
tailor computers to CPAs’ specifi­
cations — if the firms can agree 
on what kind of computers they 
want. . . .

services, but he has to begin 
somewhere. If so-called write-up 
work is absorbed by banks or 
service centers, the CPA may nev­
er make contact with the small 
businessman.”

M r . M a d d en : “From the ac­
countant’s viewpoint, that’s a defi­
nite danger. If the firm says let’s 
upgrade the profession by elimi­
nating write-up work, some other 
agencies will soon take over the 
basic functions. They will get hold 
of the basic financial data — and 
data and information are power.”

Effects on auditing

The meeting went on to con­
sider such questions as what nov­
el problems will the auditor en­
counter as computer development 
progresses? and how much tech­
nical knowledge must a  CPA pos­
sess in order to audit a computer 
system?

M r . M a d d en : “The controls can 
be built into the computer sys­
tem — but the auditor has to 
verify that they are, in fact, built 
in. I can see no alternative to the 
CPA’s knowing enough about 
these devices so that he can per­
form this verification.

“The audit firm must be able to 
recognize and establish the iden­
tity of detachable components, be­
cause it’s easy enough to put a 
tape on the machine which pro­
duces a seemingly proper report.

But how do you verify that the 
memory of the computer actually 
contains what’s in the report?”

M r . C a r e y : “This raises a par­
ticular problem for our people. 
As auditors they will be confront­
ed by a growing variety of com­
puters among their clients. The 
individual client is generally us­
ing one compatible complex of 
EDP equipment, but CPAs will 
meet with many diverse EDP ar­
rangements among their different 
clients.”

M r . M a d d en : “If you are going 
to audit through the computers, 
you do have to know about the 
individual types of machines.”

M r . C a r e y : “Will this require­
ment for versatility extend also 
to programs put on the machines 
and for the computer languages 
in which they are expressed? Per­
haps some ‘Esperanto for com­
puters’ would help reduce the 
need for CPAs to be experts in 
the many varieties of computer 
languages.”

M r . M ad d en : “A s you suggest, 
the variety of present computer 
languages poses a comparable 
problem for CPAs to that posed 
by the multitude of different mod­
els of computers. The language 
barrier should be reduced by the 
increase in use of COBOL — the 
‘common business-oriented lan­
guage’ for computer programs. 
Hopefully, for both CPAs and 
their clients, this kind of trend 
toward standardization may also 
bear fruit in the equipment field.”

Computer-sharing for CPAs?
M r . C a r e y : “The computer rev­

olution presents the average CPA 
firm with some awesome demands
— high equipment charges, the 
necessity to keep abreast of a fast- 
changing technology, the heavy 
investment needed to develop 
computer programs. Yet these
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AICPA testifies on Treasury’s proposed 
consolidated tax return regulations

problems are common to all firms. 
Perhaps CPAs could define their 
common computer needs, and 
share these costs; for instance, in 
developing standard programs ap­
plicable to a wide range of cli­
ents.

“A single CPA and his retailer 
client might draw back from the 
expense of developing a com­
puterized sales analysis program. 
But share the burden of formu­
lating such a matrix program 
among many CPAs who have re­
tailer clients — and you fraction­
alize costs while benefiting from 
a pooling of intelligence.”

M r . M a d d en : “Yes. And if CPAs 
can go as a group to a manufac­
turer, the manufacturer himself 
may assume the burden of devel­
oping programs for them. Beyond 
that, it might even be worthwhile 
for the manufacturer to tailor ma­
chinery to a CPA group’s specifi­
cations, perhaps building in cer­
tain specialty features or special 
core programs for frequently 
used functions.”

M r . C a r e y : “This kind of stan­
dardization could have the addi­
tional advantage of strengthening 
the CPA’s confidence in his fa­
miliarity with the equipment as a 
safeguard against tampering or 
fraud.”

[ E d . N o t e : The above dialogue 
is a small sampling of the discus­
sion which ranged over many 
other questions, such as how to 
assure sanctity of clients’ informa­
tion in a computer center? what 
added services could the Institute 
furnish members in the computer 
area? and how can the creator of 
a computer program protect his 
rights in it from unwarranted use 
by others? All the material gen­
erated by this discussion has been 
made available to the computer 
committee and the staff personnel 
working on the computer project.

At press time the committee 
was meeting with the Systems De­
velopment Corporation to crystal­
lize the long-range objectives of 
the Institute’s computer program.]

At a Treasury hearing in Wash­
ington, D.C., December 8 the 
American Institute presented its 
case for changes in the agency’s 
proposed consolidated tax return 
regulations.

Representing the Institute, Al­
bert H. Cohen, a subcommittee 
chairman of the committee on 
Federal taxation, set forth what 
he called the Institute’s “corner­
stone” recommendations. These 
included: extension of the unit 
concept of the affiliated group; 
co-ordination of the provisions 
covering basis adjustments and 
excess losses with economically 
realistic proposed regulations un­
der Section 1552, covering earn­
ings and profits; and clearer de­
lineation of effective dates.

Mr. Cohen told the Treasury 
that “the committee believes that 
the provisions dealing with inter­
company transactions and the 
concepts of deferred gain or loss 
and deferred earnings and profits 
are in general accord with sound 
financial accounting practice. We 
have some specific suggestions for 
change which we believe would 
improve the soundness of these 
provisions. . . . [In addition to its 
oral presentation, the Institute al­
so submitted to the Treasury a 
memorandum containing about 
fifty other recommendations for 
changes in the proposed regula­
tions.] All of these are made with­
in the framework of the deferral 
pattern of the proposed regula­
tions.

“We also wish to endorse the 
general acceptance evident in the 
proposed regulations of the ‘unit’ 
concept of an affiliated group re­
gardless of whether or not con­
solidated returns are filed. This 
concept is most evident in the 
definition of the term ‘separate 
return limitation year’ and the 
manner in which that term is ap­
plied in imposing limitations on

utilization of net operating losses, 
investment tax credits, and for­
eign tax credits arising in separate 
return years. We make a number 
of suggestions which we believe 
are necessary to more fully accept 
the unit concept.”

Commenting specifically on one 
significant recommendation, Mr. 
Cohen said:

“The proposed regulations pro­
vide that ‘deconsolidation’ will be 
an event calling for restoration of 
deferred gain or loss items if de­
ferred gains or losses on inventory 
are involved or if consolidated 
returns are filed for less than three 
consecutive taxable years. We find 
both these rules difficult to jus­
tify.

“If deferred accounting for in­
ter-company inventory gains and 
losses is sound, as we believe it 
is, the deferral should survive de­
consolidation and be restored in 
the normal course upon realiza­
tion outside the group. This is the 
rule provided for other deferred 
items and we see no persuasive 
reason to depart from it in the 
case of inventory gains and losses. 
In most cases, in fact, restoration 
will occur normally in the first 
deconsolidation year under the 
general rules proposed.

“The rule triggering restoration 
on deconsolidation following less 
than three consecutive consolidat­
ed returns is arbitrary and inequi­
table. If there is a major change 
in law which prompts the Com­
missioner to grant blanket permis­
sion to deconsolidate, all groups 
should be permitted to do so with­
out penalty.

“In all other cases we believe 
the requirement for permission of 
the Commissioner in itself pro­
vides sufficient safeguards against 
capricious in-and-out consolida­
tions to make a mandatory, arbi­
trary rule both unnecessary and 
undesirable.”
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An informal interview with the Treasury provides insight to:

What the Federal agency practice rules mean 
for members of the accounting profession

The Federal agency practice bill, S 1758, was 
signed into law by the President on November 8.

On November 16 the Treasury issued interim 
regulations (published in the January Journal of

Accountancy) pending issuance of final regulations 
covering agency practice by attorneys and CPAs.

To help members interpret the interim rules, The 
CPA put the following questions to the agency.

Declaration of qualification.
The new agency practice law pro­
vides that “any person who is duly 
qualified to practice as a certified 
public accountant in any state, 
possession, territory, common­
wealth or the District of Colum­
bia may represent others before 
the Internal Revenue Service of 
the Treasury Department upon 
filin g  with that agency a written 
declaration that he is currently 
qualified as provided by this sub­
section, and is authorized to rep­
resent the particular party in 
whose behalf he acts.”

The Treasury’s interim rules 
provide that “any person who is 
duly qualified to practice as a 
certified public accountant in any 
state . . . and who is not currently 
under suspension or disbarment 
from practice before the Internal 
Revenue Service, may practice 
before the Internal Revenue Serv­
ice upon filing a written declara­
tion. . . .” In the written declara­
tion, the CPA must state his full 
name, address and telephone 
number; state that he is author­
ized to represent a particular 
party and give the name and ad­
dress of that party, and indicate 
that he is duly qualified to prac­
tice as a CPA in a particular state.

Q. I am qualified to practice as 
a CPA in my state and currently 
have an unexpired Treasury card. 
Do I have to file the written dec­
laration of qualification?

A. The Treasury indicates that 
pending the issuance of new regu­
lations a CPA currently holding

an unexpired Treasury card will 
be presumed to qualify for prac­
tice before the IRS and no written 
declaration will be required.

Q. I am qualified to practice as 
a CPA in my state, and I filed my 
application for a Treasury card 
one week before S 1758 was 
signed into law. What will hap­
pen to my application? Will I get 
a Treasury card? Must I file the 
written declaration of qualifica­
tion?

A. All applications for Treasury 
cards pending before S 1758 was 
signed on November 8 will be 
returned to the applicants togeth­
er with a refund of the filing fee. 
Treasury cards to new applicants 
will not be issued. As of press 
time, the Treasury thinking is 
that any CPA who does not cur­
rently have a Treasury card would 
have to file a declaration of quali­
fication in each IRS office in which 
he practices. The declaration will 
be required for each taxpayer that 
the CPA represents.

Q. I filed an application for re­
newal of my Treasury card two 
weeks before S 1758 was signed 
into law. Will I obtain a new 
Treasury card and must I file the 
written declaration of qualifica­
tion?

A. As is the case regarding ini­
tial applications for Treasury 
cards, renewal applications will 
be returned to the applicants. 
Treasury cards will not be re­
newed. The written declaration

of qualification will be necessary 
as indicated in the answer above.

Power of attorney. S 1758 states 
that nothing in the new law shall 
be construed “to prevent an agen­
cy from requiring a power of at­
torney as a condition to the set­
tlement of any controversy in­
volving the payment of money.”

Although the Treasury’s interim 
rules do not cover the question of 
power of attorney, it is under­
stood that until such time as the 
Treasury issues new regulations 
regarding the procedures for the 
use of powers of attorney, the 
current rules will continue to ap­
ply.

Disciplinary proceedings. S 1758 
states that nothing in the new 
law shall be construed “to au­
thorize or limit the discipline in­
cluding disbarment of persons 
who appear in a representative 
capacity before any agency.”

The Treasury interim rules pro­
vide that the current rules re­
garding disciplinary proceedings

". . . shall remain in force and ap­
plicable until such time as new 
rules . . . shall be promulgated.”

One Treasury official said that 
he felt the new law placed more 
responsibility on the professions — 
both accounting and legal — for 
the discipline of their members. 
He felt that at the appropriate 
time the Treasury and representa­
tives from the professions should 
get together to discuss how the 
disciplinary procedures should be 
handled.
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“ U. S. News" sets record straight 
on widely quoted student survey

The September CPA (page 12) 
carried a letter by Byron Kern, 
which referred to a survey re­
portedly conducted by U.S. News
& World Report.

Mr. Kern quoted an article in 
the May 28 issue of Life Lines 
entitled “Are We Sowing Slave 
Mentality?” The article noted 
that a survey of high school and 
college juniors showed that more 
than 50 per cent of the students 
canvassed were against the “Amer­
ican free-enterprise system.”

In connection with Mr. Kern’s 
letter, U.S. News has advised The 
CPA as follows:

“We have received a copy of a 
section from your September is­
sue titled ‘Members express their 
thoughts on students’ attitudes 
toward business.’ In it reference 
was made to a study which orig­
inally was mentioned in Action 
magazine with respect to ‘national

surveys of high school seniors and 
college juniors.' The report was, 
however, in error in saying that 
U.S. News & World Report had 
conducted such surveys.

“The figures from the article 
have been widely used, and we

have written a good many letters 
to point out that this magazine 
did not participate in the surveys.

“There has been considerable 
reprinting of these figures since 
they first appeared in Action, and 
we have been trying to set the 
record straight as far as U.S. News 
& World Report is concerned 
wherever we have seen them 
used and attributed to this maga­
zine. We are glad to have the op­
portunity to do the same for you.”

Opinions of Members Requested

A special annual Opinion of 
the Accounting Principles Board 
may be in the works. And, ac­
cording to the Board, the views 
of the membership are essential 
to the success of the project.

The Board has decided that 
a portion of its first meeting 
of each calendar year shall be 
devoted to a review of its issued 
Opinions, from the standpoint of 
acceptance, continued applica­
bility, or changed conditions, and 
to a consideration of items on

which there appears to be sub­
stantial agreement and which of 
themselves do not seem to re­
quire the issuance of a separate 
Opinion.

The next meeting of the Board 
will be in February. Members 
with views on items for such 
an Opinion should write to Rich­
ard C. Lytle, Administrative 
Director of the Accounting Prin­
ciples Board, at the Institute, 666 
Fifth Avenue, New York,  N ew 
York 10019, by February 10.
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