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7. The Expanding World of Accounting

T h e  y e a r  has b rough t in to  sharp  focus m any basic p rob lem s facing the 
accounting  profession, p articu larly  in  re la tion  to  new dem ands being m ade 
upon  it. T hese dem ands have presen ted  the profession w ith bo th  new re 
sponsibilities and  new  opportun ities. A s ou r w hole society and  econom y 
becom e m ore com plex, the  app lica tion  of accounting  to  m ore and  m ore 
areas of m odern  life has becom e increasingly necessary.

E vidence of this tren d  cam e from  m any sources during  the year:
• A  sub-com m ittee of the Senate L ab o r C om m ittee  recom m ended  to 

the  C ongress in  a bill (S. 3 7 8 3 ) th a t all un ion  w elfare funds be requ ired  to  
subm it financial statem ents “certified to  by an  independen t public  accoun t
an t, based upon  a com prehensive a u d i t . . . conducted  in accordance w ith 
accepted  standards of aud iting .” A lthough  C ongress d id  n o t act on  this 
m easure in  the last session, its in troduction  was significant.

•  T he  N ew  Y ork  Stock E xchange urged  the  appo in tm ent of an 
In stitu te  com m ittee w ith the  objective of bring ing  ra ilro ad  accoun ting  — 
prescribed  by regu lation  fo r 40  years — m ore in to  line w ith present-day 
accoun ting  standards developed by the profession itself.

• T he  aid  of certified public  accoun tan ts was enlisted by the great 
vo lun tary  associations of business and  professional m en  w ho are seeking 
answ ers to  the  pressing financial p roblem s of ou r educational system.

• A  consu ltan t to  the F edera l G overnm ent repo rted  th a t the heavier 
em phasis on  m odern  accoun ting  in W ashing ton  m ay well lead  to  the  m ost 
significant transfo rm ation  in our G overnm ent’s financial m anagem ent since 
the days of A lexander H am ilton .

• T h e  P residen t of the N ew  Y o rk  Stock E xchange, as well as the 
editors of F o rtu n e  m agazine and  T h e  E c o n o m is t of L o n d o n , singled ou t 
the diversity of accoun ting  standards th roughou t the  free w orld  as a  serious 
obstacle to  the  in te rna tiona l flow of p rivate  investm ent capital.

• T he  m anagem ents of m any corporations, large  and  sm all, called
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fo r m ore  and  m ore advisory services from  accoun tan ts to  assist them  in 
the conduc t of their com pany’s affairs.

In  the  judgm ent of the  officers of the Institu te , challenges like these 
have deep im plications for the  fu tu re  of the  profession and  now  requ ire  a 
c lear re-exam ination  of certa in  fundam entals.

C ou ld  the ed ucational and  adm ission standards of the  accounting  
profession, fo r exam ple, be im proved  in  view of the b ro ad er responsib ili
ties of certified public  accoun tan ts?  C ou ld  the public  be be tte r p ro tected  
by revised o r extended state laws regu lating  the  p rac tice  of accountancy? 
W hat new  eth ical guides are  desirab le  in  this expanding  w orld  of acco u n t
ing? A re  the  profession’s ranks being filled w ith the  righ t people in  the 
righ t num bers?  C an  accoun ting  firms and  p ractitioners be tte r p repare  
them selves to  hand le  the  ever-increasing volum e of w ork, a t the sam e tim e 
m ain ta in ing  a  h igh  quality  of perfo rm ance?  A re  certified public  acco u n t
an ts im proving th e ir  p rofessional com petence to  keep pace w ith  the  new 
dem ands?

T h e  profession has been  seeking answ ers to  these and  o ther fu n d a
m ental questions. Significant progress has been m ade in  m any areas.

O f first im portance  am ong these was the  clarification  of the  posi
tion  of certified public  accoun tan ts in  p rac tice  before the  T reasu ry  D ep a rt
m ent. F o r  som e tim e the profession has been  d istu rbed  by the  im plications 
of various state co u rt decisions th a t challenged the  ex ten t to  w hich certified 
pub lic  accoun tan ts could  represen t the ir clients before the  T reasu ry  D e
p artm en t. O n  Jan u ary  30, 1956, the  Secretary of the T reasu ry  released  a 
statem ent*  confirm ing the  tim e-honored  righ t of certified pub lic  acco u n t
ants to  represen t the ir clients fully before the  D epartm en t. Secretary 
H um phrey’s sta tem ent was w elcom ed as a m ajo r co n tribu tion  to  an  effort 
a lready  un d ertak en  to  resolve differences betw een the  professions by 
friendly nego tia tion  ra th e r th an  by litigation  o r public  dispute. In  A pril, 
com m ittees of the  A m erican  B ar A ssociation  and  the  In stitu te  m et together

* See Journal of Accountancy, March 1956, p. 6, and April 1956, pp. 29-33.
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to  lay p lans for cooperative efforts to  design guideposts th a t m ay be 
needed by bo th  law yers and  certified public  accoun tan ts in  observing the 
T reasu ry ’s adm onition  to  rem ain  w ith in  the bounds of the ir respective 
professional com petences. T h e  relations betw een law yers and  certified 
public  accoun tan ts in  ac tua l p ractice  have norm ally  been  friendly and 
cooperative. O ne of the  m ost helpful developm ents of 1956, therefore, 
was the opportun ity  afforded by Secretary H u m phrey ’s sta tem ent fo r the 
resum ption  of the  sam e k ind  of relationsh ip  betw een the  organizations of 
the tw o professions.

In  o ther areas involving fundam en ta l questions confron ting  the 
profession in  1956, essential g roundw ork  has been  done and, in  the  hope 
and  expectations of the  officers, this will lead  to  im p o rtan t advances in the 
com ing m onths.

2. The Question of Education and Experience
P erhaps the  m ost vital question  of policy confron ting  the  acco u n t

ing profession is w hether education  and  experience requ irem ents estab 
lished by state laws for adm ission to  the  profession are  now  adequate.

T h e  title, certified public  accoun tan t, was first c rea ted  m ore than  
60 years ago. Since th a t tim e, the num ber of C P A s has grow n to  over 
55 ,0 0 0 . T h e  scope and  n a tu re  of the ir w ork, an d  the  ex ten t of their p ro 
fessional responsibility , have expanded  dram atically . T he  early  p ractice  
of accoun tancy  was largely restric ted  to  detailed  aud it o f records and  spe
cial investigations. T oday , an  aud it typically  consists of the  exam ination  
of a  com pany’s financial statem ents and  the  expression of a professional 
op in ion  on the ir fairness. O ther types of w ork  have also been added: the 
assistance to  taxpayers, the  design and  insta lla tion  of accoun ting  systems, 
surveys to  increase adm inistrative efficiency, determ inations of costs, busi
ness and  financial advice, engagem ents in connection  w ith governm ent
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regulations, m ergers and  conso lidations . . . .  T he  list could  be greatly  
extended.

D espite  this b road  expansion of the  C P A ’s function , there  has been 
no com prehensive revalua tion  of the  standards to  be m et by new  recru its 
to  the profession. T his does n o t m ean , of course, th a t standards have no t 
been  im proved to  som e extent. F o r  exam ple, a  degree of na tional u n i
form ity  has been  achieved th rough  the  un ifo rm  C P A  exam ination , p re 
p ared  by the A m erican  In stitu te  and  adop ted  by all state  boards of acco u n t
ancy. M oreover, to d ay ’s certified public  accoun tan ts are far be tte r ed u 
cated  th an  the  laws of m ost states presen tly  require. A lthough  only a few 
states dem and  college education , 83 per cen t of the  successful candidates 
in a recen t exam ination  w ere college tra ined , and  n ine per cen t h ad  studied 
in  g rad u a te  schools. B u t the  im provem ent in  standards has been  irregular, 
uncoord ina ted , and  w ithou t c lear u ltim ate  objectives. T h e  resu lting  d iver
sity of adm ission standards th ro u g h o u t the coun try  has been a  cause for 
legitim ate concern .

F o u r years ago, the  A m erican  In stitu te  took  the lead  in organizing 
an  independen t C om m ission on S tandards of E d u ca tio n  and  E xperience 
fo r C ertified Public  A ccoun tan ts, com posed of 24  p ractic ing  C P A s, teach 
ers and  educational adm in istra to rs, to  m ake a  com prehensive study of this 
prob lem . T h e  w ork w as financed by the A IA , the  A m erican  A ccoun ting  
A ssociation , eight state  boards of accountancy , and  32 state  societies of 
C PA s. L ast m on th  the  U niversity  of M ichigan  published  a  170-page 
volum e con tain ing  the  C om m ission’s findings and  recom m endations. A  
sum m ary  was sent to  every m em ber of the Institu te .

T h e  rep o rt is certa in  to  p rovoke a  lively debate. F ive of the  C o m 
m ission’s m em bers, in  fact, have filed dissents to  specific recom m endations. 
N o one desires b lind  accep tance of the  report. O n the con trary , since its 
proposals vitally  affect every m em ber of the  profession, it ough t to  be 
seriously considered by every m em ber of the  profession.

B ut a t least the  C om m ission — w ith “vision and  cou rage” in the
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w ords of D ean  Stanley F . Teele of H a rv a rd ’s G rad u a te  School of Business 
A dm in istra tion  — has advanced  a p rog ram  for the  fu tu re  th a t clearly  de
fines the basic issues. I t has also led T h e N e w  Y o r k  T im e s  to  com m ent: 
“T he r e p o r t . . . m ay well p rove to  be as im p o rtan t fo r accoun tancy  as the 
fam ous F lexner rep o rt of 1910 was for m edicine and  the  R oo t rep o rt of 
1921 was for the law. . . . A ccoun tancy  has com e of age only in  the  past 
tw o decades. I t is now  generally  recognized as an  essential profession. 
E very organization , com m ercial or nonprofit, m ust now  have an  indepen
den t and  im partia l C P A ’s aud it as a p rerequisite  fo r public  confidence. 
T he  know ledge — b o th  of theory  and prac tice  — requ ired  of accoun tan ts 
can  now  be com pared  w ith the in tellectual requirem ents of m edicine and 
the law .”

R egardless of w hether o r no t the  C om m ission’s rep o rt is adopted  
as a w hole, the profession m ust obviously be p rep ared  to  launch  som e p ro 
gram  designed to  rem edy the deficiencies in  p resen t standards.

3. The Regulation of Public Accounting
W hile the  C om m ission sought answ ers to  the question  of w hat 

tra in ing  ought to  be requ ired  of new  C PA s, the In stitu te  has been  studying 
the b ro ad er question  of w ho should  be legally au thorized  to  p ractice  as a 
public  accountan t.

A b o u t half the  states and  territo ries presen tly  restric t only the  use 
of the C P A  title, bu t perm it anyone to  prac tice  as a public  accoun tan t. 
M ost of the o ther states have adop ted  laws designed u ltim ately  to  lim it the 
professional p rac tice  of accounting  to  certified pub lic  accoun tan ts, after 
an  in itial licensing of all those engaged in public  accoun ting  at the tim e of 
enactm ent.

T he A m erican  In stitu te  has long occupied  a  neu tra l position  on
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this issue of so-called “perm issive” versu s  “regu la to ry” legislation. A t its 
spring  m eeting last A pril, how ever, the  C ouncil of the  In stitu te  voted  by a 
tw o-to-one m arg in  to  ab an d o n  this negative attitude. T h e  ac tion  of the 
A IA ’s governing body follow ed an  extensive review  of the  cu rren t legisla
tive s ituation  by the  In stitu te ’s state  legislation com m ittee and  its executive 
com m ittee. B o th  recom m ended  a policy favoring legislation th a t w ould 
establish  m easures of con tro l and  standards of com petence for all those en 
gaged in  the professional p rac tice  of accounting. T his w ould  enable the 
public  to  distinguish m ore read ily  betw een those w ho have been  requ ired  
to  dem onstra te  p rofessional responsib ility  and  those w ho have no t. T he  
proposed  legislation, in  the  view of the  tw o com m ittees, should  provide 
for an  in itia l reg istra tion  of pub lic  accoun tan ts in  p rac tice  a t the tim e of its 
passage; b u t there  should  be no fu rth er reg istra tion  of public  accoun tan ts 
a fter an  announced  cut-off d a te  n o r any reopening  of reg istra tion  in  the 
states w here it has already  been  closed u n d er regula tory  statu tes. T h e  p u b 
lic w ould  be ill served by a con tinual licensing of tw o classes of acco u n t
an ts u n d er sim ilar titles b u t w ith different standards.

T h e  C ouncil in structed  the  com m ittee on state legislation  to  p re 
p are  a  s ta tem ent of provisions th a t m ight be inco rpo ra ted  in  a  regula tory  
bill. T his d ra ft is being subm itted  to  the  C ouncil for consideration  during  
the  ann u a l m eeting  of the  In stitu te  in  Seattle.

If the com m ittee’s p roposals receive C ouncil approval, the  Institu te  
will be able to  exercise positive leadersh ip  in  the  field of legislative contro l 
of pub lic  accoun ting  for the  first tim e in  alm ost a decade. N o  one, of 
course, is u n d er any illusion th a t state  legislatures can  be persuaded  over
nigh t to  ad o p t the profession’s ideal of g rea ter un iform ity  in  the  sta tu to ry  
recognition  of public  accoun tan ts — any m ore th an  the recom m endations 
of the  C om m ission on S tandards of E d u ca tio n  and  E xperience for C PA s 
can  be swiftly transla ted  in to  law.

B u t once again  the  p rofession’s course of action  will have been 
clearly  charted  by agreem ent on  a  long-range objective.
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4. New Challenges in Ethics
A  sim ilar basic review  of the profession’s rules of conduct has been 

started  this year by the  ethics com m ittee of the  Institu te .
T h e  need fo r such a re-exam ination  has been crea ted  by the  chang

ing tim es. M uch  of the  existing code is concerned  w ith the  C P A ’s ro le  as 
an  independen t aud ito r. T h e  organized profession m ust be p rep ared  to  
answ er the  question  w hether, o r u nder w hat conditions, the  au d ito r’s inde
pendence m ight be im paired  by the rendering  of o ther types of accounting  
service to  the sam e clien t — such as tax  o r m anagem ent services. M o re 
over, the  rap id  expansion in  the scope of accoun ting  service in response to 
business dem ands is requ iring  g reater com petence in  a grow ing num ber of 
specialities w ith in  the  field of accounting. W hat guides can  be p rov ided  to  
aid the  C P A  in  determ in ing  the  extent of his p rofessional com petence and 
responsibility? T his question  acquires added  im portance  from  the T reas
ury D ep artm en t’s s ta tem ent of Jan u ary  30, 1956, w hich im poses upon  
C P A s and  law yers an  e th ical responsib ility  to  respect the  field of the o ther 
in p ractice  before the  T reasury . W hat are  p ro p er standards of eth ical con 
duct fo r C PA s in  tax  practice?  W hat are the ir responsibilities to  the tax 
payer and  the governm ent? W hat eth ical concepts app ly  to  m anagem ent 
services by C PA s? T he pub lic  has the  righ t to  expect the  profession to 
answ er these and  o ther questions.

T he  m em bership  of the  In stitu te  last fall approved  a by-law  change 
to  perm it the en largem ent of the ethics com m ittee from  five to  15 m em bers. 
T his has enabled  the  com m ittee to  em bark  u pon  an  am bitious study of 
suggested changes in the  presen t rules of conduct w ithou t im pairing  its 
advisory and  enforcem ent functions.

M eanw hile, the  m ajo r eth ical questions w hich con fron t the p ro 
fession will be discussed in  P ro fessio n a l E th ic s  o f  C er tified  P u b lic  A c c o u n t
an ts  — a new  version, com pletely rew ritten  and  greatly  expanded, of a 
book  w hich has served as a guide on professional conduct fo r the  last
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ten  years. I t  w ill be published  by the  A m erican  In stitu te  la te r in the fall.
A t the sam e tim e, the  con tinu ing  w ork of m ain ta in ing  e th ical s tan d 

ards has proceeded . F ive m em bers of the In stitu te  w ere expelled o r sus
pended  for v io lation  of its rules of professional conduct; som e tw o dozen 
form al com plain ts w ere investigated; several hundred  inquiries w ere a n 
sw ered by the ethics com m ittee o r by the  A IA  staff on  the  basis of 
precedent.

5 . The Tasks of Accounting Research
T he research  p rog ram  of the  In stitu te  has been expanded  to  in 

clude consideration  of som e accoun ting  areas th a t prom ise to  grow  in 
significance over the  com ing years.

A  new  com m ittee has been engaged in  a  p re lim inary  study of m an 
agem ent services by accoun tan ts. I t  is recognized th a t m ost C P A s have 
been  rendering  som e services of this n a tu re  fo r a long tim e — generally  on 
a ra th e r in form al basis. T he  com m ittee expects to  release soon a classified 
list describ ing in  concrete  term s the  p rinc ipa l m anagem ent areas in  w hich 
C P A s are qualified or m ight becom e qualified to  render useful services. I t  
hopes, in addition , to  encourage m ore C P A s to  develop an  in terest in  the 
field.

T he  far-reach ing  im pact of electronics on  accoun ting  and  auditing  
is being explored by an o th er com m ittee. T h e  developm ent of high-speed 
data-processing  m achines is so recen t th a t m ost people have only a hazy 
no tion  of its u ltim ate  effect; b u t it a lready  seems c lear th a t electronics is 
fast becom ing a vital fac to r in  the  accounting , and  consequently  in the 
auditing , of large business enterprises and  m ight becom e an  im p o rtan t one 
am ong sm aller com panies in  the  course of tim e.

T he app lica tion  of sta tistical m ethods to  aud iting  is still ano ther 
in trigu ing  area  of research . T hese m ethods offer the  possibility  of provid-

10



ing an  objective s tan d ard  fo r the determ ination  of how  m uch aud it sam 
pling  is necessary in  a given situation . T he  In stitu te  is undertak ing  a study 
of this subject. I t  is too  early  to  p red ic t results, b u t the  profession canno t 
afford to  delay investigation  of the po ten tia l usefulness of statistical tech
niques as an  aud iting  tool.

This research  in  prom ising new  fields should  no t be allow ed to  ob 
scure cu rren t developm ents of m ore  im m ediate interest. 
r a ilr o a d  a c c o u n t in g  • A  special com m ittee was appo in ted  early  in  June  
to  cooperate  w ith the In te rsta te  C om m erce C om m ission in  a study of the 
p resen t divergencies betw een accounting  p ractices o f ra ilroads and  gen
erally  accep ted  accoun ting  princip les follow ed in  o ther industries. These 
divergencies have prevented  C P A s from  expressing opinions on ra ilroad  
financial statem ents in  the  language of the  profession’s s tan d ard  report. 
This, in tu rn , has caused concern  in  the  financial com m unity .

T w o new  pub lications are  scheduled  fo r release in  the  next few
weeks.
b r o k e r a g e  a u d it s  • U nder the  requirem ents of the SEC  and  various stock 
exchanges, p ractically  all stock b rokerage concerns have to  subm it aud ited  
reports to  ju risd ic tional agencies. N o t all C P A s are  fam iliar w ith the 
unusual p roblem s th a t are often  encoun tered  in  b rokerage  audits. A  new 
booklet will seek to  aid  p rac titioners by suggesting ap p ro p ria te  auditing  
standards and  procedures in the  hand ling  of these highly specialized 
engagem ents.
c o o p e r a t io n  w it h  b a n k e r s  • A n o th er new pub lica tion  is p a r t of the 
In stitu te ’s sustained effort to  p rom ote  m u tua l understand ing  betw een 
bankers and  C PA s. I t  provides stra igh t-fo rw ard  answ ers to  the 40  ques
tions m ost often  asked by bankers ab o u t accoun tan ts’ aud it reports. 
a c c o u n t in g  p r in c ip l e s  a n d  a u d it in g  p r o c e d u r e s  • Several A cco u n t
ing R esearch  B ulletins and  Statem ents and  C ase Studies on  A uditing  P ro 
cedure w ere published  last year as p a r t of the  In s titu te ’s con tinu ing  
p rog ram  to  narrow  the areas of difference in financial reporting , and  to
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provide objective standards of independen t auditing . T he  possibility  of 
developing a com prehensive s ta tem ent of accounting  princip les is also be
ing explored.

6. Opportunities for Public Service
M ore th an  ever before, C P A s are  being given the  chance to  con 

tribu te  their know ledge and  skills to  the  so lu tion  of p roblem s of g rea t p u b 
lic in terest.
sc ho o l  a c c o u n t in g  • O ne of the  m ost pressing of these prob lem s is the 
financial s tra in  p u t u pon  the  n a tio n ’s educational system  by the  un p rec
edented  rise in  popu lation . In  1956 a com m ittee nam ed  by the  In stitu te  
to  review  a new national accoun ting  m anua l th a t will increase co m p ara 
bility of the  financial records of the  n a tio n ’s 4 0 ,0 0 0  active school districts 
com pleted  its w ork. A t its last annua l m eeting  the  In stitu te  h eard  an  a d 
dress by R oy E . L arsen , C h a irm an  of the C itizens’ C om m ission for the 
P ublic  Schools, w ho requested  the  profession’s help in  m eeting  the  fiscal 
crisis of public  education . T h e  In stitu te  has been exploring the  m ethods by 
w hich this help  m ay be m ade availab le on  a local, reg ional and  national 
level during  the  nex t year.
g o v e r n m e n t  a c c o u n t in g  • C P A s have h ad  an  im p o rtan t p a r t in  p ro 
m oting  a m odern  app roach  to  accoun ting  in  the  federal governm ent. Som e 
of them  have done so th rough  service to  such public-sp irited  groups as the 
H oover C om m ission. O thers — like P ercival F . B rundage, D irec to r of the 
B udget, and  W illiam  B. F ran k e , A ssistan t Secretary of the  N avy — have 
taken  top  posts in  W ashing ton  and  w ith  a devoted  ban d  of ca reer officials 
have fough t fo r fu rth er im provem ents in  the  governm ent’s financial m an 
agem ent. T h ree  of the  new er public  servants from  the  accoun ting  p ro fes
sion — Joseph  E . C am pbell, C om ptro lle r G eneral of the  U nited  States; 
M aurice  H. Stans, D epu ty  P ostm aster G enera l; and  Russell C. H arring ton ,
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C om m issioner of In te rn a l R evenue — w ere honored  in  the cap ita l last 
spring at an  Institu te-sponsored  b an q u e t a ttended  by m any leaders in bo th  
the  executive and  legislative b ranches of governm ent. 
t a x a t io n  • C ertified pub lic  accoun tan ts also have challenging o p p o rtu n i
ties to  assist in  perfecting  o u r incom e tax  structure .

T hey  have already  done a g rea t deal. T h ro u g h  its federal taxation  
com m ittee, the  In stitu te  this year subm itted  m ore th an  2 00  recom m enda
tions for im provem ents in the  1954  R evenue C ode. I t  review ed scores of 
p roposed  regulations and  significant rulings issued by the  T reasury  D ep a rt
m ent. I t a lerted  tax  p rac titioners to  the  problem s crea ted  by the C ode in a 
series of articles th a t began  in  the  A ugust issue of T h e  J o u rn a l o f  A c c o u n t
a n cy . I t con tinued  to  p rep are  (an d  state  societies of C P A s con tinued  to 
d is tribu te) rad io , television and  p rin ted  m ateria l th a t have assisted literally 
m illions of citizens in  fulfilling the ir tax  obligations.

Y et m uch  m ore rem ains to  be done.
T here  is a grow ing concern  in  W ashington and  elsew here over the 

com plexity  of o u r tax  system  and  the erod ing  effect o f special provisions 
enacted  to  co rrec t inequities o r prov ide econom ic incentives. T his d iscon
ten t has led to  suggestions fo r a com prehensive and  non-partisan  study of 
the  w hole tax  struc tu re  — a study, incidentally , w hich the  Institu te  advo
cated  m ore th an  ten  years ago. T he In stitu te ’s tax  com m ittee is giving 
intensive study to  this b road  problem . C P A s w ould  obviously have a 
p rom inen t p a r t in  any re-appraisal of the tax  system. T hey  are in  a un ique 
position  to  evaluate carefully  the im pact of taxes u pon  the public  and  our 
econom y. M oreover, their repu ta tion  for independence encourages co n 
fidence in the objectivity  of their recom m endations. T hus the fu tu re  m ay 
hold  an  even g rea ter challenge to  C PA s fo r public  service th an  the past.

O nly a  few of the questions of b road  public  in terest w hose solutions 
m ight be facilita ted  by the disciplines of accoun ting  have been m entioned 
here. T here  are  sim ply too  m any of them . T hey  exist on  the local level — 
for exam ple, the efficient opera tion  of local governm ents, particu larly  in
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new  com m unities created  by the shifts of people to  the  suburbs. A n d  they 
exist on  the in terna tional level — for exam ple, the  exten t to  w hich diverse 
accoun ting  standards re ta rd  th e  flow of investm ent cap ital. A s F ortu n e  
m agazine recently  declared : “U. S. business has som ething m ore to  give 
the  w orld  th an  . . .  lessons in  A m erican  salesm anship and  m ass p roduction . 
T h a t som ething is tru th fu l repo rting  of w hat goes on. T he certified public  
acco u n tan t is now  as m uch  p a rt of the  U. S. scene as the co rp o ra tio n  law 
yer. A b ro ad , he still has an  un lim ited  w orld  to  conquer. . . .”

7. The Personnel Shortage Continues
T h e  profession’s ability  to  m ake such con tribu tions to  the  public  

w elfare — as well as fu rn ish  a  m ore  diversified accoun ting  service to  busi
ness — m ay well depend  on its finding a so lu tion  to  one of its ow n critical 
p rob lem s: the shortage of h igh-calibre personnel. F o r, despite a  phen o m 
enal g row th  in  the  num ber of C P A s, the  dem and  continues to  exceed the 
supply.

T he In stitu te  has been  conducting  for som e tim e an  am bitious cam 
paign  to  a ttra c t top-flight young  people to  the  profession. I t  has m ade ex
tensive use of its career m otion  p ic tu re , A cco u n tin g :  T h e  L a n g u a g e  o f  
B u sin ess, w hich has now  been  seen by nearly  35 m illion people a t live 
show ings and  via television. I t  has d istribu ted  m ore th an  5 0 ,0 0 0  copies 
of tw o recen t booklets ou tlin ing  the  exciting opportun ities availab le to  
qualified youngsters in  accounting. I t  has assisted state  societies in send
ing spokesm en for the  profession in to  hundreds of schools and  colleges.

T h e  u ltim ate  effect of this cam paign  can  hard ly  be anyth ing  bu t 
helpful. T here  can  be little  question , how ever, th a t the  drive has n o t yet 
succeeded in  p roducing  an  adequate  n um ber of w ell-qualified recru its to  
the  ranks of the  accoun ting  profession. In  fact, there was even a slight d e 
crease in  the  num ber of C P A  cand idates this year.

T h e  need of the  profession to  ob ta in  a fa ir share of the  b e tte r brains
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of the younger generation  requires sustained effort, n o t only by the p ro 
fession’s o rganizations, b u t by the ir ind ividual m em bers as well.

8. The Continuing Education Program
T he personnel shortage can  be alleviated  — though  no t wholly 

cured  — by im proving the  abilities of existing staffs. T he  In s titu te ’s con 
tinu ing  education  p ro g ram  is the  m odest beginning of an  effort to  accel
era te  th a t process.

T he first course, on  rep o rt w riting, has already  been conducted  in 
n ine states. T w o add itional courses for o rganized g roup  study w ere com 
pleted  and  given a p re lim inary  tryou t this year. O ne of these, on  the ad 
m in istra tion  of a  tax  p ractice , was tested  in  the  classroom  last fall; the 
o ther, on  acco u n tan ts’ legal responsibility , was tried  ou t during  the  spring. 
T w o o ther courses are already  in  p rep ara tio n , and  a t least one of them  is 
expected to  be used experim entally  in  the  nex t few m onths.

B ut there  are m any problem s in  the  area  of con tinu ing  education  
th a t will requ ire  considerab ly  m ore research  and  experim en tation  — in 
cluding a review  of w hat o ther professions have done in  this field. I t has 
been suggested th a t a staff tra in ing  m anua l fo r use by sm aller firms w ould 
be helpful — and  the  In stitu te  assisted in developing an  experim ental staff
tra in ing  course for this purpose in M ich igan  last year.

T he  In stitu te ’s cu rren t efforts in  con tinu ing  education  m ust be 
frankly  recognized as a m ere beginning; b u t the  foundation  has been laid 
fo r a p rog ram  w hose u ltim ate  dim ensions m ay be far g rea ter th an  anyone 
can  now  foresee.

9. The Economics of Accounting
T he p rofession’s hopes canno t be realized  unless accoun ting  firms 

and  p ractitioners continue to  be healthy  econom ic units. T he  pursu it of
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w ealth can  never be a m ajo r goal of a  p rofessional m an ; b u t he canno t 
serve his clients effectively, n o r im prove his ability  to  do  so, if he is co n 
stantly  p reoccup ied  w ith the p rob lem  of paying the  fam ily bills.

Som e insight in to  the  econom ic status of C P A s m ay be derived 
from  a  survey conducted  by the  new ly-created  In stitu te  com m ittee on  p ro 
fessional statistics. I t  is expected  to  file, w ith in  the  next few weeks, a p re 
lim inary  analysis of the replies to  a  questionnaire  w hich covers acco u n tan ts’ 
incom e, types of services, staff com pensation , and o ther im p o rtan t aspects 
of practice.

A n o th er com m ittee is consulting  a represen tative g roup  of experi
enced p rac titioners on the ir m ethods of determ in ing  fees — largely to  dis
cover the  w eight given to  various factors in  fee-setting: n o t only the tim e 
consum ed, b u t the com plexity  of the  w ork  perfo rm ed; the  status of the 
personnel assigned to  it; the know ledge, experience and  judgm ent requ ired  
to  do  it; the degree of responsibility  assum ed; the m agn itude of the 
am ounts involved; the  value of the  results to  the client. N o rig id  ru le  can  
m easure these elem ents in every situation . N onetheless, the  com m ittee’s 
reports  ough t to  be helpful, to  younger m em bers particu larly , in  dealing 
w ith  one of the m ost com plex and  difficult phases of conducting  a p ro 
fessional practice.

F u rth e r assistance in developing successful client relations m ay be 
ob ta ined  from  a little booklet published  this m onth  by the  In stitu te , w hich 
reports the  m ethods used by a num ber of successful C P A s in  a ttem pting  to  
m ain ta in  adequate  com m unications w ith clients. T he  book let offers no  
form ulas — for there  are  no  form ulas in  this highly ind iv idual area. Its 
aim  is m uch  m ore m odest: to  encourage p rac titioners to  give though t to  
client re lations and  to  stim ulate frank  discussions of the subject.

L ike the con tinu ing  education  p rog ram , these efforts to  assist m em 
bers in som e aspects of the  m anagem ent of an  accounting  prac tice  are 
little  m ore  th an  a beginning. M uch  m ore needs to  be done; m uch  m ore 
will be done in the m onths ahead.
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10. The Basic Aims of the Institute
T he p rofession’s m ood  of self-appraisal has been  reflected in the 

policy-m aking bodies o f the  Institu te .
T he executive com m ittee, fo r exam ple, has been hold ing  tw o-day 

m eetings th ro u g h o u t the  year so th a t a t least one full day could  be devoted 
to  re-exam ination  of b road  policies an d  long-range objectives in various 
areas. Its study of the  issues involved in  legislative con tro l o f the p rofes
sion, together w ith the w ork  of the  state legislation com m ittee, led to  the 
C ouncil’s vote last spring  to  d iscard  its past policy  of neu tra lity . 
t h e  in s t it u t e ’s p u r p o s e s  • T he  executive com m ittee has also u n d er
taken  a  review  of the overall purposes of the  Institu te .

O ne aspect of this review  involves a re-exam ination  of the  ques
tion  of w hether certified public  accoun tan ts no t in  pub lic  p ractice  should 
serve on the  com m ittees and  governing body of the  Institu te . 
c h a n g e  o f  n a m e  • T his concern  for fundam entals also p rom pted  the 
com m ittee to  recom m end to  C ouncil th a t the  p roposal fo r changing  the 
nam e of the In stitu te  to  the  A m erican  In stitu te  of C ertified Public  A cco u n t
ants be re-subm itted  to  the  m em bership  — in the  belief th a t this change 
w ould identify  the  In stitu te  m ore clearly as the  na tional o rgan ization  of 
certified public  accountan ts.
p u b l ic  a c c e p t a n c e  • T h ere  has been a  sim ilar re-exam ination  of the 
public  re lations prob lem s of the  accoun ting  profession. T he  executive 
com m ittee asked E a rl N ew som  & C om pany, the In s titu te ’s public  relations 
counsel, to  study the In stitu te ’s p rog ram  and  to  p ropose a general course 
on w hich the  In stitu te  m ight p roceed  tow ard  earn ing  g rea ter public  u n d er
standing  for the accoun ting  profession.

T he though tfu l m em orandum  subm itted  in  answ er to  this request 
has already  been d istribu ted  in p am ph le t fo rm  to  the  full m em bership 
u nder the title, T h e G en era l R e c o g n itio n  o f  A c c o u n ta n c y  a s  a P ro fession . 
I t  concludes w ith  these w ords: “T he profession needs to  revea l itse lf  —
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positively, w ith assurance, natu rally , consistently. I t  needs to  becom e 
know n fo r w hat it is — the one ‘d iscip line’ in  the business com m unity  in  an  
age w hen the  to ta l A m erican  society is p rim arily  a business society, w hen 
the na tional streng th  depends upon  such factors as the  cred it s tructu re  
and  the  orderly  flow of investm ents, and  w hen an  expanding  econom y and 
an  accelera ted  technological developm ent p rom ise to  m ake the tasks of 
m anagem ent m ore com plex and  therefo re  m ore dependen t on  skilled p ro 
fessional aides. T h e  profession needs to  ask itself, from  tim e to  tim e, 
w hether it is doing all th a t it can  to  b ring  abou t this b ro ad  general 
know ledge. F rom  tim e to  tim e, also, as it en ters new  phases of its history, 
it needs to  consider w hether it is reach ing  ou t to  take advan tage of all those 
opportun ities of leadersh ip  and  service th a t occur to  professions as d is
tinc t from  o ther g roups.”

In  this repo rt som e of the  In stitu te ’s activities tow ard  these ends — 
to fo recast fu tu re  needs and  p rep are  to  m eet them  — have been discussed. 
In  the  supplem ent th a t follows there  is a rep o rt of the  basic facts and  figures 
re la ting  to  m any of the In stitu te ’s con tinu ing  activities and  services. T hese 
activities and  services are of p roved  im portance  to  the profession and  form  
a significant p a rt of the  In s titu te ’s p rogram .

N o sum m ary o r digest, how ever, can  prov ide m ore th an  a  glim pse 
of the  w ork  of the  In stitu te  as a  w hole. T h e  com plete reports of officers 
and  com m ittees, w hich are  available to  m em bers on  request, will reveal 
m ore clearly  the true  dim ensions of the  year’s efforts.
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Facts and Figures on Continuing Activities
financial  condition • The Institute’s revenue for the current fiscal year 
exceeded $1.6 million. It is expected to approach $1.7 million in 1956-57. The 
full financial story will be found on pages 21-24.
m em bersh ip  growth • The membership at the close of the fiscal year was 
27,850 — an increase of 1,505. Membership losses from resignation and non
payment of dues continue to run a little over one per cent.
com m unications w ith  m em be r s  • Officers and staff brought news of the 
Institute to the membership (and sought membership opinion to guide A IA 
policies) on a series of field visits to 44 cities this spring. These were in addition 
to the 123 speaking engagements arranged by the speakers’ bureau, which 
also assisted in the planning and press coverage of four regional conferences. 

The A IA ’s monthly bulletin, The C P A , was redesigned.
A new advisory committee of staff accountants was appointed as a 

means of insuring adequate consideration of the interests of this important 
segment of the membership.
co m m ittees • The committees of the Institute, which perform the major part 
of its work, held more than a hundred meetings last year.
the cpa exam ination  • The November (1955) and May (1956) uniform 
examination was given to 19,842 candidates — a six per cent decrease from the 
number taking the two previous examinations. With the addition of Penn
sylvania, all but three states now submit papers for evaluation by the A IA ’s 
advisory service.
the testing  program  • Use of the A IA ’s objective tests for measuring 
accounting aptitude and achievement in both guidance work and employment 
showed a substantial percentage increase.
insurance  program  • Insurance in force under the Institute’s group life 
insurance program has reached $150 million. The program is to be extended 
about January 1, 1957, to sole practitioners without staff.
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library and  technical  info rm atio n  service • The library — which now 
houses nearly 38,000 books and pamphlets — received 11,000 visitors, re
sponded to 20,000 inquiries, circulated over 10,000 publications to members 
on request. The research departm ent’s technical information service handled 
1,300 questions on accounting and auditing problems.
aids to the state societies • State societies of CPAs added 2,000 members 
to their rosters (total: 34,000). Four more of them hired executive secretaries, 
bringing the number of societies with full or part-time paid assistance to 31.

The Institute produced an operating manual for societies without 
staff help, issued a pamphlet on effective meetings, and inaugurated a quarterly 
newsletter for the exchange of ideas on state society management and projects.
publications • Distribution of The Journal of Accountancy — the profession’s 
major technical magazine — reached an all-time high of 82,500 copies.

Some other publications released during the year:
Accounting Research Bulletins

No. 45 — Long-Term Construction-Type Contracts 
No. 46 — Discontinuance of Dating Earned Surplus 
No. 47 — Accounting for Costs of Pension Plans 

Statements on Auditing Procedure
No. 26 — Reporting on Use of Other Procedures 

Accounting Terminology Bulletin 
No. 3 — Book Value 

Case Studies in Auditing Procedure
No. 10 — A Smaller Commercial Finance Company 
No. 11 — A Hospital

Case Study on the Extent of Audit Samples
Accounting Trends and Techniques, Ninth Edition (1955)
Survey of Consolidated Financial Statement Practices

With the exception of the accounting trends and techniques study, a 
free copy of each of these publications was sent to all members.
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Fr a n k e , Ha n n o n  & W it h e y
Ce r t if ie d  P u b l ic  A c c o u n t a n ts

H o w a r d  A .W i t h e y  
R a y m o n d  J . H a n n o n  
W i l l ia m  J . Pa b r e y  
W i l l a r d  R. S c h il l e r

4 4 4  Ma d is o n  A v e n u e  

N ew  Y o k e  2 2 ,N .Y .

To the Members of the
American Institute of Accountants

We have examined the balance sheets at 
August 31, 1956 of the American Institute of Accountants, 
the American Institute of Accountants Foundation and 
the American Institute Benevolent Fund, Inc., 
and their related statements of income and expense 
and fund transactions for the year then ended.
Our examination was made in accordance with generally 
accepted auditing standards, and accordingly 
included such tests of the accounting records and 
such other auditing procedures as we considered 
necessary in the circumstances.

In our opinion, the accompanying balance sheets 
and statements of income and expense and fund 
transactions of the aforementioned organizations 
present fairly their financial positions at 
August 31, 1956, and the results of their operations 
for the year then ended, in conformity with 
generally accepted accounting principles applied on a 
basis consistent with that of the preceding year.

New York, N. Y. 
September 14, 1956
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A m erican  In stitu te  of A ccoun tan ts 
C O M P A R A T I V E  B A L A N C E  S H E E T  

August 31, 1956 and 1955
G EN E R A L F U N D

ASSETS
1956 1955

Cash, including funds in sav
ings accounts ................... $ 248,748 $ 568,275

Marketable securities, at cost (q uoted  m arket 1956  $959,424; 1955 $548,152) 
Accounts receivable, trade

943,516 543,200
and other .......................... 70,174 57,038

Inventories, at cost............... 36,577 16,169
Prepaid expenses .................Furniture and equipment, at

15,286 9,307
nominal value................... 1 1

$1,314,302 $1,193,990

L IA B IL IT IE S A N D  F U N D S
1956 1955

Liabilities:Accounts payable and ac
crued expenses ............. $ 41,209 $ 55,747

Due to Elijah Watt Sells 
Scholarship F und......... 39 38

Dues collected in advance...
41,248426,518 55,785387,447

Subscriptions and advertising 
unearned ............................ 233,267 223,543

Contingency fund (N ote).. 400,000 231,529
Income retained for working 

capital................................ 213,269 295,686
$1,314,302 $1,193,990

EN D O W M EN T F U N D
Cash ....................................... $ 590 $ 9,344 Principal of fund...................  $ 237,000 $ 236,481
Marketable securities, at cost (q u oted  m arket 1956 $480,168; 1955 $417,531) 236,409 227,136
Library books, furniture and equipment, at nominal

v a lu e ..................................  1 _______ 1_ _________
$ 237,000 $ 236,481 $ 237,000 $ 236,481

ELIJAH  WATT SELLS SCH O LAR SH IP F U N D
Marketable securities, at cost (q u oted  m arket 1956$1,485; 1955 $1,626)___  $Due from general fund.........

1,532 $ 39

Principal of fund..........
1,53238

........  $ 1,571 $ 1,570

$ 1,571 $ 1,570 $ 1,571 $ 1,570

S T A T E M E N T  O F  C H A N G E S  I N  F U N D  B A L A N C E S
Year Ended August 31, 1956

Income Retained for Working Capital Contingency Endowment
Balance, beginning of year...............
Add or (deduct):

.....................................................  $ 295,686 $ 231,529 $ 236,481

Excess of income over expense.. Transfer between funds............... .
.....................................................  86,054
.....................................................  (168,471) 168,471 _

Gain on sale of securities............. — 519
Balance, end of year........................... .....................................................  $ 213,269 $ 400,000 $ 237,000

N ote: Assets of the General and Contingency Funds were merged September 1, 1955.



C O M P A R A T I V E  S T A T E M E N T  O F  I N C O M E  A N D  E X P E N S E  
Years Ended August 31, 1956 and 1955 

INCO M E
1956 1955*

Dues, application and reinstatement fees......................................................................  $ 775,769 $ 712,098Fees from state boards of accountancy........................................................................... 181,451 185,899
Sale of publications other than The Journal of Accountancy, less production costs 153,498 122,879The Journal of Accountancy:

Subscriptions earned from non-members, sale of single copies, etc., less production costs........................................................................................................... 237,783 213,000Advertising...................................................................................................................  196,590 180,136
Income from investments, including similar income from American Institute ofAccountants Foundation for library expense.......................................................... 42,890 38,784
Gain on sale of securities..................................................................................................  — 111,242*Sundry incom e...................................................................................................................  12,891 724

Total Income............................................................................................ $1,600,872 $1,564,762
E X PEN SE

Salaries, technical fees and social security taxes............................................................ $ 645,460 $ 638,310Fees for preparing uniform CPA examinations and grading papers.......................... 114,224 119,478
Professional fees of public relations counsel..................................................................  37,909 —Pensions .............................................................................................................................. 29,203 22,379
Legal and auditing............................................................................................................... 12,576 5,982Stationery, printing, postage, telephone, supplies and other expense........................ 98,875 97,207
Equipment and equipment maintenance........................................................................  13,742 15,637Rent, electricity, insurance, etc.........................................................................................  104,288 88,013
Publications sent to members, including The Journal of Accountancy and The CPA 138,039 104,297Expense of annual, council and executive committee meetings..................................  32,160 26,127Travel ..................................................................................................................................  21,583 17,661
Technical and other committee expense........................................................................  29,234 18,090Federal government information and public information........................................... 21,258 13,860
Program materials for state societies and expense of state society staff meetings.. 4,405 7,123Library books and magazines............................................................................................ 6,951 6,170
Advertising and promotion (publications and The Journal of Accountancy)......... 76,678 75,126Special projects:Development of accounting personnel....................................................................  12,757 20,225Commission on CPA standards.................................................................................  12,845 —Expenses in connection with accountants’ position in tax practice.....................  100,917 229,713*Information booklet for CPA candidates................................................................  1,714 4,706

Total Expense.......................................................................................... $1,514,818 $1,510,104
Excess of Income over Expense.................................................................................  $ 86,054 $ 54,658
* Adjusted to include for comparative purposes transactions of the Contingency Fund set forth in previous year’s annual report as a separate fund.

American Institute of Accountants

U N I F O R M  C P A  E X A M I N A T I O N S - I N C O M E  A N D  E X P E N S E
Years Ended August 31, 1956 and 1955

1956 1955
Fees from state boards of accountancy........................................................................... $ 181,451 $ 185,899
Expenses:Fees for preparing examinations and grading papers.............................................  $ 114,224 $ 119,478Salaries and social security taxes...............................................................................  38,139 36,269Supplies, mailing, shipping and printing..................................................................  14,656 16,953Telephone and telegraph..............................................................................................  454 590

Insurance on examination papers...............................................................................  331 312Equipment and equipment maintenance..................................................................  318 1,018R ent................................................................................................................................  10,800 18,000
Expense of meetings and sundry...............................................................................  3,282 1,580

Total Expense ................................................................................................. $ 182,204 $ 194,200
...................................................................................  $ 753 $ 8,301Excess of Expense over Income



American Institute of Accountants Foundation
C O M P A R A T I V E  B A L A N C E  S H E E T

August 31, 1956 and 1955
1956 1955

Assets:
Cash .............................................................................................................................. $ 10,662 $ 10,714
Marketable securities, at cost (quoted market 1956 $93,832; 1955 $88,596) . . .  65,025 66,609

Principal of fund.................................................................................................................  $ 75,687 $ 77,323

C O M P A R A T I V E  S T A T E M E N T  O F  I N C O M E  A N D  E X P E N S E  
A N D  C H A N G E S  I N  P R I N C I P A L

Years Ended August 31, 1956 and 1955
Income from securities less custodian fees — contributed to American Institute ofAccountants for library expense.................................................................................  $ 3,838 $ 3,447
Principal, beginning of year..............................................................................................  $ 77,323 $ 77,121
Contributions received......................................................................................................  44 15
Gain or (loss) on sale of securities.................................................................................  (1,680) 187
Principal, end of year........................................................................................................  $ 75,687 $ 77,323

A m erican  In stitu te  B enevolent F u n d , Inc.
C O M P A R A T I V E  B A L A N C E  S H E E T

August 31, 1956 and 1955 1956 1955
Assets:

Cash .............................................................................................................................. $ 12,280 $ 11,390
Marketable securities, at cost (quoted market 1956 $200,676; 1955 $169,783) 152,744 135,702

Balance of fund...................................................................................................................  $ 165,024 $ 147,092

C O M P A R A T I V E  S T A T E M E N T  O F  I N C O M E  A N D  E X P E N S E  
A N D  C H A N G E S  I N  F U N D  B A L A N C E  

Years Ended August 31, 1956 and 1955
Contributions .....................................................................................................................  $ 24,114 $ 15,466
Income from investments..................................................................................................  6,542 5,444

Total Income................................................................................................... $ 30,656 $ 20,910
Expense:

Assistance to members................................................................................................  $ 12,394 $ 8,945
Stationery, printing and other expense.................................................................... 411 396

Total Expense.......................................................................................... $ 12,805 $ 9,341
Excess of income over expense........................................................................................ $ 17,851 $ 11,569
Gain on sale of securities..................................................................................................  81 —
Balance of fund, beginning of year................................................................................ 147,092 135,523
Balance of fund, end of year..............................................................................................  $ 165,024 $ 147,092
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