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The President’s Report

By Epwarp B. WiLcox, ILrLiNoOIS

: HEN THE REPORTS of the
Qs ;QS; secretary and the various
committees, to the council,
and the report of that body to the
members, are all laid before us, the
activities and achievements of the
American Institute of Accountants are
impressive. These reports provide elo-
quent testimony to the generous and
thoughtful service of many of our mem-
bers, wherein lies the greatest asset that
the Institute has or ever can have. It
seems appropriate for the president to
report that this asset is properly ac-
counted for and that it continues to
grow in value. Indeed, so great has it
become, that to cite its make-up, item
by item, or to present even an adequate
summary of its content would be to
engage in unwarranted repetition. It
consists of the hundreds of members
who serve on committees, who sacri-
fice time to attend meetings, who pay
their own expenses to do so, who en-
gage in active committee correspon-
dence, who make addresses at meetings
devoted to accounting, who contribute
to the literature of accounting, and
who reflect credit on their profession
by unrewarded public service. The sub-
stance of all this is in the reports and
the publications that you see. There is,
however, an aspect of the Institute
which is not in the reports, and which
may be particularly visible from the
comparatively unique viewpoint of its
president. This viewpoint shall deter-
mine the theme of my report.

The Institute is a great human in-
stitution with all the faults and all the
grandeur that follow inevitably from
human qualities. It is not a finished
thing because nothing human is ever
finished, and it is not a perfect thing
because nothing human is ever perfect.
Yet, it has a proud past and the possi-

1

bility of a great destiny, and there are
in it elements of nobility and unselfish
service that transcend human failings.
It presents a challenge to all of us be-
cause it has demonstrated what great
things can be done, even while the
things undone may seem overwhelming.
It is the kind of organization that mer-
its deep and abiding faith unimpaired
by full recognition of shortcomings,
limitations, and imperfections.

In the briefest of terms, the Institute
exists to unite the accounting profes-
sion in the United States, and to ad-
vance the interests of that profession
by enhancing its usefulness to society
as a whole. The state of the Institute
in furtherance of these aims is one of
great unfinished achievement. An in-
creasingly united profession is evi-
denced by the growth of the Institute
to over 11,000 members, although there
are at least as many more eligible cer-
tified. public accountants who should
be in it and aren’t. In enhancing the
usefulness of accounting, the Institute
has achieved unquestioned leadership
in the fields of auditing and accounting
procedures. In some other countries
this leadership is lodged in bureaus or
crystalized in laws, but here it is a liv-
ing growing thing in the hands of a
profession. This is a well earned tribute
to two of our important committees
and to the Research Department, but
their work is unfinished, and the posi-
tion of leadership which we now hold
can be lost if that work is not vigor-
ously carried forward.

The Institute owns the foremost ac-
counting publication in the United
States—T he Journal of Accountancy—
and its circulation is now well over
40,000. This is a well established and
successful magazine, and a credit to the
Institute and the accounting profession,
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but its possibilities for growth and use-
fulness are still largely ahead of it.

Many of our members have contributed

" generously of time and talent toward
solution of accounting problems of
government, and so to the social use-
fulness of our profession and to its
prestige and standing, but not all of
our recommendations have been
adopted, nor have the accounting prob-
lems of the peoples’ business yet found
perfect answers. Higher standards of
professional performance and reliabil-
ity are being sought, and in great
measure have been achieved, through
our code of ethics, through widespread
adoption of sound uniform CPA ex-
aminations, through improvements in
accounting education and raised edu-
cational requirements, and through
studies of selection of personnel. Yet
the incompetent and the unfit are still
among us; there are still failures; and
our work is not done.

On behalf of the Institute I acknowl-
edge a deep debt of appreciation to our
committees and staff for their achieve-
ments. It has been an inspiring privi-
lege to see at close range their compe-
tence, diligence, unselfish devotion, and
sacrifice. But the work is not finished,
and the obligations to carry it forward
are great.

Outside our organization there are
those who would do us harm or mis-
chief if they could. I refer particularly
to those non-certified public account-
ants who would destroy or weaken the
CPA degree, and the achievement of
standards it represents, and also to
those lawyers in bar association com-
mittees on unauthorized practice of the
law who would limit our usefulness
particularly in the tax field. The facts
about these groups and the problems
they create, are in appropriate reports.
The point I wish to emphasize here
is that by dint of diligence and vigor
we have met with large measures of
success in dealing with these attacks,
but the battles are not over. I am really

glad that they are not because I believe
it is a healthy thing for a human insti-
tution to have at least an occasional
fight on its hands. It saves us from the
danger of smug complacency, and
forces us to continual reexamination of
our position and representations. Those
who would harm us, really help us by,
keeping us alert and active, conscious
of our imperfections and the unfinished
nature of our tasks.

Nor is there complete peace and
apathy within our own ranks. There
are those who question that the form
of government of the Institute is ade-
quately democratic and truly represen-
tative of its members. Some believe or
profess to believe that there is some-
where a power behind the throne—a
small group or inside gang of dictators.
Others think that the Institute is pre-
disposed for the benefit of some types
or classes of members or their firms to
the neglect of others. I think it is ap-
propriate for me to report that I be-
lieve that the Institute is truly repre-
sentative of its members and highly
sensitive to their interest and wishes,
and that, close as I have been to it
during the past year, I have never
been able to discover the inside gang
of dictators. In my opinion the nice
balance between control by elected offi-
cers and comxmttees, and contlnulty by
the staff is as close to the optimum
point as it can possibly be. But I would
rather have these things questioned and
found in good order than blindly ac-
cepted when they might be awry.

There is also controversy regarding
the Institute’s policies on accountancy
legislation, public relations, and insti-
tutional advertising. These subjects are
covered in appropriate reports. I am
happy that my own honest convictions
are in agreement with the stated poli-
cies of the Institute on these matters,
but I am even happier that open dis-
cussion of them has developed during
my term of office. It would be easy to
speak and write in praise of achieve-
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ments, integrity, mother love, and the
Star Spangled Banner. Emphasis on
trite platitudes is a splendid way to
avoid painful contact with thorny
problems, but free and open discussion
is one of our American traditions of
which I am most proud. I am glad we
have it in the Institute, and I am con-
fident that it will lead as nothing else
can, to wise and widely accepted solu-
tions. These internal problems on
which there is now disagreement are
one part of that great imperfect un-
finished gloriously human organization
which is the American Institute of Ac-
countants. I am very proud of it.
The accounting profession, which the
Institute represents, is a vital part of a
living evolving nation in a changing

world. Nothing in this great environ-
ment is finished or perfect, and the re-
sponsibilities on its citizens are heavy.
These same responsibilities rest on us
as members of the Institute. Let us
never cease our efforts to increase our
usefulness, to maintain and raise stand-
ards, to tell our story to the world, and
to meet the changing and growing
needs of tomorrow as we have those of
yesterday. Let us try to see ourselves
honestly for both what we are and
what we might be. Let us face our im-
perfections without losing faith in our
greatness, and let us believe in ourselves
and each other that we may always go
along together in performance of the
never finished tasks of a respected and
united profession.



Remarks of the Incoming President

By GEORGE D. BAILEY, MICHIGAN

OU HAVE HIGHLY HONORED me

il today in electing me president

of this fine organization. I as-
sure you I realize that it is an honor
that carries with it a great responsi-
bility—the responsibility of doing all
that is possible that this may be a bet-
ter profession and a better Institute at
~ the end of my term of office than it
was at the beginning.

Fortunately for me, the American
Institute of Accountants is a soundly
functioning, going organization. The
work done by my predecessors and
their associates has been well done,
and the usefulness of the Institute to
the profession, to accounting, and to
society has been increasing year by
year.

The president of the Institute does
not have a colossal task. The perma-
nent staff of the Institute is exception-
ally competent and, what is more, has
earned the confidence of the account-
ants and the public. The other officers
are sure to carry more than their share
of any load. As for committee work, I
know of no other organization where
it is considered such a privilege to
serve on committees, or where so much
individual effort is so gladly given to
committee work. Because of all this,
the labors of the president are not those
of a Hercules, but rather is he occupied
in the much more pleasant fields of
policy and coordination. I hope I may
do as well as my predecessor, now re-
tiring. Again I thank you for the honor.

There is, however, serious business
ahead for all of us. I was much im-
pressed ten years ago at the fiftieth
annual meeting in New York to hear
the president, Robert H. Montgomery,
refer to the position accountants had
attained somewhat as if it had been
given to them, rather than completely

earned, and to caution that we would
need to bestir ourselves to hold that
position. Well, we have been bestirring
ourselves, and we have not only held
our position but have improved it. But
I am not so sure that the test has really
come upon us, or that equally import-
ant and challenging days do not lie
ahead. Perhaps we have dealt with the
easier problems and merely postponed
the difficult ones.

What is our goal? It is not an abso-
lute one with an end to the road;
rather it is relative only. To me, our
goal is to make accounting more and
more useful to society—to all segments
of society that use it, but primarily to
our system of economy, to the Ameri-
can way of doing business, to freedom
of choice, and freedom of operation.
Our profession is inextricably inter-
woven in the fabric of that free econ-
omy—is, in fact, one of the major re-
quirements of that system. But we can
keep ourselves a free profession, and
help keep our economy free, only if
accounting does serve adequately the
changing needs. The profession must
take the responsibility for leadership
in the development of accounting. It
cannot do so by anything less than a
constant re-examination of the useful-
ness to our present economy of our
long-established principles. Just as some
theories of the historic economists have
little validity under current conditions,
just so may some of the historic prin-
ciples of .accounting have less validity
in the social economy of today. In order
to keep government out of our tradi-
tional field, we must serve society as a
whole better than a governmental bu-
reau could do.

The comfortable profession, as we
have known it for years, is showing
signs of becoming an uneasy one. For
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instance, there are those who think the
accountant has not measured up to his
responsibilities in appearances before
governmental bodies, and that his
sphere of such activity should be re-
duced. There are those who feel, even,
that his position as an advocate on
taxes is inconsistent with his basic posi-
tion in society. There are those who
say that his principles of accounting
permit too wide a variation for finan-
cial reporting, that financial statements
are not sufficiently indicative, that too
much is left by the accountant to the
decision of the client who pays him;
and there are those who say that there
is not enough difference between the
certified public accountant and the
non-certified public accountant to jus-
tify the privileges built up by the CPA
degree.

We must never let those comments
be justified. That these or similar com-
ments are being made about other pro-
fessions does not affect our responsibil-
ity. None of them can be disregarded;
we must meet them all, every one of
them, if we are to continue to be of
maximum usefulness to the national
economy.

Let us be quite clear upon one point.
We owe our position as a recognized
profession to those of our activities in
which the public sees its own interest
affected. These are our activities, par-
ticularly in the field of financial report-
ing to “non-insiders”—the field which
most requires professional objectivity
and independence, complete impartial-
ity, more than normal competence, and
better than average judgment.

Many of our members render useful
services to their clients in the fields

of administrative accounting, tax ae-
counting, and even bookkeeping. These
services are of great economic value to
the community, and it is entirely proper
that certified public accountants should
render them. But it is not these services
which are primarily responsible for our
recognition as a profession, in whose
work the public as a whole has a vital
interest. The position of the profession,
in my opinion, and the position of all
in the profession would be most im-
mediately weakened and jeopardized by
a loss of confidence in our actions in
the areas that touch the public as a
whole.

Thus, the rules of professional con-
duct, the standards of auditing pro-
cedure, and the generally accepted ac-
counting principles are “musts” for the
entire profession. There can be no
double standard within the CPA ranks
if we hope to meet successfully the
challenge of the non-CPA.

By the same token, our work in fields
where there is advocacy must always
subordinate argument to a full presen-
tation of all facts, and we must assume
the responsibility for such facts.

And we must make financial report-
ing more and more useful and more
and more reliable.

These are not days when we mem-
bers of the American Institute of Ac-
countants can rest on our laurels or we
accountants assume that we have fully
earned our position. But we can meet
the challenges—of that I am sure; just
as I am satisfied that our system of a
free competitive economy will meet the
challenges to it and that our profession
will have a lasting opportunity for use-
fulness.
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(Taking the Fits Out of Profits)

By DonaLD R. RicHBERG, WaAsHINGTON, D. C.
Former NRA Chairman

worth while in a short time I shall

limit my remarks to a discussion of
the aid which accountants can render
to those engaged in fixing wages by
collective bargaining.

There are many other problems of
labor relations in which reliable and
understandable accounting statistics are
helpful to a just solution. But wage-fix-
ing presents the most difficult and most
vital problem; and the same account-
ing service which furnishes a guide to
reasonable wages will shed light on
other issues.

As a further conservation of your
patience and my energy I shall consider
only labor relations between employers
and employees who are trying to pre-
serve and improve a free economy. It
should be evident that nowadays bus-
iness monopolists, labor monopolists
and government monopolists are doing
their best, separately and jointly, to
destroy a system of free, competitive
capitalism. Accountants and econo-
mists are frequently hired to rationalize
the programs and to obscure the ob-
jectives of these authoritarians. The
opinions of such persons do not appeal
to me and I shall make no appeal to
them.

I am an old-fashioned liberal, un-
willing to sell my individual liberty for
a promise of security. To me the
tyranny of labor leaders or politicians is
just as offensive as the tyranny of capi-
talists. The modernized liberal, who
seeks freedom from worry or work by
pledging allegiance to feudal lords of
labor or politics, appears to me to be
hopelessly muddle-headed. There is no
freedom from worry or work in slavery;
and without freedom of contract in a

:[[N THE HOPE of saying something

competitive system economic slavery is
inevitable. There is no freedom of con-
tract exercised in an agreement which
is forced upon anyone by a monopolist
of labor power, money power or politi-
cal power.

In view of the frequency of this pro-
cedure in recent years, perhaps I am
naive to think that genuine collective
bargaining and voluntary agreements

. can be made the basis of labor-manage-

ment relations in the future.

There is little accounting aid which
can be given to a lonesome employer,
or even.to a single industry, when the
CIO launches a wage movement on
the basis of a miraculous assumption
that industry in general can increase
wages 25 per cent without increasing
prices.

There is little accounting aid which
can be given to free labor or manage-
ment when labor-management mo-
nopolies regulate . wages, prices, and
production to promote their immediate
and short-sighted interests.

There is little accounting aid which
can be given to consumers when gov-
ernment officials decree wage and price
increases on the basis of political, in-
stead of economic, judgment.

But, despite the substitution of col-
lective coercion for collective bargain-
ing in recent years, and despite the
modernistic tendencies of labor, man-
agement, and politicians to communize
industry, let us indulge ourselves for
a little time in the hope of a reinvigo-
rated democracy and a revived com-
petitive economy in which wages may
be fixed by genuine collective bargain-
ing between a free employer and a free
labor organization.

There is really no place in a com-
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petitive system for industry-wide con-
tracts between an employer association
and a labor union, except possibly in
an openly monopolized, publicly regu-
lated industry. But, for the benefit of
those who fondly cling to certain pri-
vate| benefits of standardized wages,
regardless of overbalancing public detri-
ments, let us assume that in industry-
wide bargaining accounting aid could
be rendered similar to that which is
necessary and useful in bargaining be-
tween one employer and his employees.

Personally, I think that industry-
wide statistical conclusions are too in-
accurate, confusing, and conjectural to
form the basis for anything except ar-
bitrary, unfair, and monopolistic agree-
ments. But, in deference to some popu-
lar heresies, I will assume that the in-
telligent process of bargaining between
an employer and his employees can be
extended intelligently to industrial bar-
gainjng. After this conciliatory gesture
permit me to confine my discussion to
a consideration of the accounting aid
which can be given to both labor and
management in either a small or a large
enterprise when they are both seeking
to determine by fair negotiation how
the rewards of their common endeavor
should be divided.

There are two objectives of such bar-
gaining: One, to adjust inequities be-
tween workers and workers; two, to ad-
just inequities between employer and
employees.

If we can make sure that the total
payroll gives to the employees as a
whole their full, fair share of the com-
pany’s earning power, it ought to be
comparatively easy to adjust inequities
within the wage scale. A single labor
union ought to accept the responsibility
of establishing wage differentials apply-
ing to its members. If more than one
union were involved the issues should
be decided by direct agreement or by
submitting to the decision of arbitrators

selected by labor or management or
both.

It is not too much to hope that or-
ganized labor will come eventually to
an understanding of the imbecility of
workers striking against workers. The
widespread disgust with jurisdictional
strikes must soon compel organized
labor either to settle its internal quar-
rels by self-discipline or to accept will-
ingly some form of public settlement.

Thus I come, at long last you may
think, to a discussion of accounting aid
to collective bargaining in fixing just
wages to be paid by an employer to his
employees. Primarily that means ac-
counting aid in providing a reliable
basis for determining just what amount
of pecuniary gains of an enterprise are
available for distribution between the
owners, the managers, and the em-
ployees.

You are all aware that the standard
forms and methods of accounting pro-
vide a most inadequate basis for a clear
understanding by employees of what
wages the company can or ought to
pay. Indeed, in this day of industry-
wide bargaining, complicated by local
management, local enterprises, and na-
tional unions, violent objections are
raised by labor to a defense of “inability
to pay,” and equally violent objections
are raised by management to a claim
based on “ability to pay.”

But, in solving our simplified prob-
lem of making a fair contract between
one employer and his employees (which
is the heart of a competitive, capitalis-
tic system), we must be able clearly to
determine the ability or inability of an
employer to pay wages. If, on past ex-
perience and reasonable prognostica-
tion he is able to pay wages which are
requested, there is still the question as
to whether prices should be maintained
or competitively cut, or whether ab-
normal gains from a peculiarly success-
ful business should be shared by all
those responsible—the labor that is so
productive, the management that is so
capable and the owners who have
risked their capital.
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If, on the other hand, experience in-
dicates an inability to pay, the question
remains as to whether there is weak
management, tight-fisted ownership, or
unproductive labor, which should be
improved; or whether prices can be
raised without losing business; or
whether this is marginal enterprise
which should be kept going by reason-
able sacrifices by all concerned.

However, regardless of any ultimate
solution, it is evident that the facts
which will clarify the issues for all
concerned must be brought to the con-
ference table. This means that there
should be a simplified accounting to
show on an annual basis, past, present,
and estimated, the facts as to the fol-
lowing items:

(1) What are gross operating revenues?

(2) What is the actual capital now used
and useful upon which the owners
are entitled to a reasonable return?

What are the fixed charges that
must be met in order to maintain
solvency?

(3)

What are the current costs for ma-
terials or services which must be
paid to those outside the enter-
prise?

(4)

(3)
on net income) and any other un-
avoidable expenses?

What are actual and estimated
taxes based on net income?

What should be laid aside for re-
placement of depreciated or obsolete
property?

(6)
(7

As further items for deduction from
gross revenues, what are manage-
ment estimates of necessary reserves
for contingencies, or for additions or
betterments, after due consideration
of the extent to which new capital
can and should be obtained for the
latter purposes?

(8)

What amount is left for the com-
pensation of labor, management,
and owners?

9)

What are inevitable taxes (not based .

In order to avoid technical criticisms
of this suggested accounting, on the
ground of omissions or disregard of so-
called accounting principles, let me
add: I do not care what forms or desig-
nations are used so long as the account-
ing brings to a focus, first, the fixed
obligations and uncontrollable outgoes
of the enterprise, and second, the
money which has been, and which
probably will be, available for annual
distribution among the human beings
who take the risks and should share the
gains of their joint enterprise, and third,
the deductions that should be made
from this available cash to protect or
promote the interests of all the joint
enterprises in maintaining or improv-
ing their business.

It may be objected by some corporate
managements that such an accounting
implies a right in labor representatives
to have a voice in determining manage-
ment policies and the ownership return.
My first answer is that I firmly believe
that management should be left free to
manage. Small stockholders are free to
sell and individual workers are free to
quit if they do not like a management. -
But, if stockholders in a majority are
displeased they can change the manage-
ment.

And so, my second answer is that,
if a majority of the employees, upon
adequate information, feel that the
management is treating them unfairly,
they should be in a position to get the
facts and then to compel consideration
of their views by the management and
by the owners. Thereafter, if the em-
ployees undertake to change the man-

- agement policy by striking, they will

be acting on the basis of a demand
which public and private pressure can
intelligently support or oppose, as rea-
sonable or unreasonable.

Even if a particular management is
unwilling to have its accounts restated
in this manner, accepted accounting
methods should provide the basis for
such a restatement by accountants rep-
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resenting labor unions or public bodies.
It is, however, my thought that usually
a management will help itself by taking
the initiative in having such an ac-
counting made, because until the com-
mon interest of labor, management, and
ownership in a joint enterprise is made
a reality by some sharing of responsi-
bilities, as well as some sharing of gains
and losses, there will be no lasting basis
for industrial peace or for the perpetu-
ation of democratic government.
There is a further step in the sug-
gested accounting procedure which
might well be utilized to avoid the most
confusing and misleading factor in
wage negotiations. The word “profits”
has been made by persistent propa-
ganda the symbol of an unjustified and
evil gain. This odium is a marvelous
aid to communists; and the outstanding
labor organizations blindly feed more
and more of this ammunition to com-
munists every day in the year.
Conservatives try to meet this propa-
ganda by stoutly maintaining that capi-
talism is a “profit” system, and property
owners who pay good wages are en-
titled to all the remaining “profits.”
Some liberal minded employers urge a
division of profits with employees. And
then a large number of labor leaders
proceed to show their economic blind-
ness by opposing any profit sharing,
although at the same time they are de-
manding a guaranteed annual wage.
Yet, the fact is that any guaranteed
wage must be a minimum wage, be-
cause the maximum wage that can be
paid must always be a contingent wage.
The accountants can render a great
service in laying the basis for fair wage
fixing if they will assist in bringing out
of the mystic maze of corporate ac-
counts the simple figure of the annual
amount “available for distribution” to
labor, management and owners. I
would call this “distributable proceeds.”
It would be the source of wage pay-
ments, management salaries, ownership

dividends, and reserves for contingen-
cies and betterments.

Perhaps, in self-protection, I should
explain that for more than thirty years
I have been intensively engaged in
analyzing public utility accounts, as
counsel for consumers; in analyzing
corporate accounts, as counsel for labor
unions; and in working over and prov-
ing up corporate accounts as counsel
for private corporations subject to SEC
regulations. Hence I am acutely aware
of problems in connection with depre-
ciation, maintenance, inventories, costs
and fixed charges and many other ac-
counting questions to which no refer-
ence has been or will be made.

But, T am thoroughly convinced that
until the “profit” demon can be exor-
cised and organized labor can be forced
to face and deal with economic facts,
there will be no possibility of negoti-
ating settlements of wage demands on a
satisfactory and enduring basis. Just
so long as labor representatives are en-
couraged to seek success in forcing de-
lusive wage increases that injure the
workers more than anyone else, we shall
have a perennial series of wage in-
creases, price increases, inflated dollars,
and inflationary profits, with the ever-
rising threat of national disaster and
political revolution.

If, however, our corporate account-
ing could make clear to an intelli-
gent worker that there are really no
“profits,” in a business except when
there are unusual gains, in which he
can expect to obtain his just share, per-
haps he would see more plainly the
folly of stopping production and reduc-
ing the amount of “distributable pro-
ceeds” out of which he must get his
livelihood.

If corporate managers and labor
representatives could agree on a sane
method of distributing these proceeds
then the accountants could establish a
“surplus” item that might finally exor-
cise the “profit” demon. '
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To accomplish this there should be
deducted from the ‘“distributable pro-
ceeds,” first, the total of ‘“normal
wages” which would be the total
amount of assured wages fixed by col-
lective bargaining as minimum com-
pensation for the wage-earners. This
should never exceed the amount of an
annual payroll which, in the light of
past experience, can be surely met.
Thus something resembling an annual
guaranteed wage would be established
for the normal force. In fact, such an
agreement might make it possible for
many concerns to establish an annual
wage assurance.

Second, there should be deducted
also the “normal dividend” on com-
mon stock which had been established
by agreement as minimum compensa-
tion for the capital invested—an amount
sufficient to encourage further invest-
ments if needed.

Third, the amount remaining, if any,
after deducting minimum compensa-
tions for labor and for investment
might be designated ‘“available sur-
plus.”

A permanent wage agreement would
provide that in an annual negotiation
it would be determined, whether there
should be a distribution from this sur-
plus of an amount sufficient for both
a supplemental wage to the employees
and a supplemental dividend to stock-
holders, and a transfer of the balance,
if any, to an earned surplus account
available for betterments. Or the nego-
tiators might decide to retain the dis-
tributable surplus for a year in order
to protect future wages and dividends.

Of course there are many varieties
of agreement which might be made,
including for example the transfer of
a fixed amount of any available sur-
plus to earned surplus and distribution
of the balance. But the main point is
that wage demands could be formu-
lated on a firm basis of economic real-
ity—not demanded on the hazardous
assumption that future *“profits” can

10

be divided before made, or under the
delusion that price increases need not
follow wage increases.

Recently I studied an analysis of in-
come and expenses for the year 1946
published by a public utility, which
was largely in accord with the account-
ing procedure which I have suggested.
It showed operating revenues amount-
ing roughly to $6,500,000. From this
amount was deducted a total of in-
evitable expenses not including wages
but including taxes and depreciation,
which amounted to almost $3,000,000.

This left a little over $3,500,000
for payment of wages and salaries. The
wages alone amounted to over $3,300,-
000—or nearly 94 per cent of the in-
come available after payment of other
necessary expenses. After deducting
these wages and the modest amount of
$61,800 for all salaries of executive
officers, there was left in net earnings
from operation a little over $156,000,
or less than 1 Y2 per cent return on the
property used in this public service. It
is a further interesting fact that in the
expenses deducted before the deduction
of wage payments there was also an
item of $620,000 covering dismissal
wages and pensions — which should
really be regarded as an additional
wage payment.

You may expect me to report that
on the basis of such a candid showing
this company has no labor troubles and
faces no demands for increased wages.
Unhappily that is not true. Nor would
I attempt to argue that industrial peace
will be established by proving and
compelling universal acceptance of the
simple fact that 86 per cent of the total
revenues of our major industries are
paid out for labor. But I do believe that
the only road toward industrial peace
and the only road that leads away from
the economic and political catastrophe
of communism is the road of candid
accounting and fair distribution of the
proceeds of corporate enterprise.

If the accounting is to be candid it
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must be understandable by a man of
ordinary intelligence, without much ex-
planation. If the distribution of pro-
ceeds is to be fair it must be one that
will be acceptable to employees who
have at least as much influence over
wages as large stockholders have in ob-
taining reasonable dividends. In truth
if the organized employees can’t exert
more influence over management than
most stockholders do they are not likely
to be satisfied!

Since I have taken advantage of the
opportunity of addressing you to pre-
sent only one general suggestion of ac-
counting aid in labor-management rela-
tions, I should not close without ex-
pressing my appreciation of the efforts
of many progressive accountants in
recent years to make real contributions
to the solution of labor problems. Not
only have many suggestive ideas been
brought forward, but much progress
has been made in simplifying and popu-
larizing corporate statements.

Most important of all is the main-
tenance of professional integrity. I am
a member of a profession which actu-
ally has ethical standards, but which
is regarded apparently with at least as
much popular suspicion as popular es-
teem. So I sometimes sigh enviously at
the respectful manner in which courts,
commissions, and committees accept
cheerfully the exhibits, and swallow
gratefully the pronouncements, of ac-
countants. Even labor leaders, suspi-
cious of necromancy in complicated
tabulations, will usually assume that the
figures presented by a qualified account-
ant are correct and the computations
accurate, even though they may suspect
that the distinction between earned sur-
plus and paid-in surplus is an invention
of the devil:

Also, I have had one comfort in ad-
dressing you in my assumption that you
would realize that my criticisms of labor
leadership do not spring from emotional
or economic bias but from a lifelong
study of mathematical and economic
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facts. There are a great many other-
wise sensible people who have no un-
derstanding of the relationships of
wages, prices, cost of living and infla-
tion, people who do not know that to
brng about a general increase in wage
levels, while trying to hold down prices
and the cost of living and to prevent in-
flation, is sheer lunacy. Any account-
ant must know that.

Any accountant knows that, nor-
mally, increased costs should be bal-
anced by increased revenues. Any ac-
countant knows that so-called material
costs are largely labor costs—and that
direct- and indirect labor costs are the
dominant items of expense and the basis
of all prices. If wages of steel workers
are increased and at the same time in
a general wage movement the wages
of coal miners, ore miners, and trans-
portation workers are likewise in-
creased, it should be obvious that steel
prices must reflect the increased mate-
rial costs that will be paid by steel com-
panies. But when an economist points
out that the labor costs of industry as
a whole take approximately 86 per cent
of operating revenues he is met with a
roar of protest from labor representa-
tives who shortsightedly see only the di-
rect labor costs of one enterprise or
industry.

In the case of the public utility which
I previously described direct labor costs
were about 50 per cent of operating
revenues, but the important facts were
that all material costs and taxes were
largely labor costs and after these
were paid the employees of the utility
took over 94 per cent of the distribut-
able proceeds.

I feel assured that any accountant
knows that ‘“earnings” and ‘“‘income”
are not ‘“‘profits.” I feel sure that no
modern accountant will ever quote Mr.
Webster to the effect that the excess
of income over expenditures is a
“profit”—at least no accountant who
wants to render any aid in improving
labor-management relations. The neces-
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sary compensation of invested capital
is no more a “profit”—in the popular
sense of the word—than the necessary
compensation of labor is a “profit.”
And so I come to my final conclusion

that the accountant who is to render
valuable aid in collective bargaining
should be, not only a master of figures,
but also an artist—a very careful artist
—in the use of words.

Accountancy Legislation and
the Public Accountant

By WaALTER G. DRAEWELL, CALIFORNIA

Member, American Institute of Accountants

HE BACKBONE of any profession

" is high standards of competence

and conduct, for it is through

the medium of high standards that the
" public welfare is served. Those stand-
ards may be formulated by statute or
by voluntary means, or by a combina-
tion in which the minimum standards
prescribed by law are supplemented
by self-imposed standards of a higher
order. In any case, they must be free
from motives which are primarily self-
serving. Particularly where legislation
is employed, such legislation must
truly implement professional standards
if it is to have a rightful place on the
statute books. To have authority, stand-
ards must be binding upon the entire
profession, and this carries the pre-
sumption of unity. With these self-evi-
dent propositions before us, let us ex-
amine the professional status and stand-
ards of the public accounting pro-

fession.

Today there are certified public ac-
countants and public accountants who
offer their services in fields which are
identical in every respect, except that
the right to use the CPA title is re-
served to the certified public account-
ants. There are laws in all states, the
District of Columbia, and the territories
which fix minimum standards of com-
petence for certified public accountants,
whereas there are no laws whatsoever
fixing standards of competence for pub-
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lic accountants, unless the accepted
meaning of standards can be stretched
to cover the secondary levels of com-
petence provided for public accountants
in the recently enacted New Mexico
law, to which I shall allude later. The
laws of some states prescribe standards
of conduct or codes of ethics for certi-
fied public accountants and public ac-
countants alike, while those of other
states are silent on the subject. The
certified public accountants have pro-
fessional societies in every state of the
Union and the territories together with
a dynamic national organization, all of
many years’ standing and all with codes
of ethics. The public accountants have
only recently formed professional socie-
ties in a number of states, together with
a parent organization; all of them may
be presumed to have adopted codes of
ethics as a matter of course, but it re-
mains to be seen whether those codes
or the organizations themselves will
minister to professional standards.
Membership in the professional organi-
zations of either group is voluntary, and
neither includes all those eligible for
membership. In a few of the less popu-
lous states, there are societies which ad-
mit both certified public accountants
and public accountants, the latter usu-
ally as associates, and in many of the
smaller communities throughout the
country there is professional fraterniza-
tion of an informal nature between the
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certified and non-certified groups.

It goes without saying that such a
patchwork will hardly meet the test of
professional solidarity and unity. The
state of mind within the profession con-
cerning the issues involved in this array
of inconsistencies is far from reassuring.
Feelings have run high and the friction
generated by the clash of opposing
views has tended to becloud the real
issues and objectives. To clear the at-
mosphere, let us glance into the back-
ground of the profession and some of
the problems which are now disturbing
it. -

In common with the other learned
professions, public accounting came in-
to being and grew in response to a need
for services requiring absolute integrity
and a high degree of technical skill.
In the origin of public accounting there
was also, and perhaps even more com-
pelling, the need for objective judg-
ment, which we call independence. In-
dependence is as indispensable to pub-
lic accounting as justice is to law and
the “Hippocratic Oath” is to medicine.
And the reality of independence does
not hinge upon the various levels of
other professional attainments signified
by titles such as chartered, certified,
registered, licensed, etc. This leads to
the conclusion that there is no “char-
tered public accounting,” “certified
public accounting,” or any other special
shade or hue of public accounting. Ac-
cordingly, as the first step in clarifying
the issues now under consideration, we
must keep our sights trained on the
whole of the public accounting profes-
sion and not on one or more of its
denominations.

Many of us rather thoughtlessly fall
into the error of associating the birth
of public accounting in this country
with the enactment of the first ac-
countancy legislation some fifty years
ago. There is evidence that services de-
scribed as public accounting were of-
fered long before that, although it re-
mained for the twentieth century, with

its matchless development of commerce
and industry, to bring about the most
momentous changes of all time, par-
ticularly in the United States of Amer-
ica. The impact of two world wars and
an intervening depression of world-
wide dimensions was tremendous. The
wars ushered in complicated and far-
reaching income tax laws and other
regulations, the processing of which

~gave professional accounting great im-

petus. Particularly the last war, with
its vastly broadened tax base and more
minute regulation of business, saw also
the emergence of a horde of individuals
who, sensing profit in the bewilderment
of small businessmen and other citi-
zens, set out to capitalize on that be-
wilderment under the guise of public
accounting. The depression witnessed
the enactment of securities and ex-
change legislation which exerted a great
influence on modern public accounting
thought and, together with income
taxes, cast the spotlight on the public
accounting profession.

The significant advances of the twen-
tieth century are evidence of much
tempering and shaping by evolutionary
forces, and, more than that, they are
a monument to the broad vision and
high calibre of the founders of the pro-
fession. I refer specifically to those who
brought recognition to the profession
by giving it cohesion and by distilling
practices and ideals into standards.
This was accomplished in Great Britain
by the formation of Societies which
were incorporated by royal charter, the
first one being formed in 1853. Under
authority granted by their respective
charters, the various societies set up
standards of competence and conduct
for their members and issued degrees
or, more precisely, special titles. The
example and encouragement from that
source did much to promote the forma-
tion of accounting societies in the
United States. One of these was the
American Institute of Accountants,
which was founded in 1887 under the
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name of the American Association of
Public Accountants.

Through the efforts of these societies,
there evolved the first accountancy law,
which was enacted in the state of New
York in 1896. This has been designated
as a permissive type of legislation, and
it departed from British models chiefly
in the manner of conferring titles. In
the United States, the authority became
vested in the state government, whereas
in Great Britain it was the function of
the chartered societies. However, both
were voluntary and neither sought to
restrict or regulate the practice of pub-
lic accounting except in the use of
titles.

The New York law was the fore-
runner of permissive legislation which
in the course of time was adopted by
the other states in the Union and the
territories. During the twenties, the evo-
lution of thought on accountancy legis-
lation began to manifest itself by the
introduction of modern regulatory leg-
islation, and today, there are eighteen
states which have laws setting up mini-
mum standards of competence for all
those wishing to enter the public ac-
counting profession.

Notwithstanding the lofty aims of
accountancy legislation, and its undis-
puted contribution to the public welfare
through the medium of professional
standards, its history contains many
angry chapters. The birth of account-
ancy law is now heralded as ““the most
important milestone in the history: of
accountancy,” yet, all was not bliss
when it was conceived nor has tran-
quility distinguished its career. From all
accounts, the enactment of the first law
was not accomplished without first a
reconciliation of divergent views of the
two accounting societies of that day.
Then in 1901, the waiver clause was
reopened to those who could have
qualified in 1896. Since that time, New
York and all other states have experi-
enced many baldly cynical attempts to
lower professional standards by the
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waiver route. And, sad to relate, the
proud standards of the CPA certificate
of New York have finally fallen upon
evil days as the result of a foul blow
delivered by the legislature this year.
The consequences of that action must
be reckoned in the future, but it seems
safe to predict that there will be seri-
ous repercussions in the other states.

The troubled career of permissive
legislation deserves considerable empha-
sis, since there are some who seem to
believe that threats of waiver are
uniquely a feature of modern regula-
tory legislation. They describe regula-
tion as “appeasement,” a “rash experi-
ment,” “frivolous,” “insupportable,”
and even “catastrophic,” and condemn
it accordingly. This is exaggerated
anxiety at best and could be dismissed
lightly were it not for the zeal and
eloquence of those who hold such views.
Whatever the imperfections of regula-
tory legislation may be, that form of
legislation has nothing sinister in its
objectives and it is no more hospitable
to evil designs than is legislation of the
permissive type. The issues of The
Journal of Accountancy of two, three,
and four decades ago abound with ac-
counts of threatened waiver and other
dilution of standards, and that was
during the years when permissive legis-
lation held full sway.- These incessant
attacks, which reached some sort of
climax in the infamous Oliver Bill of
New York, should give pause to those
for whom permissive legislation holds
so much enchantment. This turbulent
history is submitted neither as an in-
dictment of permissive legislation nor as
a reinforcement of regulatory legisla-
tion. Both have been or may be vic-
timized by those whose scruples have
failed to keep pace with their ambi-
tions. The choice between the two
forms of legislation should be made
solely on the basis of their prospective
long range contribution to professional
standards.

I have mentioned that modern regu-
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latory legislation first appeared upon
the scene in the twenties. Its advent
seems to have been marked by little
more than earnest debate of the merits
of regulation. It seems to have been
regarded as a natural step in the de-
velopment of the profession, so long as
it was constitutional and free from in-
justice. The state of Maryland is gen-
erally regarded as the birthplace of
modern regulatory legislation with the
enactment of such a law in 1924. Of
the eighteen states which have adopted
regulatory legislation to date, nine did
so in the twenties, three in the thirties,
and six in the forties.

One is led to wonder whethér the
seeming wane in popularity of modern
regulatory legislation after the twenties
was prophetic of the bitter controversy
to follow. It may be mere coincidence,
but, as the public accountants began to
identify themselves more actively with
the modern regulatory movement, the
cautious attitude of some certified pub-
lic accountants turned to one of suspi-
cion and then to firm conviction as to
the unmitigated perils of regulation.
The latter stage has seen the certified
public accountants squared off against
themselves over the asserted right and
wrong of regulation. Charges of vision-
ary and reactionary are exchanged
freely as the stalwarts on each side face
each other belligerently and uncompro-
misingly. Both sides piously invoke pro-
fessional standards and the public wel-
fare as a cover for a violent contest of
wills. There is pause only at such times
and in such areas as the initiative on
regulation is lost to groups of public
accountants.

During recent years, a further note
of discord has been injected by certain
public accountants who advocate meas-
ures which might well set the stage for
the collapse of organized professional
standards and justify the worst fears
of those opposed to regulation. The un-
yielding impact of opposing views on
these measures has defeated modern
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regulatory legislation in some states or,
as in California, caused the enactment
of an abortive law. ‘This is not to im-
ply that the certified public accountants
have erred in their judgment of the im-
mediate issues, but simply to point up
the utter folly of indulging in what
virtually amounts to civil war. The situ-
ation is further aggravated by those
from the ranks of the public account-
ants who stridently charge the certified
public accountants with having set
themselves up as the ‘“chosen instru-
ment” of the profession. This is of a
piece with the ‘“economic royalist”
chant of a few years ago and is no less
stupid or vicious. Recourse to such tac-
tics has made the opponents of regula-
tion even more resolute and provoked a
matching intemperance, which is cer-
tainly no antidote for, or a rebuttal to,
class conflict propaganda.

This outline is perhaps a bit unvar-
nished, but it is a not unfair sketch of
a disorderly situation within the profes-
sion. As with all generalizations, it is not
equally applicable to all certified public
accountants or public accountants or
to all sections of the country, for, as in
all lines of human endeavor, it is the
aggressive and articulate minority
which attracts the most attention. It is
small wonder that the spectators have
become bewildered and exasperated at
this house doubly divided against itself.
It behooves the profession to face the
situation squarely and set that house in
order. It must declare itself on the sub-
ject of legislation and bring about some
semblance of consistency, and in the
process it must frame a constructive
relationship between certified public
accountants and public accountants, if
there is to be an atmosphere which is
congenial to professional standards.

You will have observed that I have
spoken repeatedly of modern regulatory
legislation. I have called it modern in
order to distinguish it from that form
of regulatory legislation which was un-
der consideration in earlier years and
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which contemplated outright waiver.
For perhaps thirty years after the enact-
ment of the first permissive law, there
was considerable agitation both within
and without the ranks of the certified
public accountants for bringing the en-
tire profession under regulation by that
means. Actually, the subject of regula-
tion or restriction for public accounting
has engaged the minds of public ac-
countants ever since they first began to
assert themselves as members of a pro-
fession. I did not look up the record
of the proceedings whereby the public
accountants first became organized, but
subsequent accounts of those happen-
ings indicate that regulation was seri-
ously contemplated in both Great
Britain and the United States. This was
quite natural when one recalls that the
philosophy of regulation goes back to
the merchant and craft guilds which
came into being in the Middle Ages.
These guilds set the pattern for the
apprenticeship system in Great Britain
and its parallel, experience require-
ments, in the United States. The first
unsuccessful attempt at accountancy
legislation in this country also contained
some regulatory features. From that
time forward, the subject seems to have
been given much serious thought. In
the very first issue of The Journal,
which came out in November 1905,
there appears an article on “Profes-
sional Standards,” written by Robert
H. Montgomery, in which, among
other things, he advocated regulation.
In the following month, namely, De-
cember 1905, J. M. S. Goodloe con-
tributed an article, entitled “Should
the Practice of Public Accounting be
Limited to Certified Public Account-
ants?” and he answered that question
in the affirmative. Similar views were
expressed by other leaders of that day
and later. Such opposition as existed
may be summed up as reluctance tc re-
open waiver and misgivings concerning
the wisdom of inviting wider bureau-
cratic control which was deemed to be

16

inherent in regulation.

In 1924, the certified public account-
ants and other interested parties in New
York drew up a regulatory bill, which
reopened the waiver clause, and they
succeeded in having it passed by the
legislature, only to have it vetoed by the
governor. In 1925, the New York So-
ciety sponsored a similar regulatory
bill, but this was defeated in the legis-
lature. In 1926, still a third bill of that
type was introduced, but this time the
New York Society joined the opposi-
tion because of the reckless abandon
with which waiver certificates were to
be issued, and the bill was defeated.
General professional interest in the
waiver clauses of the regulatory laws
proposed in New York, and the many
problems with the existing permissive
legislation, such as the urgent need for
stabilizing standards so as to remove
the obstacles in the way of reciprocity
between states, seem to have overshad-
owed the Maryland law of 1924 and
similar non-waiver legislation enacted
in other states. Certainly there was no
semblance of the stout opposition which
that form of legislation has encountered
in more recent years.

There is one further point in con-
nection with the evolution of thought
on the subject of regulation for the
public accounting profession in this
country. It seems clear from the record
that regulation was manifestly desired
at the very outset, but it was deemed
premature because the profession had
not become fortified with the necessary
literature and educational facilities for
the training of recruits, and that, in
turn, magnified the constitutional ob-
stacles which were considerably more
formidable then than they are today.
The idea seems to have been that the
profession had to learn to walk before
it could run, and the permissive type
of legislation seems to have been
adopted as a more or less temporary
device to bridge the gap. This pattern
has a respectable counterpart in the
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growth and development of the public
accounting profession in Great Britain,
where the public accountants began to
exert themselves to bring about unity
and regulation even before the turn of
the century. Finally, in 1946, a regula-
tory bill was drafted which had the
approval of all interested parties, and
it is now before Parliament. It is sig-
nificant also that the province of Que-
bec has recently turned to regulation,
and that other provinces of the Do-
minion of Canada have it under con-
sideration.

We see then that the idea of regula-
tion for the accounting profession has
had long standing, widespread, and
solid support. The earlier plans for
regulation contemplated waiver, but
efforts to establish it in that manner
met with no success. The modern type
of regulatory legislation has avoided the
problem of waiver by licensing the pub-
lic 'accountants. This is referred to
rather scoldingly by some as “two
class” legislation, a designation which
is true only in the narrow sense that
there is statutory recognition of two
classes of public accountants. Actually,
a second class of public accountants
was established by the enactment of
the first permissive law over fifty years
ago, under which anyone was permitted
to engage in the practice of public ac-
counting, but the privilege of using the
CPA title was reserved to those who
met certain minimum standards of
competence. Regulatory legislation,
such as is now under consideration,
operates to bring about a closed pro-
fession in an orderly fashion by means
of setting those minimum standards of
competence for the CPA certificate as
a requirement for all further recruits
to the profession, but without altering
the position of those who are already
established as public accountants, other
than to give them the statutory title
of public accountant. Curiously enough,
the type of regulatory bill which is
sponsored by the National Society of
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Public Accountants would reverse the
wheels of progress by substituting a
level of standards lower than the mini-
mum standards now required for the
CPA certificate and discontinue further
issuance of the CPA certificate. Obvi-
ously, this is but the first knock on the
back door for a waiver hand-out.

I have stated that the choice between
permissive and regulatory legislation
should be made solely on the basis of
their prospective long-range contribu-
tions to professional standards. We are
all acquainted with permissive legisla-
tion, so let us examine the regulatory
type more critically. This entails a de-
termination of the proper scope of
regulation, in conjunction with a study
of its constitutionality, its benefit to the
public, its benefit to the profession, and
its hazards.

Generally speaking, there is quite a
wide difference of opinion between the
certified public accountants and the
public accountants as to what is con-
sidered the proper scope of regulation.
The Institute, with one eye on consti-
tutionality and the other on the stature
of the profession, has placed a fairly
narrow construction on it. It leans to
the view that the police powers of the
state cannot be invoked properly except
in those areas which involve the public
interest, by which is meant those situ-
ations which involve the signing of re-
ports or statements “in a manner indi-
cating that the signer has an expert
knowledge of accounting or auditing.”
On the other hand, the public account-
ants, perhaps in the hope of legislating
competition out of existence for a con-
siderable volume of their services,
would extend the field of regulation to
include part-time or public bookkeep-
ing, the preparation of all manner of
governmental reports, and other inde-
pendent services of a clerical nature. It
seems to me that both views are some-
what extreme. I believe that the mod-
ern concept of regulation will include
all services, the performance of which
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requires professional skill, and will ex-
clude those which are of a routine
character.

I do not pretend to pass upon the
constitutionality of regulation in the
field of public accounting. There has
been much discussion and competent
legal opinion on this subject. In general,
we may say that the court decisions
have varied with the manner in which
the legislation was written, and, more
particularly, with the recency of the
decisions, since the recognition of the
need to protect the public from incom-
petence in this field is 2 modern trend.
The current situation is summed up
in the following language in American
Jurisprudence (Vol. 11, page 1032,
Sec. 275):

“The power of the state to provide
for the general welfare authorizes it to
establish such regulations as will secure
or tend to secure the people against the
consequences of ignorance and incapa-

city. To that end it may exact a certain.

degree of skill and learning in profes-
sions and pursuits which concern the
public health and welfare and are of
such a character that a special course
of study, training, or experience is needed
to qualify one to pursue such callings.”

From the foregoing, it would seem
" to be within the police powers of the
state to insure that persons who repre-
sent themselves as members of a pro-
fession have the minimum qualifications
necessary to the discharge of those re-
sponsibilities. Hence, the public inter-
est or welfare, as applied to the public
accounting profession, seems not to be
limited to those areas in which known
or potential third parties are involved
but to any services of a truly profes-
sional character.

Many certified public accountants
and public accountants have felt that,
in order to qualify for a waiver license,
there should be evidence of some .de-
gree of competence. The regulatory
laws of some states have contained pro-
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visions to that effect, while in other
states there was doubt as to the consti-
tutionality of depriving a person of his
legitimate means of livelihood even
though it had become that but recently.
Indications are that the setting of rea-
sonable standards as a prerequisite to
the issuance of a license is more a mat-
ter of the pleasure of the various legis-
latures than a matter of constitution-
ality.

Professor A. C. Littleton, of the
University of Illinois, reasons well for
regulation as an instrument for the wel-
fare of the public and the profession
in the January 1947 issue of The Ac-
counting Review which was reproduced
in a later issue of The Journal in the
following part:

“Some observers will interpret the
growing tendency in the profession to
favor restrictive legislation as indicating
one more area where monopolistic ideas
are hard at work. Actually this movement
is the most tangible evidence to appear
in fifty years that large numbers of pro-
fessional accountants are becoming in-
creasingly alive to the existence of two
underlying facts: that the success of the
profession as a whole amounts to more
than the sum of the successes of its mem-
bers; that the welfare of the profession
(and through it, of individuals) is closely
bound up with the contribution it makes
to the public welfare. Since dependable
accounting information is indispensable
in a modern industrial and capitalistic
democracy, it is in the public interest that
such information shall be inspected by
independent, competent, and impartial
experts. It then becomes a matter of pub-
lic interest that the competency of
the ‘inspectors’ shall be tested and that
the ‘inspecting’ shall be restricted to the
competent. This is the essence of the
idea back of restrictive legislation for
public accounting. And support by pro-
fessional societies of this legislative de-
velopment is more by far an indication
of recognition that the public interest can
best be served by competent individuals
who are under the restraints of profes-
sional discipline than it is a sign of big



Accountancy Legislation and the Public Accountant

ideas of occupational monopoly.”

The benefits to the profession
claimed for regulatory legislation par-
allel all those claimed for permissive
legislation and include also the promise
of ultimate unification or stabilization
of the profession. Obviously, the mere
enactment of legislation, whether it be
permissive or regulatory, cannot per-
form the magic of conjuring up pro-
fessional standards of competence or
conduct where none existed before;
neither can it transform weak or way-
ward standards into strong or upright
standards. But legislation does lay the
foundation upon which may be built
a structure which, with the passage of
time and well-directed effort, will sup-
port a higher level of minimum stand-
ards, and, in the case of regulatory
legislation, it will also foster uniform
standards. The benefits of establishing
and enforcing standards of conduct are,
of course, available as soon as the en-
forcement machinery functions. On the
other hand, the standards of compe-
tence will rise but slowly as the incom-
ing members are carefully screened and
the existing members gather weight.
Ultimately, all practicing accountants
will have measured up to uniform mini-
mum standards, and that is the para-
mount aim of regulatory legislation, one
to which permissive legislation can not
hope to aspire.

Since professional standing is solely
a matter of personal attainment, it is
difficult to see how a person of meagre
qualifications can injure the prestige
of the profession any more with a li-
cense than without one, particularly
since legislation provides the machinery
to place such a person under restraints.
Insofar as legislation can confer profes-
sional standing upon any individual, to
that extent, at least, those who become
licensed must be recognized as profes-
sional accountants, even though there
be some whose professional qualifica-
tions are but barely marginal. What-
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ever unearned laurels may be bestowed,
that is a small price to pay for unity,
without which the profession cannot
achieve a uniformly high level of stand-
ards.

One of the gravest dangers to the
prestige of the profession is lack of
unity, and it behooves every member,
whether certified or not, to bend every
effort to remedy that condition. With-
out unity, the profession may become
the prey of those who, among other
things, would seek to curtail its activi-
ties. As you know, the public account-
ing profession has had to combat re-
peated attempts to make income tax
practice the exclusive field of the legal
profession, notwithstanding the fact
that accountants pioneered the field
and continued to render this indispens-
able service over a long period of years
without aid or comfort from other
sources, save where the practice of law,
as such, was involved. The leaders in
the legal profession are quite conscious
of the fact that their total membership
exceeds by a considerable margin the
visible demand for legal services, and
since the economic status of its mem-
bers has such a strong influence on pro-
fessional standards, they are much con-
cerned with enlarging the exclusive
field of their profession. Since probably
upwards of fifty per cent of the legisla-
tors throughout our land are members
of the legal profession, it is not unrea-
sonable to expect that sooner or later
considerable capital will be made out
of any noticeable lack of unity in the
public accounting profession. Here
again, legislation cannot perform a
miracle, but it will put an end to the
influx of unfit persons who coast along
on the coattails of professional account-
ants with impunity and to the detriment
of the profession. ‘

We come now to the hazards of reg-
ulation. This' is not to suggest that we
can make a study of the price tag and
thereupon decide with finality whether
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or not we shall embrace regulation. At
best, any choice as to regulation itself
is but temporary, for we cannot long
withstand the broad and resistless trend
of the social, political, and economic
forces in which regulation is bound up;
to attempt to reverse the course of this
trend is as futile as it was for King
Canute to attempt to stay the ebb and
flow of the ocean tides. Rather, the
choice is whether regulation will be
adopted or imposed. In either case, it
is only prudent for us to acquaint our-
selves with some of the consequences
of regulation.

One of these is that the CPA ex-
perience requirements may be placed
in an untenable position, since there is
rather persuasive precedent in other
professions for the granting of degrees
upon passing a suitable examination. It
has been asked quite earnestly by legis-
lators and others why the demonstration
of an adequate knowledge of theory
must be supplemented by a thorough
grounding in the application of that
theory. We would be well advised to
re-examine the profession from the
standpoint of minimum standards of
competence and also the schooling fa-
cilities for professional accounting so
as to be prepared to meet attacks from
that quarter convincingly and  con-
structively.

Another possible consequence is that
control of the profession will fall into
the hands of government bureaus. That
there is such a possibility must be con-
ceded, since it is inherent in bureau-
cratic philosophy to seek expansion of
its area and degree of control. However,
the experience of other professions, as
well as the accounting profession in
those states which have regulation, has
been that control has been delegated to
leaders of the profession. By way of a
partial exception, I must say that the
Department of Professional and Voca-
tional Standards in California has
shown symptoms of an appetite for con-
tinued licensing, probably as a result of

exposure to the controversy which pre-
ceded the enactment of the present
law.

Still another possible consequence is
that, in the course of time, there will
develop a shortage of public account-
ants which will necessitate some fur-
ther licensing at a lower level. The
states which have had regulation for
twenty years or more have encountered
no such difficulty. It is inevitable that
the number of those seeking to qualify
for a CPA certificate will multiply as
the privilege of entering the practice of
public accounting without adequate
training is removed. In California, the
highest number of candidates who sat
at the CPA examinations in any one
year before the enactment of the pres-
ent regulatory law in 1945 was 400,
whereas, with the some 900 who are
to sit for the examination which takes
place later this month, there will have
been over 1400 candidates in 1947.
(No attempt has been made to elimi-
nate repeaters from these figures.)
There are undoubtedly a variety of
reasons for this trend, but it does sug-
gest that we may expect an ample sup-
ply of recruits to the public accounting
profession. In this connection, it must
be kept in mind that public bookkeep-
ing is not public accounting.

As 1 see it, the more serious of the
possible consequences of regulatory leg-
islation lie in three objectionable pro-
visions which are sponsored by the
leaders of the National Society of Pub-
lic Accountants, namely, representa-
tion on the state board, continued li-
censing, and overthrow of the CPA cer-
tificate. From my contacts with a con-
siderable number of public accountants
in California, I am led to believe that
these proposals originated with certain
leaders in the National Society of Pub-
lic Accountants who consulted only
themselves. It is my opinion that the
violent attitude toward the CPA certifi-
cate is unknown to the rank and file;
that continued licensing does not have
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popular support; and that there is
general indifference to the matter of
representation on the state board. It is
probable that even its advocates see no
hope of making headway in the elimi-
nation of the CPA certificate, but are
using that to strengthen their position
in bargaining on the other two pro-
posals. At least that was the way things
seem to have worked out in New Mex-
ico, where a split board and continued
licensing were written into the law and
discontinuance of the CPA certificate
was threatened. The situation in New
Mexico is even more sobering than that
of California, and the experience of
both states illustrates what can be done
by the public accountants when they
become mobilized and can enlist legis-
lative support in their cause. Since the
more serious problems which can grow
out of the failure to exercise timely in-
itiative presented themselves in Cali-
fornia, I shall review briefly the events
which took place in that state.
Regulation in California had its ori-
gin with the public accountants who
drew up a bill providing for a separate
class of public accountants to be known
“registered public accountants” who
were to be governed by a separate state
board. Such overtures as were made by

the public accountants to the certified

public accountants were rebuffed, be-
cause, up to that time, the thinking of
the certified public accountants had
been conditioned along the lines of re-
sistance to all change. The rank and
file of certified public accountants were
not aware of the issues and they fell
prey easily to the fearsome spectre of
waiver. Those who sensed the trend of
events were not heard or, being heard,
were not understood or not heeded.
The public accountants became or-
ganized and embarked upon a highly
successful program of enlisting the sup-
port of legislators in their cause. In the
course of events, the certified public ac-
countants found themselves declared in
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as virtual co-sponsor of the public ac-
countants’ bill. The two principal
points of difference concerned repre-
sentation on the state board of account-
ancy by the public accountants and
continued licensing of public account-
ants. Under cover of the contest which
was waged on these issues, the state
employees performed the feat which has
given the California law such dubious
fame, namely, the provision for licens-
ing thousands of the lowest grade ac-
counting clerks., Naturally, this cast
overboard the qualifications provisions
which the public accountants had prop-
erly hoped to have incorporated in the
bill, and to all intents and purposes
made a mockery of licensing. It is to
the credit of the administrative commit-
tees of public accountants, who later
screened some 15,000 applicants, that
anything was salvaged. When the
smoke of battle had cleared away, the
certified group had retained exclusive
representation on the state board and
withstood the pleas for continued li-
censing, while the noncertified group
gained regulation and, as already indi-
cated, was granted sole jurisdiction over
license credentials.

The basic impropriety of the scheme
to install members of the noncertified
group on the state board and thereby
invest them with authority over the
certified group should need no argu-
ment. Even token representation could
easily become mischievous by serving
as an entering wedge for proportional
representation, meaning possible control
of the state board, and the latter could
be but a prelude to granting certifi-
cates by waiver. It would be a betrayal
of the profession and the public to
court the risk of such an eventuality,
no matter how remote.

Continued licensing has no justifica-
tion in logic or precedent. Those who
cite the medical and nursing profes-
sions in support of having two perma-
nent classes of public accountants are
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blind to the fact that nurses are not at
liberty to practice medicine, whereas,
noncertified public accountants may
engage in all fields open to the certi-
fied public accountants, but at a lower
level of standards. It should be obvious,
also, that continued licensing would be
an insurmountable barrier to unifica-
tion of the profession. Finally, contin-
ued licensing may involve not only the
matter of keeping the door ajar for re-
cruits to the field of professional ac-
counting at a lower level, but it would
probably keep the issue of a split board
in a state of constant ferment. Accord-
ingly, it seems that we would be well
advised to be as wary of continued li-
censing as of the open pursuit of repre-
sentation on the state board.

From very inauspicious beginnings in
the contest over these issues during the
1945 legislative session, the California
Society of Certified Public Accountants
and the Society of American Account-
ants (a strong organization of public
accountants in California), succeeded
in ironing out differences remarkably
well. There were thirteen amendatory
accountancy bills before the California
legislature in 1947, and on each of
these the two groups came to an agree-
ment outside the legislative chambers
and succeeded in carrying through their
joint aims. The officials of both groups
were brought together at special events
in Los Angeles and San Francisco, fol-
lowing which there were informal con-
tacts and a series of meetings between
the legislative committees and other
officials of both societies before and
during the legislative session. Out of
this has grown a mutual regard which
promises to clear up the once lowering
atmosphere of distrust and discord.

This brings us rather belatedly to a
consideration of ways and means of es-
tablishing relationships between the two
groups which will promote professional
unity, a subject, which seems to have
fared no better in the debates which
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have taken place within the profession
than has that of regulation. Cordiality
between the two groups cannot flour-
ish so long as there is not harmony on
the vital issue of regulation. It is for that
reason, together with the conviction
that regulation is both logical and in-
evitable in the development of the pro-
fession, that I have dealt at such length
with the problem. So long as there are
states which ignore or actively resist the
regulatory movement, we cannot hope
to have unity within the profession.
Cooperative efforts by selected states
or at the national level will be nullified
unless there is at least promise of con-
sistency. And I cannot think of con-
sistency in terms of concerted efforts
by the certified group to block or re-
peal regulation, for on that route lies
ruinous internal conflict.

The public accountants are bent on
obtaining recognition, and, since regu-
lation is perhaps the most effective
means of achieving that end, they are
pressing their efforts in that direction
with no little vigor. We may expect to
see the crusading spirit among them
take on proportions in direct ratio to
the resistance encountered from the
certified public accountants, and any
overriding success may be expected to
bring with it an uncertain temper. As
a matter of prudence and as responsi-
ble leaders of the profession, the certi-
fied public accountants may be ex-
pected to give proper direction to the
movement, in cooperation with the
public accountants. If we shirk our re-
sponsibility, we cannot complain if
others move in where we have de-
faulted. Recent experiences suggest
that, unless we assume the initiative
and write the regulatory laws, they will
be written for us, with possible mclan-
choly consequences. I am quite unim-
pressed with the judgment of those
who find it beneath their dignity to pay
a potential threat the respect of pre-
cautionary measures. Such an attitude
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is neither realistic nor constructive, and
it certainly ignores the simple lessons
of insurance.

As an over-all policy on cooperation,
I believe that, for the present, we can-
not improve upon the objectives of the
Institute, as expressed in the certificate
of incorporation, which in part, pledges
the members “to unite the accounting
profession” and “to encourage cordial
intercourse among accountants practic-
ing in the United States of America.”
This is of necessity very general and
must be implemented by measures in
the various states to suit local condi-
tions. Density of population and degree
of organization among the public ac-
countants will be the two principal
variables to which we must accommo-
date ourselves.

In general, we may say that the ex-
tent to which both groups feel the need
of cooperation and the methods
adopted to bring that about will vary
with circumstances, but, so long as the
welfare of the profession is the govern-
ing consideration, the results will prove
beneficial. I believe that it is to the
best interests of all concerned that both
groups retain their identities by hav-
ing separate professional organizations.
Healthy cooperation between the two
groups is most likely where the inde-
pendent spheres of each are respected.
Exception to this may prove desirable
in the sparsely settled states where
neither group may be large enough to
function effectively. There can be har-
monious relationship and collaboration,
or friendly neutrality, in all legitimate
aims and aspirations.

Any workable policy of over-all di-
mensions must recognize the responsi-
bility of the certified public accountants
to exercise constructive leadership, and,
above all, it must recognize the per-
sonal dignity of the individual public
accountant. Students of the labor move-
ment see that movement, not in terms
of its less commendable outcroppings,

but in terms of human aspirations for
equality, or freedom from inferiority.
If we can see the movement, which is

' gathering momentum among the pub-
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lic accountants, as a restless urge to
better their station in life rather than a
predatory move, we shall have gone a
long way toward establishing a sound
basis for mutual goodwill and respect.

In closing, I should like to summar-
ize the foregoing remarks. I have
stated my belief that regulation is both
logical and inevitable in the develop-
ment of the profession. I have expressed
the view that there is but one public
accounting profession; that it is not
unified; that it cannot become unified
without uniform standards; and that
uniform standards are not attainable
without regulation. I have pointed to
the evident desire for regulation at the
very outset which was restrained be-
cause it was deemed premature, and
that partial regulation, in the form of
permissive legislation, was adopted as a
substitute, seemingly until such time as
full regulation became appropriate. I
have attempted to distinguish between
the waiver plan of installing regulation,
which was sought unsuccessfully during
the first thirty years, and the licensing
(or modern) plan of regulation which
has been adopted by eighteen states
during the past twenty or more years.
I have attempted to unmask the al-
leged superiority of permissive legisla-
tion over modern regulatory legislation
in the matter of attacks by those whose
scruples have failed to keep pace with
their ambitions. I have outlined some
of the hazards of regulation and have
given it as my opinion that to concede
membership on the state board to pub-
lic accountants or to yield to overtures
for continued licensing of public ac-
countants would be fundamentally un-
sound. I have expressed the conviction
that our only choice in the matter of
regulation is whether we shall await
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its imposition or act while the initia-
tive is still with us. I have given it as
my opinion that we must be unanimous
in our support of regulation, and that
we must work out a constructive rela-
tionship with the public accountants.
May I say again that unity is indis-

pensable to the orderly functioning of
the profession. Progress in the field of
professional standards, on which the
public welfare rests, can only be secured
by recognizing that public accounting
is a single profession, and that a house
divided against itself cannot stand.

Use of Accounting Data in Economics and
Statistics'

By StuarT A. RICE, WaASHINGTON, D. C.

Assistant Director in Charge of Statistical Standards, Bureau of the Budget, Executive Office of
the President

HE FIRST TAsK of a public

speaker is to evoke symbols of

interests that he shares with his
listeners. If I were able to apply this
rule more easily, my acceptance of your
kind invitation to address you might
seem less presumptuous. I am not an
accountant. I have some acquaintance
with economics and may possibly be
entitled to call myself a statistician, al-
though such mechanisms as examina-
tion and certification do not exist in
this country for the determination of
this question. If there is any justifica-
tion for my appearance before you it
lies in my belief that economic statisti-
cians and accountants should under-
stand one another better and should
more effectively inter-relate their ac-
tivities. I shall therefore begin by dis-
cussing the relationships between them.

Relations of Accounting and Statistics

A university colleague once sought to
convince me that statistics is a branch
of accounting. Another contended that
accounting is a branch of statistics. One
of my present official associates holds
that accountants are in part statisti-

1 The writer appreciates assistance received
in the preparation of this paper, among others,
from the following associates in the Federal
service: W. W. Cooper, E. T. Crowder, Paul
Green, J. Weldon Jones, Earle C. King, R. W.
King, Raymond Nassimbene, Charles Smith
and H. C. Walling.

cians, using some of the same pro-
cedures and devices; for example,
punched-card tabulation.

All of these interpretations agree in
the assumption that accountants and
statisticians (at least economic statisti-
cians) do have much in common. We
place the same value upon “indepen-
dence” that Mr. Draewell has just ex-
pressed. [See page 12.] Our data
bear a family resemblance. We often
use each others’ figures. These figures
are viewed with the same combina-
tions of awe, suspicion, disbelief, and
ridicule by a public that tends to lump
us together and does not clearly under-
stand what either of us is about. The
Opinion Research Corporation re-
ported to the Controllership Founda-
tion that large percentages of persons
do not know the meaning of such terms
as “asset” and “liability.” I should
guess that even larger proportions
would decline to distinguish between
“lies, damn lies, and statistics.”

My conception of the basic relation-
ship between accounting and economic
statistics can be illustrated by a parallel.
Before entering government service, my
main field of interest was the method-
ology of the social sciences. Specialists
were then as now secking to establish
scientific foundations for their subjects.
Among sociologists sharp lines were
drawn between partisans of statistical
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method and “‘case” method, respec-
tively. I believe that time has healed
this breach and synthesized the partisan
viewpoints into a broader conception.
The study of individual “cases” of
whatever character, and the statistical
summation of facts uncovered by such
case study, far from being alternative
methods are now generally regarded as
essential parts of the same scientific
process.

In like manner accountants have re-
sponsibility for determining for indi-
vidual establishments or companies the
value of products and sales; the pay-
rolls, costs of materials, and other costs
of production; the value added, etc.
Such items are the indispensable start-
ing points for a large proportion, if not
the majority of current economic sta-
tistics. Statistical aggregates, averages,
and distributions for industries, geo-
graphic units, and products are derived
from the accounting records of indi-
vidual companies or plants. For an ac-
countant the figure expressing dollar
inventory of a manufacturing company
may be one of the end products of his
labor. For a statistician the same figure
may be one observation among others
which he bakes together into a “statis-
tic” for the industry. Which is more
important, the loaf as it comes out
brown from the oven, or the flour of
which it is composed? I think the ques-
tion is meaningless.

In recent years a new type of eco-
nomic statistics has borrowed concepts
from accountancy. The terms “national
income” and “gross national product”
reflect a desire to analyze the economy
of a nation in a manner similar to that
of an accountant in the case of a single
individual or company. International
balances of payment, of much current
concern to statisticians, embody the
same viewpoint. The extent of this
trend is reflected in the statistical econo-
mists’ talk of “social” or “national ac-
counts” and in the “budget for the
nation” discussed in the last budget

document submitted by the President
to the Congress of the United States.

I think that a thorough survey would
lead to the conclusion that both of our
professions have increasingly become
indispensable to business, industry, gov-
ernment, and each other; and that both
have increasingly become imbued with
public interest. The last of these points
is one to which I wish to return.

In going out to swim with you I
have so far managed to avoid the
water. Now I must boldly wade into
accounting questions with which my ac-
quaintance is much too scanty. I shall
not infringe upon your tasks of building
accounting systems from their incep-
tions through the elementary transac-
tions to the significant classifications of
the final report, such as the income
statement and balance-sheet. My com-
ments will be appropriate to users of
your data. These are legion, ranging
from the tyro with a casual interest to
the skilled investment, business or eco-
nomic analyst, and I shall speak for
statisticians among this diversified
army. I will make some mention of
cost as well as financial accounting. I
shall say little about economics except
as statistics based on accounting data
can hardly be anything but economic
statistics, the service of which to econo-
mists will be sufficiently evident. For
convenience I will restrict my attention
to the official use of accounting data.

The differences between official and
unofficial accounting practices and uses
would be an interesting topic for sepa-
rate discussion. One of my associates
draws this contrast:

“In the government it is the custom
to publish budgets but not the final result
of operations. In private accounting the
custom is the reverse. I should like to see
business firms undertake to publish their
budgets as well as financial statements
because (1) it will give valuable informa-
tion to stockholders and enable them to
judge the planning ability of their mana-
gers and (2) provide valuable informa-
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tion on business plans and business opera-
tions (financial statements) for econo-
mists and statisticians.”

This interesting suggestion, while par-
tially relevant to my subject, I shall
pass on to you gratuitously without fur-
ther comment.

In the federal government there have
been three types of uses of accounting
information: (1) accounting is used
internally for administrative control in
a manner similar to that in private bus-
iness; (2) special administrative pur-
poses require the collection of account-
ing information from sources outside
the government, for example, on in-
come tax returns, applications for price
adjustment to the Office of Price Ad-
ministration or applications for loans
to the Reconstruction Finance Corpo-
ration; (3) the requirements of broad
general policy often lead to the statisti-
cal compilation of accounting data col-
lected for purposes of the preceding
type, or to the assembly de novo of
general-purpose data in such inquiries
as the Census of Manufactures.

The first type of use presents no fea-
tures of unusual interest to accountants
outside the governinent. The second
type of use may sometimes be of a sta-
tistical character, in that it deals with
group totals; or it may be non-statisti-
cal in the sense that it deals with indi-
vidual company information. I will
direct my discussion to the second and
third types of uses, with which my office
is especially concerned.

Wartime Experience with Accounting
Information

An account of wartime experience
will illuminate the government’s use of
accounting information and reveal
some of the problems with which gov-
ernment statisticians have been con-
cerned.

It should be remembered that only
a few years ago about one-half of our
national output was being diverted into

war goods. At the same time wages and
profits were paid on war as well as ci-
vilian goods. In consequence the infla-
tionary pressure on the prices of things
that you and I buy was tremendous.
This pressure was held in check by a
combination of higher taxes, bond sav-
ings, rationing, and price control. At
least the last of these, price control,
would have been impossible without
accounting information. It would be
almost impossible to overemphasize the
role of such information in the opera-
tion of the wartime price control and
stabilization programs, hence in the
prevention of much higher prices. Cost
and financial information served as the
primary bases for instituting and ad-
justing general price regulations of the
Office of Price Administration. In ad-
dition, all individual cases, such as the
so-called hardship adjustments, re-
volved around the use and interpreta-
tion of accounting data.

Use of financial and cost data by the
renegotiation authorities of the War
and Navy Departments, Maritime
Commission, War Shipping Adminis-
tration, Reconstruction Finance Corpo-
ration, and Treasury Department is fa-
miliar to most accountants. As the pro-
curement programs of the military
agencies developed they depended
more and more on accounting data. I
refer not only to the cost-plus contracts
which were common in certain fields of
procurement, but also to fixed price
contracts. The taxpayer was spared
billions of additional debt through the
use of accounting information.

The uniform provisions and proce-
dures of the contract termination pro-
gram revolved around data supplied by
accountants. Again this story is so fa-
miliar to you that I need not dwell
on it except to point out that contracts
were terminated and plants cleared
with a minimum of dislocation to pri-
vate industry and with virtually no un-
employment. Accounting facts helped
to make this achievement possible.
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In all of the preceding types of war-
time experience it was frequently diffi-
cult to distinguish between accounting
information obtained as a basis for sta-
tistical aggregates and that obtained for
non-statistical purposes. Frequently the
same information served both types of
purpose.

Early in the war it became appar-
ent that the government would make
extensive use of accounting informa-
tion. In the middle of 1942 the Director
of the Budget requested the creation
by American industry of an Advisory
Committee on Government Question-
naires to consult with the Bureau. To
this Committee (now the Advisory
Council on Government Reports) my
office turned for accounting assistance
and advice. A standing subcommittee
on financial reports was appointed; and
in addition, special subcommittees and
panels from time to time handled more
specialized accounting problems. Other
consultations with business controllers
and accountants were arranged as occa-
sion warranted. The men on these
committees and panels gave unstint-
ingly of their time and energy to the
problems pouring into my office. Theirs
was an objective, patriotic service to
industry, the government, and the na-
tion, of which the accounting profes-
sion can be proud.

May I explain that the Division of
Statistical Standards administers the
Federal Reports Act of 1942. We do
not ourselves collect statistics; but un-
der the Act, with certain exceptions,
we must review and approve all ques-
tionnaires and schedules to be returned
by ten or more respondents before they
may be issued by other federal agencies.

In retrospect, the government’s diffi-
culties in using accounting data as the
basis for wartime statistical controls ap-
pear relatively slight. Solutions satis-
factory to all concerned were in most
cases found. We took the view that
the primary function of accounting was
to service individual management. On
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the other hand, there was need for
standard forms and procedures. These
had to be clear, understandable, and
flexible enough to fit a great variety of
accounting situations. They must not
work undue hardship on any respon-
dent or result in the collection of mis-
leading or inaccurate information.
Finally, they had to be drawn in such
a way as not to obstruct or subvert the
standards which the accounting profes-
sion had itself developed over the course
of years.

The accountants on our committees
were ingenious in finding solutions of
problems within these terms of refer-
ence. Where practice and variations
from practice were fairly standard it
was possible to design the question-
naires so that alternative methods could
be applied and adjustments effected
during the process of review and edit-
ing to reduce the data to comparable
bases. When variations from general
practice could be expected in a small
percentage of cases, the form was de-
signed so that questionable items
would be “flagged” for further atten-
tion. Correspondence or personal con-
ferences with company representatives
could then produce the necessary ad-
justments. In general we tried to avoid
the use of ancillary schedules for com-
panies with peculiarities in their ac-
counting.

As far as financial data were con-
cerned we found it, relatively easy to
devise standard forms and general
instructions which were widely ap-
plicable, easily interpreted by respon-
dents, and which confined variations to
a tolerable range and pattern. It was
frequently possible to use mail ques-
tionnaires with a resulting saving in
time and money, both to government
and respondent.

Where cost data were to be secured,
however, it was virtually impossible to
obtain reliable data through the use of
mail questionnaires. Variations in cost
procedures and terminology were sa
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wide as to necessitate the use of exten-
sive field investigations in virtually all
cases. These were costly, time-consum-
ing, and imposed such strain on a lim-
ited personnel that it was impossible to
obtain the extended coverage needed.
As a result, the government was some-
times forced to rely on inadequate or
obsolete information with resulting in-
equities to persons affected by govern-
ment decisions.

It was nevertheless possible to use
standard forms and procedures in these
cost surveys, and hence to achieve the
uniformity necessary for statistical ag-
gregation, but only when field repre-
sentatives were present to study, inter-
pret, and classify the information pre-
paratory to completing the forms. This
suggests that the necessary core of
uniformity and comparability among
the companies in particular industries
already existed, but that it had not yet
reached the stage of development
achieved in general financial reporting.
Moreover, the forms and procedures
used in a wide variety of studies display
a considerable degree of uniformity
from industry to industry, at least at
the primary level of accounts (labor,
material, overhead, etc.) in which the
government is most interested for pur-
poses of economic analysis.

The Government’s Normal Use of
Accounting Information

Quite apart from the war, account-
ing information serves many special
administrative purposes of the govern-
ment that may be included in my sec-
ond category of uses. It plays, for ex-
ample, a leading role in the establish-
ment of rates by regulatory agencies.
Since government regulation of busi-
ness seems to be on the increase in the
United States, regardless of the party
in power, this use of accounting data
appears to be showing a long-term up-
ward trend.

Even more striking are the broader
contributions of accounting information
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falling into my third category of gov-
ernment uses. In the Division of Sta-
tistical Standards we think it important
that forms and procedures which will
increase the costs of business should
serve as many legitimate statistical and
analytical purposes as possible. Of the
statistics employed in the government’s
over-all policy-making, the greater part
are derived from data gathered in the
first instance for particular administra-
tive purposes.

It is obvious, as already indicated by
my review of wartime experience, that
the harmonization of a plural number
of objectives in the preparation of a sin-
gle report form is sometimes difficult.
Flexibility must be allowed to fit de-
tails to individual situations; but a
minimum standardization and uni-
formity are essential if there is to be
sufficient comparability to permit
meaningful statistical aggregates. To
fail in the reconciliation of objectives
is to invite duplication of reporting re-
quirements which result in extra costs
to both government and business. We
regard unnecessary business burdens in
such cases as indefensible.

The multiple use of a single report
may be illustrated by an income tax
return. The primary use of the data
reported is for tax collection purposes;
but in addition they contribute to the
compilations published annually by the
Bureau of Internal Revenue in the vol-
ume Statistics of Income. These com-
pilations are vital for the study and
reformulation of tax policy. They are
also one of the important bases of the
national income series. The latter, with
other statistical information of broad
character, are among the determinants
of government policy respecting expen-
diture and borrowing.

The estimation of the national in-
come by the Department of Commerce
is a formidable task. In accounting
language it includes the preparation of
a consolidated statement of income and
expense for all manufacturing com-
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panies, in which all duplications are
eliminated. But the statement must be
extended beyond manufacturing to
other types of industries, finally includ-
ing not only agriculture but also gov-
ernment. The accounting data upon
which the national income series rest
are collected almost entirely for admin-
istrative purposes by other agencies.

This all-inclusive series, the revision
“of which has recently been completed
after five years of work to cover the
years 1929 to date, is an indispensable
tool to such groups as the Federal Re-
serve Board, the Council of Economic
Advisors to the President, and others
within and without the government,
who deal with major policy issues. The
wide use of the series by businessmen,
labor groups, research foundations, etc.,
is 2 demonstration of the fact that gov-
ernment and private enterprise, like ac-
countants and statisticians, have many
of the same common interests.

Standards of Presentation

I doubt whether the safe utilization
of accounting data presents problems
for the statistician very different than
for any other intelligent user. His prime
requirements are a reasonable degree
of uniformity, in order to permit the
grouping of like items; a disclosure of
all relevant facts; and a technical lan-
guage sufficiently simple, standardized,
and well-defined as to be intelligible.
~ His interest in accuracy I shall discuss
in a moment.

It was a common complaint a few
years ago that the government did not
adapt its reporting requirements to the
books and accounting procedures of
business companies. Government agen-
cies were perforce compelled to answer
that whenever the books and account-
ing procedures of different companies
should follow or set an industry pat-
tern, the agency would be happy to
adapt its requirements to them. So far
as the complaint continues and has
merit, I believe that the solution of the
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problem is as much a responsibility of
the accounting profession as of the gov-
ernment statistician.

I have no desire to see American
accounting strait-jacketed into uniform
maccuracy Any such imposition would
in my opinion be a great mistake. There
must be flexibility to adapt accounting
procedures to individual situations. As
a matter of fact the statistician can
stand fairly wide variations in account-
ing practice. For example, it is well
known that statements designed to re-
flect statutory taxable net income may
differ widely from prepared statements
for other purposes. Such studies as we
have been able to make, however, show
that in certain key items such as net
income after taxes the divergences in
the aggregates between tax reports and
corporation reports, except in the case
of certain industries with large amounts
of wasting assets—are not statistically
significant. Some items showed more
and some less of such divergence. In
general, categorles on the balance-
sheets were in closer agreement than
items on the income statement.

It is obvious, however, that wide
variations in accounting may produce
distortions in the aggregates. A reason-
able degree of uniformity and adequate
disclosure are thus highly essential and
should not prove impossible. The field
of cost accounting may be ripe for de-
velopments in this direction. The com-
ing threc-year study of the concept of
business income by the American Insti-
tute of Accountants is clearly in the
right direction. I am told that the work
of the Institute’s committees on audit-
ing procedure and accounting proce-
dure is effecting greater uniformity in
practice. The SEC, working in close
cooperation with practicing  account-
ants, has also played an important part
in achlevmg a greater degree of uni-
formity in industry reports.

In the matter of disclosure, the ac-
countant is called upon to show his in-
dependence, good judgment, and cour-
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age. The pertinent facts must be
brought out and properly labeled. This
is one of the points at which the statis-
tician and the general public are com-
pletely dependent upon the accountant.

"One of the principal problems faced
by the statistician is that of preparing
comparable statistical time series cover-
ing a period of years. Aside from the
problem of uniformity, there is the
problem of segregating recurring and
non-recurring items. Failure to disclose
large non-recurring items may seriously
distort time series comparisons.

Another problem is that of attempt-
ing to build up group totals without
duplication, in order to ascertain total
value added. Essentially, it is the prob-
lem of consolidating profit-and-loss
statements applied to an entire industry
or group of industries. Obviously this
can be done only if accounting reports
segregate the more important internal
and external items. Thus, in the profit-
and-loss statement, unless costs of ma-
terials and supplies are shown, it is not
possible to construct an approximate
non-duplicated total of industry costs
and income. Most accounting reports
today dofnot present a profit-and-loss
statement which will permit the group-
ing of non-duplicate costs and income.

I will say nothing more concerning
the technical language of accountancy,
since I anticipate that Mr. Caffrey will
touch upon this question in his address.
[See page 31.]

As to accuracy, the statistician is
broad-minded. He is usually concerned
with group totals and does not need
the degree of accuracy required in an
accounting-for-funds statement. His
primary interest is in the first three or
four significant digits. Ordinarily, for
example, he is not disturbed by an in-
accuracy of 0.1 per cent of the total.
If all the group figures are in millions,
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his totals may be shown only in mil-
lions or tenths of millions. The statisti-
cian is vitally interested in the sub-
stance of the account. Furthermore, he
is interested in obtaining the informa-
tion at the earliest possible date. Conse-
quently, he is willing to sacrifice a rela-
tively small inaccuracy for more prompt
reporting.

The conclusion of the matter for
the statistician, it seems to me, is that
the accountant on his own initiative,
or in response to other public pressures,
may be expected to develop satisfactory
standards in respect to adequacy of
disclosure. This will occur in other par-
ticulars as well. The statistician’s inter-
ests may warrant his most frequent in-
tervention in connection with the es-
tablishment of minimum bases of uni-
formity in accounting practices. For
without such minima, in respects which
the statistician may be in the best posi-
tion to specify, the construction of sta-
tistical aggregates from accounting in-
formation may be thwarted at the start.

Both of our professions are affected
by trends which bring our work in-
creasingly within the spotlight of public
interest. Our products have graduated
from the luxury class to the class of es-
sentials; but we have reached our rec-
ognized positions after long hard strug-
gles. We are now called upon increas-
ingly to show what illumination our
techniques can throw upon the nature
and workings of the national, and in-
deed of the international economy. We
must not fail or shrink from an unac-
customed public inspection, or recoil on
the basis of conservatism alone from
assignments that do not conform to the
accustomed categories and tenets of our
thinking. It behooves us both to keep -
our prejudices in suspense, our armor
spotless, and our white plumes held
high. '
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By JAMEs J. CAFFREY, PENNSYLVANIA

Chairman, Securities and Exchange Commission

BRING YOU greetings on behalf of
I[ the entire Commission and of my-
self. We wish you a pleasant and
fruitful meeting. We would all like to
be with you, but since that is impos-
sible I have accepted your invitation
as an ambassador to a group with
which we have worked closely, ami-
cably, and effectively for a long time.
This is my first address to a pro-
fessional group of accountants; and, I
understand, this is the first time a chair-
man of the Securities and Exchange
Commission has addressed the Insti-
tute. It is a perfect occasion for high-
sounding phrases. But I would rather
use it to do some plain talking. I do
that because plain talk is the substance
of my message to vou.
I cannot afford the luxury of either
a personal or professional bias on ac-
counting problems. Although I am a
lawyer I do not view accounting with
the squint-eyed hostility of some law-
yers. Although I like to speculate about
technical accounting, I have no techni-
cal axe to grind. My position requires
me to bear in mind the needs of in-
vestors, to think in practical terms of
the effect of regulation on company
managements and on those who render
professional services to companies, to
make decisions based on legal consider-
ations and to reach judgments based
on accountants’ presentations. I discov-
ered early that there were two import-
ant things I had to do: think straight
and talk plain. Out of the welter of
complicated legal, accounting, analyti-
cal, and other elements that enter into
our deliberations, the challenge is to
find the issue reduced to its simplest
form and to state the conclusion in the
plainest way possible.
To my mind the accountants’ job is
very similar. Out of the welter of raw
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elements that go into the making of a
financial statement, he must find the
simplest and most sensible rules of or-
der and he must state his conclusions
in the most understandable form pos-
sible. The single, most important chal-
lenge which faces the profession is, to
my mind, the challenge to talk plain.
I do not by any means underestimate
the extent of that challenge.

Perhaps the most striking thing about
your profession is the enormous change
that has taken place in the position of
the accountant. From the simple scriv-
ener tabulating receipts and disburse-
ments, with limited functions and lim-
ited responsibilities, he has become the
processing plant through which the raw
data of finance must pass before it can
be compiled in the vast financial ency-
clopedia of our time. To the terminol-
ogy of receipts and disbursements he
has had to add a language to describe
newer concepts; within the framework
of the balance sheet and income state-
ment he has had to find a place for
items of multiple, complex, and am-
biguous character. To the simple di-
mension of income and outgo there
have been added new dimensions in
which to reflect spending not yet done
and receipts not yet in hand.

Further, the accountant for the large
enterprise is often called on to account
for the operations of an “entity” only
in the bare legal sense. Within a single
corporate framework there may be divi-
sions, each one of which represents an
enterprise almost independent in its or-
ganization and operation. The holding
company system has, on the other hand,
required the development of techniques
of combination and consolidation to
account for a diversity of corporate en-
tities in reality joined in a common eco-
nomic enterprise.
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To these difficulties have been added
many others. Not only is the imagina-
tion staggered by the growing size and
complexity of what the accountant
must account for, but it is not always
clear even for whom accountants ac-
count. The single enterprise is no longer
the personal concern of one owner or a
small group of owners. Its ownership
is likely to be spread among vast num-
bers of security holders, aggregating
into a mass of conflicting legal and eco-
nomic interests in the single business
unit. In any given situation the exercise
of an accountant’s judgment may vi-
tally affect the ownership interests of
one competing group of security hold-
ers as against another.

History seems to have an endless
storehouse of burdens for the account-
ant. His presentation must also satisfy
the regulatory agencies interested in the
operations of the economic enterprises
for which he accounts. One group in
government is charged with protection
of the revenue, another with the pro-
tection of security holders, another with
the protection of rate payers, another
with the protection of employees, and
so on. Each of these bodies may ap-
proach the balance-sheet or the income
statement with a different emphasis,
and may read it for a different message.
Nevertheless, the accountant is expected
to produce one single adequate, truth-
ful, and understandable statement.

History has thus thrust the account-
ant into a crucial role. Management,
labor, conflicting groups of investors,
potential investors, and governmental
interests make vital decisions based on
the story told by the accountant. Yet
the accountant is no mere reporter who
sits by the sidelines giving a play-by-
play description of the business. Save in
the simplest kinds of business, he has
been given a task which embraces in-
terpretation as well as mere recording;
judgment as well as mere tabulating;
art as well as science.

What does this add up to? Perhaps

the simplest way of putting it is to say
that the accountant’s position has be-
come a position of power. In this re-
gard history has an even hand; with
power she doles out responsibility. The
full measure of that responsibility is a
full bible of accounting. I have neither
the time nor the ability to cover that
much ground. I would like to touch
briefly on some problems that, with the
layman in mind, strike me as basic and
perpetual.

An accountant necessarily deals with
the terms of art. But those terms have
popular meanings to the non-profes-
sionals who read and rely on account-
ants’ statements. While I might be ill
at ease in technical arguments about the
full implications of such words as
“profit,” “income,” “surplus,” and “de-
preciation,” when I read an account-
ant’s statement I have a very well-
defined reaction to these words. I as-
sume that the character and quality of
these accounts are the same for differ-
ent statements of the same or different
businesses. I assume that the account-
ant has told me how much the business
made or lost during the year and how
much it can pay out without impairing
the investment. I expect the statement
to be complete: if it covers income and
outgo, I feel entitled to believe that
charges and credits have not been
tucked away or placed anywhere else.
If there are necessary qualifications to
what I read in the figures, I assume
that these will be flagged for me where
they are most pertinent and will be
stated in such a way as to permit me
to appraise the statement intelligently.

These are the things a layman ex-
pects. In my opinion these expectations
are the core of accounting. They are
the common ground upon which the
public and the profession communi-
cate; they are the only source of vital-
ity for accounting concepts; they define
ideals—vague and difficult as they may
be—toward which the philosophy and
language of accounting must move to
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be vigorous and meaningful. When ac-
counting terminology loses touch with
- common meanings, it becomes at best
a verbal exercise and at worst meaning-
less double talk. As necessary as it may
be for the accountant to choose between
alternative theories or alternative appli-
cations of theory in the course of mak-
ing his statement; as multiple and as
complex as may be the elements that
go into the achievement of the net re-
sult, it must mean pretty much what
the layman thinks it means or it has no
public meaning at all.

Thus, there are necessary limitations
to the art of accounting. It cannot be
permitted to take the accountant so far
afield that his language loses its essen-
tial touch with reality. The common
man’s understandings of accountants’

words are heavy anchors against drift.

in representation of financial facts.
They must form, in all statements, for
all companies, and wherever used, the
essential content of accounting termin-
ology.

Every generation brings with it those
who strive for certainty, and it brings
also those who insist that certainty is a
will-o’-the-wisp. Of course, absolute
certainty in accounting is not now, and
may never be, an achieved fact. But it
is nonsensical and dangerous to deny
its validity as an ideal. Your profession
has in the past decade made many im-
provements in that direction. They are
palpable evidence that we can go still
further.

There is a vast premium in continu-
ing efforts to achieve certainty, com-
parability, and rigid independence in
accounting. We must remember that an
accountant’s presentation is, to most
people who read it, like a mariner’s
compass in the fog. It is all they have
to go by. If the guide fails they are
lost. They cannot trace back the
method of arriving at the statement.
They do not have the skill to temper
their reading with sophisticated judg-
ments about diversities in accounting
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treatments. They have no choice but
to assume that the accountant’s presen-
tation means what it says and that it
tells the whole truth, on the basis of an
independent and thorough survey of
the facts.

Full respect for the stewardship in-
herent in the position of the accountant
requires more than conscientious per-
formance by individual practitioners.
Who is to blame if the balance-sheets
and income statements of the X and Y
companies certified by different firms,
are found to use the same language,
within the scope of accepted or accept-
able accounting principles, to describe
different things? There may be excel-
lent arguments to justify both presenta-
tions and both may have been con-
scientiously certified. However, if they
use the same words to describe different
things, even an experienced investor
who makes a comparison between them
has been seriously misled by a danger-
ous though honest falsehood. Each
statement, telling the truth in its own
way, is justifiable. Put together they
distort each other.

It is here that the Institute has done
much in the past and can do more in
the future. Individual practitioners,
working alone, cannot reduce their con-
cepts to generally applicable formulas.
Comparability, which is one of the vital
elements of meaningful accounting,
presupposes broadly applicable stand-
ards, so concise and well-defined that
variability is eliminated or reduced to
an insignificant minimum.

How can we do this job best? First
I think it obvious that we must pre-
serve and improve the close cooperation
of the past between the SEC and the
Institute. Accounting standards can-
not be improvised or manufactured in
a vacuum. The Commission needs the
benefit of the close touch with facts and
practice which the profession gives us
in talking our rules over with us. Only
in that way can we be sure of vital and
meaningful standards. On the other
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hand, accountants need our continuous
support. What is inevitably a part-time
effort of busy members of the Institute
and its committees is a full-time effort
of the Commission. What, in the end,
the Institute can only suggest to the
profession, we can require.

I cannot stress too strongly the im-
portance of keeping and improving our
cooperative relations of the past.

The American Institute of Account-
" ants and the Securities and Exchange
Commission have been partners in a
common endeavor. We at the Com-
mission who have worked with you
know how much the public owes to
accountants who have devoted so
much of their time and effort to bring
about improvement in accounting
standards and accounting techniques.
You have shown your deeply felt re-
sponsibility in many ways; you have
given unstintingly of your time and
skill in reducing ideals to workable for-
mulas; you have been an important
vehicle in transmitting the benefit of
new developments to the accounting
profession in general, to the businesses
for which you account, and to the pub-
lic which depends so vitally upon your
efforts. Because of this, you are much
more than an association of profes-
sional practitioners devoted to your own
interests—you are a means of safe-
guarding and transmitting the heritage
of your art and science.

We at the Commission know, too,
how important the Institute has been
as a standard bearer in its field. So-
called “regulation” of accounting by
the Commission has not meant policing
a beat. Because of the high ethical sense
of the profession, it has involved, most
pertinently, a legislative job; it has
meant mutual effort in the develop-
ment of a rational code. Once you and
we have agreed on the general accepta-
bility of an accounting principle or
practice, whether it is promulgated by
you or by us, we feel reasonably sure
that the profession will obey it. What

in some other fields is done largely
through coercion and discipline is done
in the accounting field largely through
voluntary adoption of, and voluntary
adherence to, professional standards.
We have through this valuable partner-
ship built an enviable record of prog-
ress. We do not dare do less and the
public looks to us to do more.

Lastly, I wish to stress the import-
ance of scope in any program to im-
prove the adequacy and comparability

“of financial statements. Among those

whose ihterest is served by such im-
provement, the investors stand prime.
They are, in the classical sense, the
owners and creditors for whom ac-
countants account. At the very least
any program of improvement should
embrace all companies in which public
investors have an interest. The Com-
mission had this in mind, among other
things, when it recommended to the
Congress that the Securities Exchange
Act of 1934 be amended to make it
applicable to some 1,000 companies—
each having at least $3,000,000 in as-
sets and 300 security holders—not now
required to file financial statements with
the Commission because they do not
happen to have securities listed on a
national securities exchange.

To the members of your group—
those who know best what sound ac-
counting means for investors and the
public generally, we shall lock for help
in framing workable and intelligent
legislation. We have no unalterable,
preconceived ideas about how the law
should read, or about what the extent
of its coverage should be. You gentle-
men would have much to do with
translating such a law into action.
Your voice should be heard in the
councils of deliberation.

Our direct interest in these matters
is limited to businesses in whose securi-
ties there is a public interest. But you
have no such limitations. Financial his-
tory seems to indicate that any business
may be a candidate for development
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into a corporation with a wide public
interest.

The transition accountingwise would
have been eased in many cases which
have come to our attention if the
guiding hand of truly independent
accountants working with sound prin-
ciples and procedures had been applied
earlier in the life of the business. Most
of you, I suspect, literally have grown
up with many of your principal clients.

This process will continue. Failure on
your part to maintain a progressive and
constructive attack on*accounting prob-
lems on a broad front can only lead
to a usurpation of the field by others.
With proper foresight and a coopera-
tive attack upon new problems of ac-
counting as they arise in the future,
conflicting procedures will be avoided
and your profession will retain the con-
fidence of clients and investors alike.

Accounting Services to Management

By Eric A. CAMMAN, NEw YORK

Member, American Institute of Accountants

morning, let me take you back

briefly, some thirty-five or forty
years ago and trace a bit of the history
of what we now call industrial account-
ing. You all remember that in about
1909 or 1910, Frederick Winslow
Taylor startled the industrial world,
and really started an industrial revolu-
tion, by the paper that he read before
the American Society of Mechanical
Engineers. It had to do with some
remarkable experiments that he had
carried out, which were really the be-
ginning of the time and miotion study
method of analysis of industrial oper-
ations. He began, I think, at the Mid-
vale Plant of the Bethlehem Steel Com-
pany, and made an analysis of one of
the most elementary operations in that
plant, the loading of pig iron from a
pile onto a freight car. The operation
required no particular intelligence. It
required strength, and that is about
all. He studied the operation, studied
the types of mentality, the types of
physical build, the type of psychologi-
cal approach to the job; also, the rela-
tion between effort and fatigue, and
he found out that the men who were
loading pig iron (one pig weighs 92
pounds), lifting the pig from a stock

]IN APPROACHING this subject this

35

pile and carrying it up an inclined
plank and putting it on a freight car,
could load 12-1/2 tons of pig iron in
a day, for which they were paid, $1.15
an hour.

He was successful in selecting certain
types of men to try his experiment,
which was simply to do exactly what
they were told as to alternating periods
of lifting and resting, and he had it
figured out in percentages how much
rest time there should be to overcome °
the fatigue of this heavy work. He
produced the astounding result of load-
ing 47-1/2 tons of pig iron per man
per day through that simple analysis
—four times as much. The men were
paid $1.85 an hour, if I remember
correctly.

He did the same thing with other
operations. I will not go into many
of them. For instance, shoveling. He
studied shoveling. There were 600 men
engaged about the plant in different
kinds of shoveling work. He found
that they used shovels of all shapes
and sizes, and that the loads ranged
from 3 pounds to 40 pounds, but that
the average load that a man could
carry, making due allowances for ef-
fort and fatigue, was about 21 pounds,
depending upon how high it was lifted
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and how far it was tossed. He also
found that the size and shape of the
shovel had a gredt deal to do with this
work, so by a simple planning arrange-
ment of having a tool for each job, a
man was taught how to use that tool,
and by measurement of the effort in-
volved and the fatigue allowance re-
quired, again Mr. Taylor achieved
startling results in production.

That, very briefly stated, was what
he ‘called scientific management. His
book on the subject came out in 1911
and was titled, Principles of Scientific
Management. Out of that came the
tremendous industrial growth in pro-
duction methods that has followed in
manufacturing operations in our gen-
eration.

At about the same time there also
came a great stimulus to cost account-
ing in America. All the progress that
we have made in cost accounting has
been made in thirty-five years. Of
course, evidences of cost accounting
can be traced farther back. Cost ac-
counting can be traced back, I think,
to the 14th century, but the real de-
velopment of it that we have seen has
been since 1912. Following Taylor
there was quite a group of scientific
management engineers: Gantt, Lef-
fingwell, Emerson, Carl Barth, Mr. and
Mrs. Gilbreth. Following them in turn
were others, engineers and accountants,
who went into the cost -accounting
complement to this development in
manufacturing operations: Hamilton
Church, in his study on machine rates;
Clinton Scovill in his book on “bur-
den” and on interest in costs, you will
remember, which started a long series
of discussions. At this time also the
theory of normal capacity for appli-
cation of overhead expenses (burden)
on an equalized basis over the produc-
tion cycle of a year was developed.
And also at this time we had the
beginnings of what we now call stand-
ard costs.

G. Charter Harrison was the first
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one to come forward, following the
principles outlined by Frederick Taylor
and his successors, in the development
of the procedure we now know as
“standard cost accounting”, which has
branched into a number of practices,
and has been widely recognized and
adopted.

With these developments, particu-
larly the development of standard cost
accounting related to operating results,
came a change in objective in cost -
accounting, from that of mere ascer-
tainment of costs to the more impor-
tant ones of furnishing operating con-
trols for aid in running plants, oper-
ating controls for rewarding efficien-
cies, and operating data for use in
administration to formulate the poli-
cies. These became the first in order
of importance in industrial account-
ing, and they are today.

It is this broad field of industrial
accounting that I should like to talk
to you about now. While accountants
have played an important part in this
movement, so have industrial engi-
neers, and it seems to me the day is
coming when the industrial engineers
will take over more and more of it,
because accountants are too busy with
other branches of their profession to
take the lead that they should in de-
veloping the work of the industrial
accountant, the man who is in the
works and really is the source of all
the data that you later find and deal
with in the operating statements and
balance sheets.

I cannot go into all the types of
services that we can render to man-
agement; time will not permit. I intend
to touch upon a few only. Last May
I gave a talk at the Ohio State Uni-
versity. There was not time to prepare
a paper, so I just made an outline
(which was published in The Journal
of Accountancy for July 1947, p. 29).
The secretary of the American Institute
of Accountants was there. It was an
outline showing, on the one hand, the
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eight major departments of manage-
ment in any manufacturing enterprise,
and then on the other I tried to set
down, just as they came to mind, the
types of services which accounting can
render in these areas of management.
Before long, I had listed twenty-one
major types of services, and I know I
did not get them all down. So there
is a vast field here that we should not
overlook.

I will take time to give just a few
illustrations of types of accounting
services to management, say one or
two in the department of administra-
tion, one in production, one in dis-
tribution, and one in employee rela-
tions.

Accounting can very definitely help
in running a business. Everyone knows
that keeping books of account is neces-
sary in the conduct of business affairs,
but many persons do not know how
much can be done through accounting
to help in running a business. This
phase of accounting goes beyond the
keeping of accounts, into the art of
actually making use in management of
the procedures which have to be fol-
lowed in order to gather the figures,
and to use them in such a way that
they can be of aid in guiding manage-
ment.

Great progress has been made dur-
ing the last twenty-five years in de-
veloping the art of useful industrial
accounting as an important arm of
management. Much has been said and
written on the subject, so much that a
student now pursuing a course in in-
dustrial accounting may get the idea
that the field has been pretty well
covered and there is little left to be
done. This would be very far from
the truth. The field has been pretty
well covered but in practice a great
deal remains to be done.

Notwithstanding the advances which
have been made and the extensive
reference material which is available
in modern books and publications, the

actual use made of accounting in man-
agement falls far short of the possi-
bilities. The greatest number of busi-
ness concerns are still being run with
less help from their accounting depart-
ments than could be made available
rather easily. It is continually surprising
to an accountant in public practice
how often this is found to be so, and
the cases are not all small companies,
either.

There are two reasons for this con-
dition. One is that the men who make
up what we call “top management”
frequently have no knowledge of ac-
counting. Their abilities lie in other
directions. These men have little pa-

_ tience or time for figures and statistics.
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Most of them would deny it if you
told them that they were not sold on
the importance of accounting. Yet in
too many cases the kind of information
furnished is of the least practical use
to them, and it should cause no wonder
that they are skeptical. Somehow, ac-
countants make it as hard as possible
for other men, men who are not “figure
minded,” to understand what they are
trying to say and to make use of the
information they can provide.

That brings us to the second reason
for this condition. It is that the account-
ant does not think enough in terms of
top management problems and speaks
too much in the language of account-
ing, which is a strange dialect. Anyone
who has sat in a conference between
accountants on the one hand and shop
men or salesmen or businessmen of
whatever occupation who are not ac-
countants on the other hand, will know
that this is so. It takes a long time
and a lot of talk for either side to get
its meaning across to the other. This
difficulty of expression is becoming rec-
ognized. Prominent examples can be
found today of attempts to prepare
annual reports in a manner so that
they can be understood by employees,
stockholders, and the public. Since ac-
countants are in the minority and since



Challenges to the Accounting Profession

the effectiveness of their services de-
pends greatly upon how they present
the information they have to transmit,
it is up to them to overcome the dif-
ficulty.

The remedy for the two conditions
is that the accountant should learn
to think and speak in the language of
those to whom he devotes his skilled
services, and top management and
the public in turn should give the
accountant the recognition, the means,
and the encouragement to do so.

Today I am happy to have the op-
portunity to talk to you on the phi
losophy rather than the technique of
industrial accounting, to which so
many meetings have been devoted, es-
pecially in cost accounting circles. I
mtend to talk about the “why” rather
than the “how.” The latter—the tech-
nique—deals with the details of pro-
cedure and with accounting principles.
I shall talk very little about these. I
shall devote the time instead to the
philosophy which underlies all our
efforts, and the objectives or ends to-
ward which we should aim, from the
viewpoint of business management
rather than of accounting. If we can
keep these objectives and ends clearly
in mind and apply our abilities in
" their direction, the results of our work
are bound to be of oreater constructive
value. If they are lost to sight through
obsession with technique, the objectives
may never be reached and the ends
may never be realized.

This has happened time and again.
The consequence has been that execu-
tives despair of getting the help they
need through accounting channels and
seek it by other means. The impression
has been created that accounting is
necessarily cumbersome, involving a
lot of system and too much red tape,
the less of which the better. Too often
this, impression has been justified
through overemphasis upon technique.

I do not mean that technique is
not important. It is. The methods must

be economical and efficient; the pro-
cedure must be sound and the figures
must be correct. The point I wish to
make is that these features alone are
not enough. They are of the greatest
use if they are directed to the major
purpose of solving the problems and
lightening the burdens of management.

In the dictionary, philosophy is de-
fined as “the love of wisdom as lead-
ing to the search for it.” This definition
comes nearest to expressing what I
have in mind in talking about the
philosophy of industrial accounting.
In business management questions con-
tinually arise for decision. Many things
enter into the making of wise decisions,
but a basic one is reliable and timely
knowledge of the facts and factors.

To give you an example of an appli-
cation in the field of administrative
decision, a conversation I had some
years ago with the vice-president of a
large steel company is recalled vividly.
We were engaged in setting up a
budget and planning procedure, striv-
ing for a certain profit position over
a period of years. In discussing the
program, the vice-president told me
frankly that he had no great faith in
paper planning and budgeting, that in
the last analysis the attainment of the
profit position sought depended upon
the judgment of men who knew the
steel business and upon their guessing
the right way at the right time. He
said if they guessed wrong, all the
budgets and accounting in the world
could not alter the result.

I agreed with him that knowledge
of the steel industry, experience and
ability in the management of his busi-
ness were paramount. But I asked him
whether he believed that if capable
executives were furnished with accu-
rate, factual data a month or six weeks
sooner than they now were able to
obtain them, in such a way that they
would make a right decision when
otherwise they might have made a
wrong one, and if this happened a
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number of times throughout the year,
might this not amount to saving many
thousands of dollars in each case and
perhaps a tidy sum in the aggregate?
He agreed that this might well be so.
And so it turned out to be. His com-
pany reached the goal set, and account-
ing helped in bringing this about.

Again in the field of administration,
the presentation of data is of cardinal
importance, and I think the force of
that has been overlooked, or has not
been fully appreciated. I think we all
learned during the war in renegotiation
proceedings how important a factor
presentation was, because many a good
case was jeopardized by poor presen-
tation, and, on the other hand, good
presentation facilitated the settlement
of many cases.

In industry, you all recognize that
it is important to know where we are,
how fast we are going, in what direc-
tion. and whether a change in rate
or direction is desirable. Forms of ac-
counting reports and statements which
merely show the current position are
not of much aid in management. Re-
ports which show the position now in
comparison with the position at an-
other time (such as this month in
comparison with last month, or this
year in comparison with last year)
are somewhat better, but still quite
inadequate for the needs. Such com-
parisons are meaningless—indeed, they
may be positively misleading—unless
and until they are analyzed and inter-
preted. The reader must first make
mental reservations in the figures be-
fore him to eliminate the effect of
altered conditions. These do not ap-
pear on the surface but are reflected
in the figures. The reader must make
such reservations both with respect to
the present position and to the previous
position. This is truly a laborious task,
for which the executive has not time
or inclination. And I might add here
there is an additional factor present
now in the rapidly changing value of

the dollar from year to year.

Recognition of these difficulties has
led to the presentation of data in the
form of trend summaries. In this type
of report, figures on the same activities
are set down for successive periods.
For example, if the figures are weekly,
thev are set down side by side for each
week for a period of, say, thirteen
weeks. If the figures are monthly, they
are similarly set down side bv side
for a period of twelve months. If the
figures are yearly,” they can be set
down in the same way for any number
of vears.

In this arrangement it is possible to
read almost at a glance the rate and
direction of the trend in any activitv.
Tt is immediately seen whether the
progress is good or bad, and whether
it is verv good or verv bad. When
such figures are read in conjunction
with others, representing the budeet
or expectations on the same activity,
the picture is even more complete.

The performance and the trend on
one activity can be seen and measured
against those on another. Mavbe thev
should run together or in parallel. Tf
rates of pay go up, it seems logical
that labor effectiveness should also
go up. Often it does not. In running
a shop department the rate of spend-
ing (for departmental expenses) should
normally tend to be within the rate
of running (production load). If the
rate of spending goes up and the rate
of running goes down, high costs or
losses are inevitable.

Control in management is largely a
matter of maintaining the proper pro-
portions between numerous activities
all going on at the same time. The
use of trend summaries can be of
great help in achieving such control.

Now, in the field of production,
production control is not recognized
at first glance as a part of the ac-
countant’s activities, yet, as a matter
of fact, it very much is a part of his
sphere. Industrial accounting is an im-.
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portant factor in production control.
It is a kind of specialization which has
undergone a rapid advance with the
development of cost accounting. One
of the directions in which great gains
can be made is that of inventory con-
trol, production planning, and pro-
duction control. These are inter-
related and are comprised in the gen-
eral term “production control.” In
many cases high costs and low output
are caused principally by poor plan-
ning, poor scheduling, and poor phy-
sical control. Indeed, I have seen cases
in which the word “poor” would be
euphemistic and the words “inept”
or “chaotic” would more properly de-
scribe the lamentable lack of produc-
tion controls.

One of the most immediately effec-
tive ways of offsetting higher costs
arising from increased prices and in-
creased wages is to step up production.
The greater output must be brought
about not by hiring more men or buy-
ing more machines; it must be done
by turning out a greater volume with
the same number of men and the
same equipment, if costs are to be
brought into line. To accomplish this,
we must make use of all possible
means of smoothing out and expediting
the flow of production.

Such a program calls for long-range
procurement planning and production
control. Procurement planning means
purchasing foresight. Production con-
trol means having balanced inven-
tories, advance planning for manufac-
ture, scheduling for machine and as-
sembly loads, and dispatching for un-
interrupted flow of materials and parts.

Without these essential features of
control, efficient manufacturing and
assembling are impossible and labor
is indeed laborious. Products cannot
be produced for lack of missing parts.
Parts cannot be furnished for lack of
balanced inventories. Balanced inven-
tories do not exist because of inade-
quate procurement or production
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methods. Then in desperation resort
is had to the deployment of a large
force of stock chasers to hunt for miss-
ing parts and to push them along so
that assembly can be completed. Hur-
rying these parts along pushes others
back. The inevitable results of this
vicious cycle are utter confusion, ex-
cess inventory, low production, and
high costs.

The industrial accountant can do a
great deal to remedy such situations.
Planning is part of his work. So also
is the devising of ingenious forms and
practical procedures for keeping the
necessary records. The process is mere-"
ly accounting in another form. Instead
of keeping books and ledgers, it deals
with orders, cards, charts, and records
kept in quantitative terms of hours and
pieces, requirements versus capacity to
produce. A variety of office machines
and devices are obtainable. The ac-
countant can combine his procedural
abilities with the technical knowledge
of the engineer and the production
know-how of the shop man. The three
together can bring order out of chaos,
or come pretty close to it. It has been
done. ‘

In cost accounting, the ascertain-
ment of the cost of an operation or
a product is a relatively minor feat.
To tell an executive or department
head how much a cost is does not
suffice. He wants to know why. Why
is it so high? The answer probably is
that among other things material has
gone up, labor has gone up and over-
head has gone up. But this answer is
no answer at all. He knows that these
things have happened. The real ques-
tion in his mind is: What can we do
about it? To find out we must get at
the underlying causes, and for the
time being lay aside the language of
figures.

Is our manufacturing management
efficient? Do we have the right tools
and equipment? Enough factory space?
Where are the weak spots in our or-
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ganization? Some of the difficulties
encountered today are attributable to
the aftermath of the war: Material

scarcities, increased price levels, higher .

wages, high indirect expenses, produc-
tion slow-down, etc. Some of these are
extraneous conditions and others are
due to habits and changes in attitudes
which have grown out of the strain of
the war years. We cannot do much
about the extraneous conditions, but
we can turn our attention to many
other things within our reach about
which we can do something to im-
prove operations.

It may strike you at the moment
that the things I have been talking
about are not accounting at all, and
in one sense that is so, but they are
the problems of management and
there is a very definite accounting
avenue in reaching a solution to these
problems along which the account-
ant can be of use. The accountant
shouldn’t run the plant, but he should
help the men who do.

Just a short word of reference to
the field of labor relations and labor
effectiveness—employee relations. Very
far off from accounting, isn’t it? Well,
as a matter of fact, as Donald Rich-
berg told you the other day at lunch,
it isn’t very far off from accounting,
it is very close to it. Our accounting
should be very close to employee re-
lations. Had industry in labor struggles
in recent years been as well equipped
with statistical and operating data as
labor was, there would have been a
more even battle across the bargaining
table and labor might not have gotten
away with quite so much in the use
of information favoring their own side
and perhaps not presenting a com-
plete picture. And don’t overlook the
fact that the men on the labor side
of the table are able men; they have
able accountants who are studying
their problems.

Employee earnings should be re-
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garded in conjunction with labor ef-
fectiveness. I might add that in con-
sideration of the inter-relationship be-
tween productivity and earned pay,
the full cost of employment should be
taken into account. The full cost of
employment comprises expenditures
other than the dollars that actually
go into the employee’s pay envelope
for the work he does. These expendi-
tures are for social security taxes, vaca-
tion allowances, welfare expenses, sick-
ness, accident and health provisions,
compensation insurance, and pension
plan allotments. When such items are
counted up they may run as high as
fifty cents on every dollar of wages
paid. They are definitely as much a
part of the cost of employment as
wages, and should be so regarded and
treated in the accounts.

The subject of labor effectiveness
is a delicate one. It enters upon the
field of human relations in industry.
It deals with incentives, with per-
formance, with pay and with facilities,
and as well with health, comfort, wel-
fare, safety, and congeniality. All of
these and more enter into labor effec-
tiveness. The abilities of the accountant
can be brought into constructive use
in this important concern of manage-
ment. I do not mean that the industrial
accountant shall become a personnel
director. He is, however—if he is not,
he should be—in reasonably close
touch with the employees in the shop
who make up the group we refer to
as “labor.” He keeps their time, he
makes up their pay, he reports upon
their activities and productiveness.
Perhaps he has a hand in setting the
basis upon which their earnings are
calculated. Indeed, the effectiveness of
the accountant in industry depends in
no small degree upon recognition of
this human relationship.

According to the newspaper head-
lines, rates of pay are set by collec-
tive bargaining. Collective bargaining
seems to consist of demanding certain
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hourly pay and perquisites in exchange
for a number of hours of work. The
productivity of the work and the effec-
tiveness of labor are submerged in these
headlines, most of the talk being about
a decent wage, cost of living, security
and working conditions. Yet in the
final reckoning there must come about
just proportions between rates of pay
and labor effectiveness. It is vital for
management and labor to find dut
what these proportions are, and to
reach and uphold thém. And I should
like to direct your attention to the fact
that the accountant has a very im-
portant function in this area.

Now, let us take a short excursion
into the field of distribution, which
ordinarily is not regarded as account-
ing. Take the field of market analysis.

The accountant is an analyst by
training. The study of markets, where
customers will buy our products, which
customers will buy the most, which
will keep on buying and what kinds
of the things we make will they buy,
are subjects for analysis which can lead
to marked improvement in accom-
plishment. Market analysis can point
the way to the most effective applica-
tion of sales effort and expense. Who
is better qualified than the industrial
accountant to participate in this study
and to gather the necessary data from
which to reason the answers to these
questions. and other questions? For
instance, assuming we are a manufac-
turing concern, what are the channels
through which we should distribute
our products? Should we sell wholly
through distributors? Should we sell
partly through distributors and partly
to retailers? Or should we sell to dis-
tributors, to retailers and enter the
retail field ourselves?

There are companies successfully
dealing through all three channels.
Other companies find it better to con-
fine their sales through certain selected
channels. These are questions of policy
with which management must deal.

They are also the questions which the
accountant who would serve manage-
ment must keep prominently in mind
in gathering his information.

The problems of pricing are many
and varied. Prices are subject not only
to economic forces of supply, demand,
and competition, but also to federal
and state laws, The cost of the thing
we make to sell is only one factor
among many which enter into the
fixing of a price. I do not mean that
costs are not important. In the long
run, we must recover costs and have
a profit left over. But cost alone is
seldom the determining factor. If it
were, small customers could not buy
our products except at high prices.

The price structure as between cus-
tomers must be carefullv set so as to
avoid discrimination under the Robin-
son-Patman Act. It may be desirable
sales policy to grant lower prices to
customers who buy large quantities,
but any such scale must be set so that
it will not work out to unduly favor
one customer against another who may
be in competition with him.

Another price problem is, where is
our breakeven point? What is the level
of ' volume which must be reached
under a given price schedule before
all costs can be covered and profits
can begin to be earned for keeps?
The three factors of price, volume,
and cost are interrelated. If they are
held in the right proportions, profit
ensues. The problem is to find and
maintain these proportions.

The accountant can render able
service in this area of management.
He can compute tables of discounts
in such a way that discrimination is
avoided: He can make calculations
showing the probable outcome of any
given combination of the three factors
of price, volume, and cost. He can
tell where losses end and profits begin.
He cannot make dreams come true,
and he cannot secure profits. But he
can be of material help in their reali-
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zation by computing the likely results
of alternative courses to guide the
making of decisions.

You may ask, “What has this to do
with the province of the public ac-
countant, the professional accountant
who is engaged in public practice?”
In many cases these areas do not
enter into his immediate concern. He
is more occupied with balance sheets
and income statements, taxes, and
matters of general accounting practice
and auditing procedure. Yet I believe
that here is a very important branch
of the profession in which he must
take a lead. The profession should
lead industrial accountants in the de-
velopment of this art. The industrial
accountants look to the public account-
ants for such leadership and if they
cannot get it, they will turn away dis-
appointed, and they will turn to other
leadership.

I was very much impressed—I was
aroused, as a matter of fact, and wrote
to the American Institute of Account-
ants on the subject—by an article
which appeared in May in the Wall
Street Journal, a front-page, right-
hand, full column and a half on this
subject, under the title, “Business
‘Doctors.” Management Engineers Are
Swamped by Calls for Cost-Cutting
Ideas.” :

The article describes the services of
management engineers to industry.
There is a caption, “Most Industries
Call in Engineers.” Throughout the
article not less than six prominent
firms of management engineers, rep-
utable firms, are mentioned by name
and some of their accomplishments are
detailed. The nature of the services
they render is described, and in the
description occurs this sentence: “The
staffs of the big firms include special-
ists on such topics as labor, produc-
tion, marketing, chemistry, and ac-
counting.”

I know it is so; I know that man-
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agement engineering firms have cer-
tified public accountants on their
staffs. Then it also goes on to say,
“The services of management engineer-
ing firms do not come cheaply. Fees
usually range from $65 to $150 a day
for each man assigned to a job.” Then
it goes on to point out that very often
the costs of the services are well worth
while and are recouped by the bene-
fits obtained. °

The article is disturbing to me be-
cause here, in a public medium, is a
call of attention to the services avail-
able by “management engineers” in
the field of accounting aids to man-
agement—and that is what these are,
largely; they are not talking about
machine construction or plant erec-
tion here; they are not talking about
factory layout. They are talking about
management policies and operating
controls, in which the accountant can
play so important a part. I feel that
they are encroaching upon the ac-
countant’s legitimate field of service,
and that if the accountants do not
step forward and take their right part
in it, accountants are going to lose
out to this growing profession of man-
agement engineering through sheer
lack of interest.

My alarm was somewhat tempered,
I will admit, by a part of the article
which describes what makes a manage-
ment engineer. It says:

“What makes a management engi-
neer? Old-timers in the business say as-
pirants to the profession should have a
formal engineering education and have
served in industry in a top’ position, say,
as a chief engineer, or a production vice-
president.

“Some engineers contend that when a
man breaks into the business he needs
about ten years of training before he is
ready to handle an assignment on his
own.”

Then the article goes on to say,
“Firms Increase From 2,000 to
15,000.” It says that before the war
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there were 2,000 firms; now there are
15,000. This means that in a period
of about six years there was an in-
crease of 13,000 such firms. The ar-
ticle implies that an average in size
of such firms might be, say, ten men,
because they range from small to
large. So if there are 13,000 new firms
at an average of ten men, somehow
we have found in the period of six

The Federal

years 130,000 trained engineers with
more than ten years of management
experience. I don’t think it is true.
However, my purpose has been served
if I have called to your attention—
or recalled to your attention, because
you know that what I say is true—
this very important part of the services
of the accountant to industry, in in-
dustry, and to management.

Tax Outlook

By RosweiLL MacGiLL, NEw YORK

Attorney

0 SPEAK with assurance about
ll problems of domestic tax policy
these days involves a degree of
omniscience that few of us possess.
There was a time when a speech on tax
policy could be introduced merely by a
paragraph on federal expenditures.
That paragraph stated that if expendi-
tures could be brought under control,
particularly WPA expenditures, and
the federal budget balanced, then taxes
could be revised and reduced. It is still
true that if expenditures could be
brought under control, taxes could be
greatly reduced, but the problem of
expenditures has become much more
complicated. Today the demand for re-
lief expenditures comes not from our
own citizens, but from across both
oceans, and it is fantastically greater
in amount than ever Harry Hopkins
dreamed. In addition, every day’s
events witness the pressures of many
other insoluble problems that vitally
affect the American budget and tax
picture. How much of an Army and
Navy can we and must we maintain?
How much can we and should we pay
down the federal debt? How long can
we expect the present unprecedented
levels of employment and national in-
come to continue?

A tax lawyer is no expert on world
politics. He strains his capacities when
he discusses tax economics. Yet some
premises about items in the budget
have to be laid down if questions of tax
policy are to be discussed at all. I shall
make mine explicit, even though I can-
not debate them with you here.

Actual federal expenditures for 1947
were $42.5 billions, and we wound up
the year with a net surplus of $753 mil-
lions, about the same as the surplus in
1929 and 1930, the last preceding fiscal
years in which the budget was balanced.
The President recommended budgetary
expenditures of $37.5 billions for 1948,
and retention of present taxes, which he
estimated would produce (with other
miscellaneous receipts) $1.3 billions
more than enough to balance the bud-
get. The Congress trimmed the bud-
getary expenditures somewhat; indeed,
the Appropriations Committee of the-
House did a much more careful and
thoughtful job of analyzing proposed
expenditures by each department and
bureau than it has been given credit
for. Nevertheless, the President has re-
cently stated that expenditures in the
current fiscal year will probably be
around $37 billions. Receipts may total
$42 billions, leaving around $5 billions
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for debt reduction or tax reduction.
The President includes $3.6 billions for
“international affairs and finance.”

It is evident that if Federal expendi-
tures can be further reduced, as they
certainly should be, money will be
available for such other purposes as
debt reduction or tax reduction. We
must not let ourselves become com-
placent about present federal budget
levels. Not only are expenditures four
or five times what they were in the
thirties (and the thirties was not a
. period notable for rigid economy), they
are far above what fiscal students have
estimated to be necessary.

Several studies came out a few years
ago, forecasting federal budgets of $15
to $22 billions, with $18 billions as a
general average. Tremendous produc-
tion, full employment, and unexpect-
edly great national income have com-
bined to make present federal budgets
bearable, but can we count on all three
factors to continue for the indefinite
future? I have not seen an investment
advisor who thinks so. Therefore, we
should be well advised to continue to
trim federal expenditures all we can, to
get the budget down nearer to a level
we can afford in an average year, not
merely in an unusually prosperous one.
A $20 to $25 billion budget is certainly
possible for a normal year, without un-
due curtailment of proper government
functions.

The federal budgetary expenditures
present to a layman an immensely com-
plicated maze. If ever there is justifica-
tion for a citizen leaving the subject to
the experts, there is here. Yet it must
be evident that we must not leave the
determination of the size of the budget
merely to federal bureau chiefs. Any
bureau chief shares the natural human
desire to make his bureau bigger and
better, to improve his staff, to advance
into new fields. Therefore, he just must
have more money. We all witnessed a
demonstration last spring of the intense
unwillingness of the federal bureauc-
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racy to cut expenditures, of the propag-
andist appeals that can so readily be
developed against any cuts. We are,
therefore, very fortunate in having vigi-
lant congressional appropriations com-
mittees, well-staffed to search out and
to find the soft spots in departmental
budgets. As citizens and as professional
guardians of the profit-and-loss state-
ment, we owe the country the duty of
assisting intelligent supervision of the
budget in every way we can, and of
supporting efforts to bring it under
control.

We need not despair of the practi-
cality of cutting the total of expendi-
tures. We need a strong army and navy,
certainly; and we want vigorous and
effective government departments. Ex-
perts tell us that we can have them
within a $20 to $25 billion budget.
Therefore, let us strive to that end, for
if we can attain it, crushing tax bur-
dens can be eliminated. On the other
hand, if we cannot get our expendi-
tures under real control, the prospect
for tax reduction, for a continuation of
present business activity, for economic
health here and abroad, is not bright.
Finally, one way to get expenditures
down is to reduce taxes so that the
money is not there asking to be spent.

I

Three items—debt reduction, tax re-
duction, and expenditures abroad—
offer the major competing claims to
any excess of federal receipts over ex-
penditures. My premise is that a bud-
getary surplus should be divided among
the three; that the excess of receipts
should not be devoted solely to one or
even two of the three.

Humanitarian motives combine with
good judgment in favor of help to
European countries which will do their
best to help themselves. We certainly
do not wish to play Santa Claus to the
world, but we do want to preserve, if
we can, a democratic civilization in
which we may hope to live at peace.
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If widespread starvation in Europe is
to be avoided and if its economy is to
be revived and restored, aid from us
appears to be essential. With the best
will in the world, Europe cannot re-
store itself to physical and economic
health.

We certainly have'our own domestic
problems to consider, as well as the
world’s. We are one of the few remain-
ing countries in which a free private en-
terprise system persists. Our domestic
health, as well as our aid to foreign
countries, depends entirely upon the
vigor and vitality of that productive
system. We must continue to produce
and produce mightily, for it is goods
and not merely dollars that are in great
demand today.

Since taxes always operate as a brake
upon the economy, and our individual
taxes remain at almost the war peak, it
is especially necessary both to reduce
the over-all tax burden, and to remove
the tax injustices that have grown up
through the years by the rigid and
rigorous application of the revenue
laws. We cannot expect men indefi-
nitely to work harder and to produce
more, when the government gets more
than they do out of their additional
earnings. We need a more favorable
tax climate in the interests both of satis-
factory production and of satisfactory
Treasury receipts.

Finally, the debt ought to be paid
down a few billions. We ought not, I
“ think, to devote excess revenues merely
to debt reduction, and to refuse to re-
duce individual income taxes at all.
Paying down the debt alone will not
remove any brakes on the economy. It
will not cause men to produce more,
nor will it increase anyone’s incentives.
Moreover, in the past, we have found
that an intelligent reduction of tax
rates may result in more revenue than
the previous high rates did. It is quite
likely that the same result would be
produced today. We will have the rev-
enue to pay off enough of the debt to
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demonstrate that we regard the debt as
a real obligation which we mean to
discharge; and also to give all sorts
and conditions of working men the in-
centive of more pay to take home after
taxes.

1I

If you have followed me thus far,
you can join with me in filling in the
details of my tax proposals for the
federal government. Whether or not a
tax program of any kind, or such a tax
program as you and I regard as wise,
can be put through in a presidential
election year, is a nice question. Cer-
tainly none of us would choose such
a year as the best time for calm consid-
eration of individual income tax rates
and exemptions, nor of technical
amendments. Nevertheless, there is
clearly a strong will in Congress to do
the job in 1948. Since revenue revision
is badly needed, you and I ought to
do what we can as citizens to bring it
about.

It is likely that there will be two
revenue bills in 1948—one dealing pri-
marily with rates and exemptions; one
primarily with amendments to the tax
structure to remove injustices and re-
strictions upon the proper functioning
of our economy. Probably tax reduc-
tion will largely be limited to the indi-
vidual income tax, plus perhaps some
of the excises. The corporation will only
benefit from the adjustments to the tax
structure. Such a program is justified
because corporations have had a major
tax reduction since the war, the repeal
of the excess profits tax, and individuals
have not. The tax reduction bill will,
of course, have more political reper-
cussions than the revision of the Code;
and I enter with great misgivings into
this field of political prophecy.

HR 1 and HR 3950, both vetoed
by the President last spring, were at-
tempts to reduce the tax burden on
individuals by a more or less flat per-
centage cut in rates across the board.
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The reduction in dollars for the big
income taxpayer was thus much greater
than the reduction in dollars for the
small taxpayer, but only because the
former started off with a much heavier
tax burden than the latter.

An alternative method of income tax
reduction would be an increase in ex-
emptions. The effect of such a proce-
dure would be first to eliminate mil-
lions of taxpayers from the tax rolls,
and thus from direct tax responsibility
to the government. Second, the revenue
cost of even a slight increase in exemp-
tions is great, for all taxpayers are
affected.

With government costs what they are
now, and are going to be for sometime
to come, we cannot afford to reduce
income taxes much. Moreover, since
the great bulk of the income stream
flows to taxpayers with net incomes
under $5,000, we cannot afford to in-
crease exemptions much, at least if the
income tax is to continue to be the
mainstay of the federal revenue system.
In a democracy all able-bodied citizens
may be called upon to fight to support
and maintain our government in time
of war. Should not all citizens with in-
comes, at least above a minimum sub-
sistence level, pay direct taxes to sup-
port and maintain our government in
times of peace?

The fact is that exemptions have
been severely reduced and rates se-
verely raised during the war years since
1939. Previously, during the thirties,
exemptions were not much changed,
but rates were steadily raised. Hence,
in beginning an approach to a more
normal peacetime tax system, it would
seem just and wise to raise exemptions
a little and to reduce rates a little.

In my judgment, the whole surtax
rate schedule should be revised, if we
still believe in the old American dream
that a country boy can work his way
to the top, and that he should be en-
couraged to do so. The present scale is
-so steeply graduated and the rates are
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so high that added work and accom-
plishment are not much rewarded. The
surtax rates on the higher incomeés pro-
duce little revenue, but they do dis-
courage risk-taking and endeavors to
advance in the business world. In gen-
eral there is much to be said for the
proposition that, in normal times, a
man should not be asked to' do more
than share his income equally with the
government. A thorough revision of
surtax rates perhaps cannot be done in
1948, but surely a start can be made
by some percentage reduction of surtax
rates.

Another plan to increase the equity
of the individual income tax is to per-
mit husbands and wives in the non-
community property states as well as
in the community property states to
compute their respective taxes by first
dividing their total incomes evenly be-
tween themselves. Surely there is no
sufficient reason for taxing a man earn-
ing $50,000 in California or Texas
$6,194 less than a man with the same
income in Illinois. With tax rates so
high, injustices of this sort are intoler-
able, and there is every reason to be-

. lieve that they will be remedied next

year. Since the dollar benefit of the
change would flow mainly to persons
earning incomes in excess of $5,000, the
adoption of such-a plan will doubtless
be accompanied by a reduction in rates
or an increase in exemptions that will
be beneficial primarily to persons with
incomes under $5,000.

III

So much for the income tax reduc-
tion bill, which may be the first revenue
act of 1948. The second bill, in which
we are more interested as tax practi-
tioners, may be the bill to improve the
structure of the revenue act, to elimi-
nate injustices, to enable business and
the tax administration to function more
smoothly. A vast number of amend-
ments of this sort have been proposed
by individuals and professional organi-
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zations. They have been widely dis-
cussed and thereby perfected; and a
large measure of agreement upon them
has been reached by the proponents,
the staff of the Joint' Committee, and
the Treasury. The great problem is to
consider, sift out, draft and enact these
so-called technical amendments. There
are dozens and even hundreds of them.
Many of them present debatable ques-
tions of policy. Many of them are hard
to formulate.

The Committee on Ways and Means
and its staff consequently confronted
a very formidable task. It decided to
accept it and perform it, not to lay it
over for the indefinite future. Hearings
have been going on for months. Vol-
umes of testimony and of briefs have
been submitted. The Committee does
not lack for data, but the job of sorting
out proposals and drafting the actual
revenue bill is a staggering one. The
Committee and the staff have done
valiant work to accomplish it.

Last June, Chairman Knutson, Con-
gressman Doughton, senior Democratic
member, and the Committee asked a
group of ten men to help out. That
group, called the Special Tax Study
Committee, has just made its report to
the Committee on Ways and Means.
I shall not go all over the detailed rec-
ommendations with you here, for I
hope you will each read them for your-
selves. Let me emphasize rather our
general purposes.

First, the Committee decided to
make no recommendations on such ma-
jor policy questions as individual in-
come tax rates and exemptions. The
Committee on Ways and Means and
the Congress are charged with the duty
of determining national policy on these
matters. The relevant data is readily
available, and the Committee and Con-
gress are better informed than we are
on the considerations pro and con.

Our Committee thought we could
perform more useful service by review-
ing and reporting upon major struc-
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tural amendments. We have made
recommendations on about 50 major
topics, many of them with several sub-
divisions. QOur basic purposes were
largely two-fold. The Treasury and to
a degree the whole world is greatly de-
pendent upon the active functioning of
our economy. We need to produce more
than we have ever done before. There-
fore we need to eliminate those pro-
visions of the tax law which tend to
make it difficult for business to function
at its best. Our recommendations rela-
tive to depreciation, Section 102, and
pension and stock purchase plans are
examples of our attempt to carry out
this purpose. Second, we wanted to
eliminate serious inequities and injus-
tices. The tax load will continue heavy
for a long time to come. Therefore we
must use our best endeavors to dis-
tribute it fairly. So we have made rec-
ommendations to improve the taxation
of family income, to eliminate the
double tax on corporate income dis-
tributed as dividends, and to ease the
tax on small corporations. We hope
that another result of our recommenda-
tions will be to reduce controversies
with the Treasury and litigation in the
courts.

Many difficult problems, both of pol-
icy and of draftsmanship, are presented
by any project to revise the revenue
laws. There are several possible ways,
for example, to alleviate or eliminate
the double tax on corporate dividends.
Which shall be adopted? One is a vari-
ation of the old undistributed profits
tax—let the corporation deduct divi-
dend distributions as well as interest
payments, and itself pay a tax only on
such income as it retains. Another is the
British scheme—treat the tax paid by
the corporation as a payment on behalf
of the stockholder, withheld at the
source. Thus the amount of the divi-
dend which the shareholder must return
is the amount he received plus his por-
tion of the income tax paid by the
corporation.
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The simpler plan which our Commit-
tee recommended harks back to that
embodied in the revenue laws from
1913 to 1936: let the stockholder take
credit at the initial rate of normal tax
and surtax for the tax the corporation
has paid. At present this would mean
a 19 per cent credit for a 38 per cent
tax. The ultimate goal of this plan
would be equivalency between the start-
ing rate of tax applicable to the indi-
vidual and that applicable to the cor-
poration. Some day we may reach that
Utopia. In the meantime, the credit is
reasonably fair; and it is more intelligi-
ble and practical than either of the
other two plans.

Much of the trouble the practitioner
has confronted in recent years is really
due to court decisions that seem un-
reasonable and, at any rate, are very
hard to live with. Why should a fore-
closing mortgagee be taxable upon in-
terest he didn’t receive, merely because
he bid the amount of principal and in-
terest for the property? He made the
bid of interest because it cost him noth-
ing; and in all probability he really
had a loss, not a realization of income,
on the whole deal. Why should the es-
sential elements of a recapitalization
or a reorganization be shrouded with
so much judicial mystery, when it is
plain that Congress intended to and did
embody in the law the complete catalog
of specific technical requirements for a
reorganization? When a sale of prop-
erty is in fact made by corporate stock-
holders personally after a liquidation,
why should the sale be taxed as having
been made in substance by the corpo-
ration? How can anyone know what
“substance” is, when we know that it is
not fact?

Our Committee has tried to correct
each of these difficulties. The last two
presented serious problems for the
draftsmen. We have recommended that
Congress state expressly that the con-
ditions, qualifications, and requirements
set forth in Section 112 are all that are

to be applied, unless the Commissioner
shall prove, by a clear preponderance of
the evidence, that the principal purpose
of the plan of reorganization was tax
avoidance. We realize that the proviso
perpetuates uncertainty, but could we
reasonably give the Commissioner less?
We have further recommended that the
gain on a sale of corporate property,
whether preceded or followed by a
liquidation, should be subjected to only
one capital gains tax, thereby eliminat-
ing entirely the materiality of the issues
of fact which the courts have been try-
ing not very happily to resolve. We have
great hopes for both changes.

The amendments I have outlined,
plus the fifty others we have recom-
mended to the trust provisions, the
pension provisions, the estate and gift
tax sections and so on, do not involve
much revenue. The ordinary layman
would not regard them as major mat-
ters. Yet you and I know that the
smooth functioning of the revenue laws,
indeed their utility and efficiency in
raising billions of dollars fairly, depends
upon the justness and decent operation
of just such sections as these. Our rev-
enue system could break down because
of recognized overcomplexity and in-
equity; and it is approaching unpleas-
antly close to that situation today. The
Committee on Ways and Means de-
serves a very good mark for recogniz-
ing the need of a thorough-going revi-
sion of the Code, and the possible utility
of a citizens’ advisory committee to
help out. I know you join me in hop-
ing that the effort for sound basic re-
form of the revenue laws will actually
be successful.

One word more. Some of our recom-
mendations go a long way toward sus-
taining the taxpayer’s accounting prac-
tices and business decisions, unless the
Commissioner proves him wrong. Thus,
the burden of showing that surplus is
improperly accumulated for Section
102 purposes is put on the Commis-
sioner, as well as the burden of show-
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ing that the taxpayer’s method and rate
of depreciation are erroneous. Both pro-
visions reverse the former presumptions.
These provisions will only work well if
taxpayers in general make honest, de-
fensible business decisions. Qur Com-
mittee has based its work on the pre-
mise that the great bulk of taxpayers are
honest businessmen. If we are shown to
be wrong, the country will be in for an-
other decade of tax evasion investiga-
tions, witch-hunting and loophole clos-
ing. You public accountants can take a
great part in seeing that business plays
the game fairly according to the rules.

The perfection of the revenue laws
is probably a never-ended task. Many
wise men have worked at it—men like
Cordell Hull and George May and

Arthur Ballantine and A. W. Gregg
and Randolph Paul, to name only a
few—and yet so much remains to be
done. Accountants and lawyers are key
men in the process, for we see the sys-
tem in action every day, and we know
what the actual impact of each section
is. Our Committee earnestly hopes that
our report will appeal to such men as
yourselves, that you will find its rec-
ommendations technically sound, and
that you will work for its adoption. The
Code will not be perfect, even if all our
ideas are embodied in it. But if you
agree with us that it will be greatly
improved thereby, and will make your
endorsement known, we ought to be
able to make a long step forward in
1948.

Relation of European Conditions to Our
Budgetary Problem |

By RICHARD B, WIGGLESWORTH, MASSACHUSETTS

Member, Committee on Appropriations, House of Representatives

AM MORE THAN HAPPY to be here
]:[ with this able and distinguished
group. I am happy to be here with
my colleagues in the Congress; with the
chairman of the Appropriations Com-
mittee, John Taber; with Joe Hen-
dricks, with whom I have worked so
* closely over a period of years; and with
George Smathers, the Representative of
this District. I am particularly happy
to be here because of a deep sense of
obligation that I feel towards some of
the outstanding members of this organi-
zation by reason of the help and coun-
sel that they were good enough to give
me and other members of that Com-
mittee during the recent session. I be-
lieve that the Congress and the Nation
owe them a debt of gratitude for their
contribution.
It is a great temptation to talk at
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length to a group like this, but I have
promised to be brief, and I am not go-
ing to deal with the over-all budgetary
picture in Washington. I know you
want to hear from Chairman Taber in
that connection. ‘

I am going to confine myself to the
European picture as I see it, and its
relation to the budgetary problem of
this country in the light of a trip to
Europe from which I have just re-
turned. And I want to say at the out-
set that what I say at this time, I say
on my own responsibility. I am not
speaking for the chairman; I am not
speaking for the Committee; I speak
only for myself.

This trip to Europe was of six
weeks duration. It was a trip taken by
the four senior members of our Appro-
priations Committee, three of us being

>
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together throughout the trip, the fourth
member being with us about half the
time. It is amazing what can be done
with the aid of an airplane and a care-
fully planned program.

We visited nine different countries,
including Turkey, Greece, Italy, Tri-
este, Austria, Germany, France, Bel-
gium, and England. We conferred in
the countries visited with practically
every prime minister, foreign minister
and finance minister, with other min-
isters, heads of banks of issue, other
bankers, industrial leaders, and labor
leaders. Also, of course, we had the
benefit of all the facts made available
by our diplomatic staffs and by our
military staffs.

In Rome we were honored by a pri-
vate audience with the Pope and we
talked also with others high in the
clergy, both Catholic and Protestant.
In Germany, it was possible to talk di-
rectly with workers in the coal mines,
with workers at the blast furnaces, with
their wives and children in their
crowded housing facilities, with workers
in domestic service, and with people in
a great many walks of life.

I have been in Europe many times
in days gone by. At one time I put in
four years there as assistant to S. Par-
ker Gilbert who, as Agent General
for Reparation Payments, represented
twelve nations, including our own,
creditors of Germany’s as a result of
World War I. I felt that I knew Europe
pretty well in those days, particularly
Germany and France. I had not been
there, however, since the day World
War II broke out, and my impressions
are necessarily against the background
of the prewar Europe that I knew.

I am frank to state that my impres-
sions are very grim impressions. They
are grim in the terms of actual war de-
struction, which in certain places, even
to an old soldier, seems almost inde-
scribable, although it is two years after
the fighting finished. They are grim in
terms of the economic and financial
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problems confronting the countries that
we visited. They are grim also in terms
of the political problems confronting
those countries.

I suppose nine out of ten people, in
most of the countries we visited, if
asked what is the primary need in their
country would answer, “Food.” I think
there is a great need of additional food -
in Europe at this time. There is great
undernourishment. The average loss of
weight in Germany since V-E Day is
reported to be 26 pounds per indi-
vidual. I do not believe you are going
to get essential production without
more food. As one worker at a blast
furnace expressed it—“It is too little to
work on and too much to die on.”

Fuel is also in imperative demand all
over Europe. In England and Germany
coal production is only about 80 per
cent and 60 per cent, respectively, of
prewar production. There are other
needs, but food, fuel, and perhaps fer-
tilizer are the most vital needs of the
moment.

In the financial field there is great
need for reform. Budgets are out of bal-
ance, and banks are confronted by the
greatest difficulties. The currency pic-
ture in some cases is absolutely fantas-
tic. In Germany, for instance, where
there are seventy billion reichmarks in
circulation as compared to the prewar
level of five billion, the reichmark is
literally worth nothing in terms of other
currencies, and it hasn’t much internal
value because of the limits imposed on
purchasing.

The incentive essential to necessary
production in Germany and elsewhere
is destroyed by the fact that money
earned can buy little or nothing.

On the political side, country after
country is confronted by the threat of
Communism, either within the borders
of the country or just outside the bor-
ders. Russia is today purging, Sovietiz-
ing, making a police state out of each
of the so-called satellite nations that she
has taken over. I met a man who had
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held a very high position in the service
of one of those countries, who had
taken his life in his hands by leaving
that position to go to a western country
in the hope that he might help the gen-
eral picture. He told me that every
small government job, every policeman,
every attendant at a theater in his
country was now manned by a Rus-
sian. He told me that all opposition
was being purged, both actual and po-
tential. He said to me “Congressman,
if this thing goes on four months longer,
the country that I knew and loved will
simply be gone.”

Outside the “iron curtain,” it is per-
fectly apparent that Russia is pushing
all along the line, economically, finan-
cially, politically in terms of propa-
ganda, always with the threat of the
mailed fist behind it. And if we accept
at 50 per cent face value the figures
that were given us, Russia is arming
and preparing for war at a rate which
is alarming.

Generally speaking, in most of the
countries we visited there is a vicious
circle. On the one hand, economic and
financial difficulties; on the other hand,
political difficulties, the existence of
each making a solution of the other
extremely difficult. For Turkey, for in-
stance, the threat from Communism
comes from outside the country, a
threat which compels the government
to use some 50 per cent of its total ex-
penditure in the maintenance of a
standing army. For Greece the threat
comes also from outside the country
from the Communist trained and sup-
ported bandits. We were told that these
bandits are often better equipped than
the Greek forces. When we asked how
this came about, we were told, “Oh
they have lend-lease equipment from
Uncle Sam by way of Tito.”

In Italy, the Communist threat is
from within the country. The last day
we were in Rome we saw thousands of
Communists marching along the street
to a central gathering place where, the
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papers said, there were anywhere from
eighty to a hundred thousand Com-
munists demonstrating, demanding
more food, demanding the overthrow
of the government. In France, the
threat of Communism is also from
within the country. We were advised
that the Communists there control at
least 26 per cent of the popular vote.

In all four countries there is the vi-
cious circle.

Speaking for myself, I believe that
America must help and help promptly.
I do not think we can afford by inac-
tion to aid the aggressive drive of the
Kremlin throughout Western Europe, a
territory with a population of 260,000,-
000 and a prewar productivity in excess
of that of America. Having made that
statement, I want to qualify it, because
I think determining that we must help
is one thing, and determining the
amount of help and the method of giv-
ing the help is another thing, and al-
most as important.

The amount of help can only be de-
termined in the light of all the evi-
dence, including not only the stated
European demands, but also an ap-
praisal of all available assets, both in
this and other countries outside of
Western Europe. I hope the so-called
Harriman report will be helpful in the
latter connection.

Obviously, we must not attempt to
do more than we can, in fairness to
this country and the rest of the world.
Nothing could be more disastrous. In
my opinion, we must even guard
against holding out the hope of doing
more than is practical under the cir-
cumstances, because to hold out a hope
and then fail to make good on it is de-
structive of morale overseas and of the
prestige and influence of this country.

What we give must be so controlled
as to give the maximum assurance that
it will be spent effectively; that it will
not be diverted or thrown down some
political drain pipe, as has been the
case so often in recent years. What we
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give must also be given on a coopera-
tive basis, and must be dependent on a
showing by those we seek to help that
they themselves are putting their backs
into the problem and contributing the
maximum, under present conditions, to
essential production and to putting
their financial houses in order.

In a word, I believe we must help,
and help promptly, but with proper
safeguards. A declaration to the world
today that no help will be given by
this country would, in my opinion, ex-
tinguish the spark of hope in the hearts
of Western Europe, destroy the princi-
pal psychological barrier confronting
Russia at this time, and pave the way
for the arrival of the “iron curtain” at
a not too distant date on the shores of
the Atlantic Ocean and the Mediter-
ranean. The decision, of course, is in
the hands of the American people and
of the Congress as their representatives.

If help is given, as I believe it should
be given, that fact emphasizes the com-
pelling necessity of eliminating all non-
essential expenditure from our domestic
picture. If we must help abroad, it is
more important than ever that every
cent of non-essential domestic expendi-
ture be eliminated. We can no longer
continue to spend billions of dollars in
some forty-three different countries of
this world. We must husband our re-
sources, decide how much we can do
and where we can do it most effec-
tively, and then do it under proper su-
pervision.

I think the Congress of the United
States took a long step in the right di-

rection at its last session. I do not know
whether you have seen an observation
by David Lawrence in this connection
about the time of the close of the last
session. “The greatest achievement of
the 80th Congress,” he said, “has been
its courageous reversal of the tide of
spending, which for nearly fourteen
years has been regarded by too many
officials as the primary objective of gov-
ernment, as if our taxing power and
our financial resources were inex-
haustible.”

The figures indicate an improvement
in the budget presented by the Presi-
dent for the fiscal year 1948 amounting
to over 4,480,000,000 dollars, in addi-
tion to 2,684,000,000 dollars of reci-
sions not recommended by the Presi-
dent which might have been spent.

We are facing a new session; in fact,
two of them. Speaking as one member
of the Committee on Appropriations, I
can say, and I am sure it goes for the
other members of the Committee, that
I would welcome at any time any help-
ful suggestions that members of this
organization may be good enough to
give.

We need expert assistance. Given
that assistance, I am confident that the
Appropriations Committee and the
Congress as a whole will continue along
the trail that was blazed at the last
session doing its utmost to reduce ex-
penditure, to reduce debt, and to make
possible a reduction in taxation in the
interest of essential production and the
elimination of nationwide suffering for
the people of this country.
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By JoHN TABER, NEw YORK
Chairman, Committee on Appropriations, House of Representatives

T is a real privilege to have an
]:[ opportunity to come to Miami.
It is more than that to be asked
to come to meet with as fine a group
of men as are gathered here today.
When I went into the office of
Chairman of the Appropriations Com-
mittee (and I am saying this without
criticism of anyone who has gone be-
fore), I found, more or less by hap-
penstance, that the clerk of the Com-
mittee and some of the principal mem-
bers of the staff were about to move
out on us. I practically had to re-
organize that staff. We seemed to be
in a kind of hot spot, and it was
necessary to build up the regular staff
—and I think we have made very
marked progress with it and have a
younger and more aggressive staff than

we had before. But I took advantage’

of the provisions of Resolution 50 of
the 79th Congress, which was incor-
porated into the Legislative Reorgani-
zation Bill and which allowed us to
set up an investigatorial staff and ‘to
make surveys and investigations of the
various departments of the govern-
ment so that we might do a little
better job. ,

I contacted a group of the very
best accountants in America, members
of your organization and some of the
members of governmental research or-
ganizations throughout the country
who had been accustomed to operate
on municipal and state governments.
I found a most ready response. As a
result, we were able to put capable
men into many of the organizations.
Your chairman today was one of those
fine men. As was stated, there are
eight others here who participated in
that operation.

By dint of the hardest kind of work
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that that Appropriations Committee
had ever indulged in, I got the repu-
tation of being a mule-driver. I think
we had hearings lasting longer by 50
per cent than hearings of that Com-
mittee had ever lasted before. As a
result of that operation, we were able
to make savings to the federal treasury
of $4,470,000,000 one way or another.
Of that item, $3,200,000,000 were
direct cuts in dollar appropriations.
Now, that was not so much in itself—
only 12 or 13 per cent of the budget
estimates; about 10 per cent of what
was expended by the federal govern-
ment in the fiscal year 1947-—but it
was a start in the right direction.

Every agency that a dollar was taken
away from made the wildest kind of
statements. They told the people that
we were wrecking the structure of the
government. I will give you an illus-
tration of the way that worked. We
made a cut of about 35,000 employees
in the Bureau of Internal Revente
and the Treasury Department, and I
am not going to stand up and tell some
story that my own investigators have
found, but I am going to give you
the picture that the investigators of
the Bureau of the Budget have found
within the past thirty days.

That cut, instead of being applied
to the employees who were not needed,
was very largely applied to employees
who were useful and were producing
results, but by methods decidedly ante-
diluvian. An investigator arrived in
Denver, one of the most progressive
towns in the country, and found men
drawing eight and nine thousand dol-
lars a year adding up long columns
of figures by hand instead of by adding
machine. That is just a sample of the
sort of thing we found in every agency
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of the government, and it is not so
difficult to follow but that an ordinary
layman can understand the situation.
In other words, if they had applied
that cut honestly and straightforward-
ly, by getting rid of the men who were
drawing large salaries and not pro-
ducing, and put in better methods
of doing business, they would have
had no difficulty getting along on the
amount of money provided for them.
- Now, we must recognize that such
outmoded methods exist everywhere
in the United States in governmental
activities. As an example, in the Vet-
erans’ Administration I found one case
that had stood six months after it had
been submitted to the review board in
the district office for rating. They had
taken it up time after time. They had
papers submitted to them galore. It
was a perfectly simple case of service-
connected disability. It took them six
months to make a decision that didn’t
need over three or four simple little
papers and ten minutes’ time.

Many of those fellows are afraid
that if they do their job they will
kill their job. What the Veterans’ Ad-
ministration needs is more efficiency in
getting out its work. Every time vet-
erans run into such a thing as that
they become discontented. The gov-
ernment loses the standing with its
citizens that it should have, and the
whole economic picture of the govern-
ment of the United States is held up
to public ridicule.

That is the kind of thing that we
in the Appropriations Committee are
trying to get rid of. We appreciate
*hat we are not the executives; never-
theless, it has been possible for us,
with the cooperation of the agencies
that are willing to cooperate, to cut
down a great deal of the governmental
expense. We are getting through with
the immediate war period and the
backlog of expenditures that have to
follow that sort of thing, but it is a
very, very difficult task. It is hard to

separate a man from the federal pay-
roll, especially when he has had a soft
snap. Now, the fellow who is working
and trying to do his very best is not
worried, and he is really an asset to
the government of the United States,
but the fellow who is warming a chair
and trying to kill time in the old-
fashioned way thinks he is terribly
abused. We have run up against that.
That problem is going to be especially
difficult in the next two or three years.
I am hoping that we will be able to
get some of the best people in the
United States to help us with that
work.

Perhaps a few things in the nature
of figures might be interesting to you.
I have here a copy of the Treasury
statement that comes out every day.
This one is for October 28. The first
of January that statement didn’t re-
flect anything. By looking at it you
couldn’t tell the slightest thing about
what was in it. I had the Assistant
Secretary of the Treasury, who has
charge of that operation, up; I went
over the situation with him, and have
tried to correct a lot of things, but
the statement does not reflect their
expenditures. For instance, in the item
of expenditures under Agricultural De-
partment, is shown Farmers’ Loan Ad-
ministration, $14,566,000, with an “a”
in front of it. You look down to see
what “a” means, and it says, “Excess
over savings.” Those receipts should
be carried in the Treasury statement
under receipts, and the expenditures
should show just what they are. That
is one of the difficulties we have in
trying to keep up to date and keep
track of it. I intend to follow them
up to see if we cannot break that
disgraceful habit.

Our expenditures for the first four
months of this fiscal year are prac-
tically an even $12,000,000,000. I
should think that if we had any kind
of management and did not have too
large foreign expenditures, we would
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be able to get by with three times that
figure. It may be that it could not
be done, but I think if we were care-
ful, it could.

The receipts are running at a higher
rate than for last year, but last year
there was a very large item carried as
a current receipt which was a recovery
of surplus property, so that when you
got all through and used the Treasury
~ statement and the balances that were

left, if we had used the $2,800,000,000
of receipts from surplus property, if
we had taken that out of the receipts
instead of showing a surplus of
$700,000,000, we would have shown
a deficit of a little over $2,000,000,000.
Now, that is the picture that the gov-
ernment’s financial statement is pre-
senting here.

True, those items should be used
and ought to be used in so far as they
can be to reduce the public debt.

I want to call your attention to the
foreign relief picture. Last year we
had something like this: loans to the
United Kingdom, $2,050,000,000;
UNRRA expenditures, $1,500,000,-
000; Bretton Woods, the international
balance, $1,436,000,000; Export-
Import Bank, $325,000,000; military
expenditures for relief, $700,000,000;
State Department expenditures, a little
over $100,000,000, making a total of
upwards of $6,100,000,000.

This year, to date—and we have
gone four months—our expenditures
run something like this, and I can’t
give you accurate figures because of
the jumble in the Treasury statement:

United Kingdom loan, $1,300,000,-
000; UNRRA, approximately $300,-
000,000; the military relief, $500,000,-
000; the State Department, approxi-
mately $312,000,000; the Export-
Import Bank, $112,000,000, a total
of approximately $2,500,000,000.

Frankly, I would expect those ex-
penditures for the last eight months
in the fiscal year to run very close
to $4,000,000,000—it may be a little

more. I do not know what needs to
be done, but I do know we have got to
go a long way to keep our govern-
mental house in order. None of us
knows just what we have to face.

‘That statement of Mr. Wiggles-
worth on the foreign situation was
fine; it was complete. It indicated a
broad approach to the problem. We
must do what we can to stop Com-
munism; at the same time we must
not wreck the economy of the United
States.

Our State Department and its agen-
cies, including the Federal Surplus
Commodities organization, which has
charge of selling our property abroad,
must move in one direction. Let me
say to you that in the month of May,
last, over 3,000 tractors were sent into
Yugoslavia out of the United States
by UNRRA . behind the “Iron Cur-
tain” at a time when the “Iron Cur-
tain” was a menace to the United
States. Let me say to you that this
surplus commodity set-up turned over
to a corporation organized by the
Soviet in Italy all of the surplus prop-
erty that we had there, including cars
and tanks and that sort of thing,
which, instead of being used for the
benefit of the Italian people in their
transportation and on their farms, is
being used especially for Soviet prop-
aganda against the United States and
against the freedom of the world.

Those things must stop and we must
move in one direction. I am willing to
go just as far as we need to go to pro-
tect the interests of the United States.
It is possible that we will have to do
some things with reference to the mili-
tary that have not been done; it is pos-
sible that we will have to do a great
many things with reference to some of
our allies across the water; but now is
the time for those governments over
there to realize the situation they are
in. If they would stand up today and
look Mr. Stalin in the eye and tell him
it was time he ceased to disturb the
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peace of the world, I believe it would
have a wholesome and favorable effect
upon the peace of the world. Unless
Russia is ready to make an immediate
peace in Germany and Austria and
throw the economies of those countries
into one zone where they can be oper-
ated for the benefit of the German and
Austrian peoples, and let the middle
part of Europe become stable and self-
supporting, we must organize the three
zones in each of these countries that
we control and put them in shape to
do business and get on their feet. That
is the only way we can make progress.

We are all facing a difficult prob-
lem, we in the Congress just as much
as anyone else. We must face that
problem square-toed and without the
slightest thought of what effect it will
have on our political future. We won’t
have any political future unless we do.

We in Washington are going to face

the most serious problem. We must
have the machinery of government in
Washington running on a business
basis, running along progressive lines,
and for this reason we need the best
kind of advice from accountants of
experience, from business leaders, from
business analysts, and from governmen-
tal analysts. But we must do all this
on the basis of governmental efficiency,
and we must do it courageously and
without regard to where the axe may
fall. If we can have the cooperation of
the Administration in bringing about
these results, I believe that we can go
so far in the session to come as to put
the government’s house in order and
even have a modest tax reduction,
and at the same time have something
left of a substantial character to make
a sizable payment upon the public debt
and to meet every obligation that we
will owe to the peace of America.

Case Studies on the Natural Business Year

By L. C. J. YEAGER, KENTUCKY
Member, American Institute of Accountants

7 HWHE PROGRAM of this meeting of
the Institute has been aptly des-
ignated as ‘“Challenges” and

when I was assigned the subject of

the natural business year, I was given
the one which probably represents the
greatest challenge to our profession.

I am sure that nearly all of you have
noticed the obituary columns recently
in the magazine, The Certified Public
Accountant, and no doubt you have
further noted that the average age of
certified public accountants, according
to the statistics, is somewhere in the low
fifties. This fact has been further
brought home to me since three ac-
countants in my own city have died in
recent months, all of whom were under
50 years of age.

Insurance companies have in many
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instances designated certified public ac-
countants as “preferred risks.” It is
possible that the new group insurance
plan now being promulgated may dis-
pel this illusion. Be that as it may, it
now appears that the life expectancy
of the average certified public account-
ant is alarmingly short, and until in-
vestigation has been made into the
causes of this condition your guess is as
good as mine. But I will take the lib-
erty of stating that, in my opinion, the
greatest contributing factor is the ten-
sion caused by meeting deadlines and
the physical and mental strain caused
by our so-called “peak season,” or to
state it more simply, just plain over-
work.

To get down to the meat of the situ-
ation, this matter of overwork is a life-
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and-death issue with us. Analyze the
causes of overwork and the principal
one must inevitably be the ‘“peak sea-
son” caused by the press of work due
to the use of the calendar year for de-
termining profits. Therefore, the natu-
ral business year concept is not just a
theory to be weakly expounded, but is,
as I said before, a matter of life and
death to you and to me.

In the over-all picture, much pro-
gress has been made in recent years,
although some ground has been lost.
For example, the withholding of taxes
works a hardship upon the individual
on a fiscal year basis if he has any in-
come subject to withholding, since the
credit for taxes withheld is based upon
calendar year withholding regardless of
the tax year of the individual. Another
instance is the fact that one of the large
motor car producers is now insisting
that all of its dealers make financial
reports on the calendar year basis,
even though the dealer has established
a fiscal year corresponding to the
“model-year” of the motor car dealers.

A government agency is in some in-
stances a thorn in the side of the ac-
countant who is attempting to get the
client to adopt a natural business year.
Take, for example, the Interstate Com-
merce Commission, which requires all
annual reports to be made on the basis
of a year ending December 31. Better
still, look at the Federal Communica-
tions Commission. The rules and regu-
lations of that body contain the fol-
lowing:

“A licensee of a broadcast station shall
file with the Commission on or before
April 1 of each year a balance sheet
showing the financial condition as of
December 31 of the preceding calendar
year and an income statement for said
calendar year.”

Thus we see that the Federal Com-
munications Commission specifies that
the calendar year be used. That is
where our work is concerned, but let
us turn to where their work is con-
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cerned and investigate the regulations
of the Federal Communications Com-
mission. Under the section of the regu-
lations dealing with the renewal of
broadcast licenses, which are now is-
sued over three-year periods, we find
that broadcast stations have been di-
vided into 12 groups and applications
for renewals of licenses are distributed
over a three-year period variously ex-
piring February 1, May 1, August 1,
and November 1. Thus we see that the
Federal Communications Commission,
having the power to do so, has dis-
tributed its own work in license re-
newals, but where our work is con-
cerned they have arbitrarily fixed De-
cember 31.

Since the formation of the natural
business year committee and due to the
efforts of its members over a period of
years, a great deal of educational work
has been accomplished. There are two
ways in which this problem of educa-
tion can be effectively approached and
let us for the purpose of this discussion
refer to them as the top and the bottom
ways. From the top the natural bus-
iness year committee can continue to
press its program of education and can
continue its advocacy of the theory with
trade associations and governmental
bodies. But the real work of conversion
must be done from the bottom. It de-
volves upon the individual practitioner
in each case to sell the theory to his
individual client. It is my experience
that few business executives advocate a
change in fiscal year without strenuous
urging from the accountant.

In connection with the problem of
selling the client on changing to a natu-
ral business year—and it is a problem,
as anyone who has tried to sell such a
change knows—we should mention the
fact that it is difficult, if not impossible,
to sell a product or an idea in which
you vourself do not believe.

Along this line I recall a meeting of
the board of directors of our state so-
ciety held a few years ago. We were
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discussing the mailing of a pamphlet
on the subject of the natural business
year and somehow the question arose
as to how many of the firms represented
by our board had adopted for their
own operation a year other than the
calendar year. A poll of the nine mem-
bers present indicated that seven of the
firms were still on the calendar year.
Don’t you believe it would have been
a little difficult for some of those seven
to convince a client that a change in
the client’s year was advisable when he
himself did not believe in the theory
enough to apply to his own business?

Long ago realizing that the spread
of work throughout the year was pos-
sibly the most important administrative
function in the office of a certified
public accountant, I have given much
thought to the arguments for the adop-
tion of the natural business year, with
which arguments all of you are un-
doubtedly familiar. I have used them
on client after client and it has been
my personal experience that in most in-
stances the client was not sold. As a
result, I have come to the conclusion
that the most moving argument an ac-
countant may make is to put the prob-
lem on a purely personal basis. After
all is said and done, if your client
thinks enough of you personally to want
you to handle the important work for
him that you do, he thinks enough of
you personally to be interested in your
welfare and well-being, and in most
cases where we have changed the client
from the calendar year to the natural
business year, the clincher, no doubt
materially aided by the reasonable ar-
guments, has been the necessity and
convenience to the accountant.

If you personally had a serious oper-
ation to be performed in your family,
would you knowingly entrust the mat-
ter to a surgeon whom you knew to be

“practically punch-drunk from over-
work? Or, if you had an important
law case, would you care to entrust it
to an attorney at a time when you
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knew him to be so busy that he could
not perform his best work? Naturally,
these questions appear almost silly, and
yet it is exactly what we as a profession
are permitting our clients to do, largely
because we have failed to have a frank
and honest discussion of the subject
with them.

There is now available a consider-
able amount of material regarding sug-
gested closing dates for various types
of businesses and it is possible that
many of us may get into the rut of
thinking that only one date, other than
December 31, in each specific case
would constitute a desirable natural
year closing. For example, many years
ago the Comptrollers Congress advo-
cated January 31 as the desirable date
for department store closings with the
result that this is generally spoken of
as being THE natural fiscal closing for
department stores. Nevertheless, R. H.
Macy & Company, one of the greatest
of them all, makes its annual report on
a year ending July 31. While often for
a particular type of business, one par-
ticular month-end will seem to be far
the most desirable, in most instances
there is a reasonable amount of latitude
as to choice of dates. For example, the
automotive dealer group: in the years
in which the new models appeared
about October, certainly either August
31 or September 30 would be fairly
acceptable.

While in a large number of business
classifications, a natural business’ year
other than December 31 is obvious,
there are many in which this is not the
case. In this latter group one month-
end is just about as good as another,
and it is with this group that the cer-
tified public accountant is enabled to
do his best work in balancing his prac-
tice throughout the year. Here also
argument on a purely personal basis
for a change is most necessary and
effective. The following are months on
which we have succeeded in placing
the closings of businesses of the types
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numerated where no particular month-
end is indicated:

January—
Whiskey wholesaler
Storage warchouse
February—
Drilling contractor
Plate glass contractor
March—
Wholesale auto accessories
Electrical contractor
April—
Distributor restaurant equipment
Dealer in antiques and novelties
May—
Member, New York Stock Ex-
change
Finance company
Retail furniture company
June—
Wholesale drugs
Processor of dairy products
July—
Hardware dealer
Processor of dairy products
August—
Broadcasting station—in spite of
the F.C.C.!
Scrap material yard
September—
Broadcasting station
Retail furniture
October—
General insurance agency
Manufacturer of valves and fit-
tings
November—
Broadcasting station
Laundry

However, some businesses have such
a production or sales cycle that it is
obvious that a particular month-end is
indicated. Such a situation obtains in
the following case studies:

Case Study No. 1

Some years ago my firm was em-
ployed by a manufacturer of topcoats
and overcoats. The business had been
established some 15 years earlier. At its
inception the calendar year had been
adopted. Yet we found that in each of
the years it had operated, the plant

had been closed for at least two weeks
in May, and in most years for the en-
tire month of May. Their business
practice was to start the production of
coats for fall delivery sometime during
the first week in June, Deliveries would
commence during the latter part of
August and continue until April. Dur-
ing the latter part of April and early
part of May, only a few sample gar-
ments were produced. New woolens to
be put into production were ordered
for delivery starting with June 1. Here
was a clear-cut case of a year ending
May 31, and yet it was with the great-
est of difficulty that we persuaded this
particular company to change its fiscal
year from the calendar to that date.

Case Study No. 2

Another case study concerns a hold-
ing company operating 18 wholesale
grocery houses. It had been their prac-
tice for years to close with the calen-
dar and yet here was a business dealing-
primarily in food products and in ac-
tual practice they commenced the mar-
keting of the current crop and pack
during July of each year and continued
the merchandising of said crop until
June of the following year with the
result that they were closing their ac-
counting year in midseason with the
attendant large inventories and employ-
ment of credit. Inventories on Decem-
ber 31 had to be taken usually in cold
warehouses and by employees who
probably were less efficient due to the
festivities of the holiday season. After
two years of discussion with the man-
agement we were finally able to con-
vince them of the advantages of chang-
ing to June 30. They have since been
quite pleased with the change as it is
no longer necessary for one of the offi-
cers to delay his winter trip to Florida!

Case Study No. 3

Some years ago we were employed
by a firm distributing school supplies
of all kinds, whose operations covered
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about three states. In prior years they
had closed their books on the calendar
basis. Here was an instance of a com-
pany having a definite cycle ending
about June 30, since their big selling
season started during July and contin-
ued until the latter part of November.
On December 31, the company was
employing nearly its maximum credit
usage, whereas the June 30 lLiabilities
were at their lowest,. inventories were
at their lowest, and most of the business
functions were at the lowest ebb of the
year. Despite the fact that a June 30
fiscal year was obvious, it was only with
the greatest insistence on our part that
the management acceded to the
change. Now that the accounting has
been put on the natural business year
of the business and the management
has seen it function for three or four
years, they are delighted with the adop-
tion of their natural business year.

It cannot be too strongly stressed
that the struggle to balance an account-
ing practice is never ended. As hard
as we try to get businesses off Decem-
ber 31, nevertheless that date seems to
fill up again, because invariably new
business is on a calendar year basis.

We have recently analyzed the bus-
iness of our own firm to ascertain the
distribution of our work based upon
fees received. While our fiscal year
closes August 31, the analysis is pre-

sented on a calendar basis. We have
distributed fees to the month used by
the client as his fiscal closing. The tab-
ulation which is not distorted by so-
called monthly jobs as only 3 per cent
of our gross fees were from this source,
presents the percentage of work distri-
bution for the past year in comparison
with what it would have been if all of
the clients we have moved off the cal-
endar year were back on it.

For months having less than 1 per
cent, zero is used:

Would have
Is been

January 1% 0

February 3% 2%
March 3% 0

April 1% 0

May 6% 2%
June 24% 4%
July 6% 1%
August 12% 6%
September 2% 1%
October 5% 4%
November 4% 1%
December 33% 79%

In closing, it has been our experi-
ence that those clients whom we have
persuaded to move from the calendar
year to an accounting period closing
on some date other than December,
once they become accustomed to the
change are extremely pleased with the
change.

Accountants’ Liability

By NorRMAN J. LENHART, NEW YORK

Chairman, Committee on Accountants’ Liability and Liability Insurance,
American Institute of Accountants

BELIEVE it is unnecessary to dwell
I[ on the variety of claims to which

independent public accountants are
subject. It is a source of worry to all
public accountants that no matter how
hard they may try, they may be sub-
jected to claim and suit with the re-
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sultant publicity which is often more
damaging than the suit itself.

We all hope to see the day when
accountants may be in the same situ-
ation as lawyers and doctors. The shy-
ster lawyer and the unethical physician
certainly should be subject to claim
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or suit, and likewise I think the ac-
countant who is guilty of dishonesty,
or who deliberately fails to do what
he considers a good job, should be
subject to claim and suit. But the law-
yer who exercises reasonable skill usu-
ally is not sued for what may turn out
to be poor judgment. The physician
is not sued for a poor diagnosis if
he exercises reasonable skill. We all
feel that the accountant should not be
subjected to claim and suit if he does
the best job of which he is capable and
follows reasonably good practice.

For a good many years Lloyd’s of
London have issued insurance policies
which insure against most of the claims
which may be made against indepen-
dent public accountants. These policies
have been issued in amounts running
into the millions. For a while, Lloyd’s
cut down the amount of insurance they
would write for public accountants,
but within the last year or so, Lloyd’s
have again increased the limits. Just
what their present limit is, I do not
know, but I know they now write poli-
cies of several million dollars each.

There are two American companies
that have written accountants’ liahility
policies for some years. Those two com-
panies are the American Surety Com-
pany and the Indemnity Insurance
Company of North America. In most
respects the policies now written by
American companies are like the ones
written by Lloyd’s, that is, the provi-
sions are substantially the same. The
amounts, however, are very much
lower, running from $200,000 to
$250,000 maximum. It is of interest
to note that both the American com-
panies restrict the policies they issue to
members of the American Institute of
Accountants or to members of state
societies of certified public accountants.
They very carefully investigate any ap-
plicants for these policies. I am told
that as the number of policies increase,
the limits will increase. If the American
companies write liability policies for a

limited number of public accountants
the amount of each policy that can be
written is less than could be written if
more accountants carried such a policy.

For quite some time (a matter of
some years), the committee of which I
am now chairman has been negotiating
with the companies writing fidelity
bonds in an effort to minimize the
publicity resulting from the claims
such as have been made from time to
time by certain of these companies
against accountants for failure to un-
cover defalcation or fraud. A few of
the surety companies have taken the
position that the accountant, by failing
to discover a fraud, has permitted the
amount to be built up and that the
accountant should be liable not only
for the amount of defalcation that may
have existed at the time he last made
the audit, but the amount to which
the defalcation may have grown before
it is discovered.

As a result of negotiation, twenty-
three of the surety companies signed a
letter in which they said that as to
members of the Institute, if they think
they have a claim against an account-
ant they will discuss the matter with a
three-man committee, and a hearing
will be held by such committee in such
manner as the committee thinks best.
The surety company will not sue the
accountant if the committee says that,
in its judgment, the surety company
does not have a fair claim. We feel this
is quite a step forward because it may
prevent suits being brought that should
not be brought, and we think that by
and large it should reduce to a mini-
mum the publicity resulting from such
claims. :

A letter was sent out to all members
of the Institute, dated December 1945,
which listed twenty-three of the surety
companies that had signed the letter
in question. Since that time, twelve
more companies have signed, the latest
company being the Indemnity Com-
pany of North America, one of the two
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companies that writes accountants’ lia-
bility policies. We are hopeful that the
remaining surety companies will even-
tually sign this letter. There have been
no cases brought under this new pro-
cedure, which speaks well for everyone.
Apparently there have not been any
cases that surety companies thought in-
volved claims.

I hope all of you have read the arti-
cle by John L. Carey which was first
printed in The Controller for March
1947, and reprinted in The Journal of
Accountancy for April 1947 (p. 353).
This article stressed the relationship be-
tween internal control, fidelity bonds
and audits.

I have been impressed in my talks
with the surety companies by the im-
portance they place on the adequacy
of internal control. They apparently
feel that they would be happier if all
of their policyholders had good systems
of internal control than if they could
increase their business substantially
without improving the internal control
existing in most of their policyhold-
ers.
Apparently an important way in
which the public accountants can im-
prove relationships with the surety com-
panies is to keep trying to get their
clients to improve their existing sys-
tems of internal control. Surety com-
panies tell me that by and large they
do not believe most policyholders ap-
preciate what constitutes an adequate
system of internal control and the ad-
vantages that would result therefrom.
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I should like to mention one other
matter. I have just learned that two
disturbing questions have come up with
regard to accountants’ liability policies
carried by a member of the Institute.
I understand this member had a claim
made against him for which liability
was denied by the company writing his
accountants’ liability policy, for the rea-
son that the policy ran to the firm and
the suit was brought against the indi-
vidual partner. That does not seem very
reasonable to me and I should like to
look into it. Certainly most of us might
be in a bad spot if a partner can be
sued and have no protection merely be-
cause the liability policy runs to' the
firm of which he is a partner.

The other matter is not so surprising.
One of the insurance companies has
expressed doubt that it will pay the
costs of defending a suit for fraud,
which suit evidently was without merit.
The accountants’ liability policy does
not insure against dishonesty, but suits
are brought alleging dishonesty. On
trial, however, the accountant may be
found not guilty. I am under the im-
pression that one of the companies (I
am not sure which one) has changed
its accountants’ liability policy so that
the accountant will be defended against
such a suit even though the insurance
company would not be liable if the
accountant is found guilty.

If it develops that there is anything-
of particular interest to members of the
Institute on those two points, notice
will be given to the membership.



Incentive Pay Plans
Applied to Accountants’ Offices

By RarLpu B. Mayo, COLORADO

Vice-President, American Institute of Accountants

¢ NcENTIVE PAY” is a method of
I[ compensation which rewards su-
perior performance. It increases
in proportion to measured results. It
gives those who work a financial inter-
est in the product of their efforts. It is
designed to encourage excellence so
that motive springs from within and no
external urge is required. It offers the
staff member opportunities for develop-
ment and permits continued growth
and expansion, limited only by the in-
dividual’s own abilities.

Such objectives are obviously highly
desirable. How they may be achieved
at least in part is a problem which can-
not be fully answered but will be dis-
cussed (1) as to staff members and (2)
as to partners.

Staff Compensation

The quality of the staff is of utmost
importance to every accounting organi-
zation. It determines the quality,
growth, and achievement of the firm.
The building of a good staff depends
on many factors, the most important of
which are (a) wise selection, (b) thor-
ough training, and (c) adequate com-
pensation. As stated, this discussion
deals only with compensation which is
in the top bracket of importance in
producing an organization which will
be interested in results, loyal to the best
interests of the firm, and grow in
stature.

The typical accounting organization,
in addition to principals, may be
roughly divided into (1) seniors in
charge and supervisory accountants,
(2) juniors or assistant accountants,
and (3) stenographers, bookkeepers,
and clerical assistants.

Seniors

Attention will first be given to senior
and top-flight accountants. Having ad-
vanced this far they probably have em-
braced professional accountancy as a
lifetime career. Furthermore they pre-
sumably have been with the firm long
enough to be accepted as permanent
members of the staff. They themselves
will have formed a genuine feeling of
“belonging to” the organization. There
will have developed strong bonds of
mutual allegiance and esteem. This be-
ing true, it is proper and fitting that
they should be offered the top contract.
All that can be done should be done to
give them as many as possible of the
essential characteristics of a joint ven-
ture short of an actual partnership. The
usual flat salary and even the occa-
sional bonus, no matter how generous
they both may be, fails to satisfy this
test fully.

Every ambitious young man in the
public accounting profession looks for-
ward to the day when he will have a
practice of his own. It is desirable, as
nearly as possible, to satisfy this natural
and proper aspiration and to encourage
his growth with the present firm with
whom he has cast his lot. There fol-
lows an extract taken from a “per-
centage” contract designed to accom-
plish a true sharing arrangement:

Employer agrees:

(a) To pay said employee for his ser-
vices, compensation to be computed as
follows:

1 1 I per cent of net fees
earned by the employee, and chargeable
to clients by the employer (after giving
effect to all adjustments of such fees as
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may, in the judgment of the employer,
be necessary), plus per hour
for time spent on ‘“‘non-productive” work,
or

(2) A minimum annual salary of
Dollars

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

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

(B ).

(b) The employee will be credited
with his earnings as computed under
(a) (1) above at the end of each month,
and at the end of each fiscal year his
earnings will be computed under each of
the above methods of computation, and
his compensation for the year will be
whichever of the above computations
produces the larger amount.

(¢) Payments on account of compen-
sation as computed above will be made
to the employee as follows:
........................ on the sixteenth day of

each month and
........................ on the first day of the
next month.

Any balance due the employee at the
end of the fiscal year, as computed under
(a) and (b) above, will be paid sixty-
five days following the close of the year.

The first essential of the above con-
tract is that the senior staff member
will receive an agreed percentage of the
fees which he earns. (50 per cent is
the most used rate but cases are re-
ported of 60 per cent.) This requires
a careful record of fees earned. In those
cases where it is possible to charge the
client more than the stated per diem,
because of good results or other rea-
sons he shares in the write up prorata
with all who worked on the engage-
ment. This frequently occurs in tax en-
gagements. Where it is impossible to
charge the full accumulated cost on a
per diem basis, the charge-back likewise
is prorated and the senior accountant
bears his share. This places on him the
responsibility to see that the character
of work performed can be fully charged
for and collected. Obviously if the go-
ing rate of charge for his time is from
$30 to $50 per day, his earnings will be
(on a 50 per cent basis) $15 to $25
plus such additional amounts as may be
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justified by excellence of performance.
This percentage of fees earned plus an
agreed hourly rate for non-productive
assignments (not including unassigned
time for which no credit is given)
should be credited to his salary account
monthly.

The second essential is to agree on a
proper annual guarantee which will
provide a sense of security and meas-
ure the semi-monthly payments. This
should be large enough to cover rea-
sonable living costs and avoid anxiety,
and low enough to be attainable and
permit the accumulation of a substan-
tial credit balance. After the close of
the fiscal year this credit balance is
paid to him in one lump sum, which
experience has shown is helpful in the
individual’s savings program.

The above sharing plan may be sup-
plemented by offering inducements for
attracting new clients. In one instance
this takes the form of a bonus of 10
per cent of all fees charged to such new
client (and collected) during the first
twelve months and 5 per cent there-
after.

The contract used here as an exam-
ple contains the following provisions
relating to sick leave and vacations:

After the first year no reduction of the
minimum annual salary computed under
(3) (a) (2) will be made for unavoid-
able absence of the employee on account
of sickness not in excess of two weeks in
any fiscal year, but reduction will be
made ratably for absence in excess of
two weeks on account of sickness, or for
any absence for other reasons.

After the first year a vacation of two
calendar weeks in each fiscal year will
be given the employee, at a time to be
selected by the employer, without reduc-
tion of guaranteed minimum salary com-

puted under (3) (a) (2).

It is obvious that under the above
provisions the senior accountant who
has accumulated a credit balance from
the percentage of his fees actually is
taking such time off at his own expense
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because no further credits are being
made while no fees are being earned.

The employment arrangement may
also provide additional perquisites such
as:

1—Annual or Christmas bonuses.

2—A retirement plan.

3—Group insurance covering life, health
and accident, Blue Cross, or other
hospital and medical benefits.

Juniors

Turning now to the matter of com-
pensation of junior accountants on the
staff, a somewhat different problem is
presented.- The men usually will have
been in the profession and with the firm
a relatively short time. They are prob-
ably just starting their career, perhaps
just graduated from a university ac-
counting course and with little or no
experience. Very properly they are
more interested in securing training
than in compensation. From the firm’s
standpoint, as well, there is no basis
for a generous rate of compensation, as
considerable time and effort must be
devoted to staff training and intensive
supervision, in addition to time lost in
inefficiency.

The most used basis of pay is a
standard monthly salary which carries
through winter and summer. In some
cases, no additional amount is paid for
overtime, but such hours of overtime
may be used to offset unassigned time
during dull seasons or perhaps may be
added to vacation allowances. This or
similar methods offer no rewards for
effort beyond the stated hours nor in-
ducement for devotion to service. Per-
haps the springs of ambition within the
energetic young man should be suffi-
cient to assure a cheerful response to
overtime assignments. However, a tan-
gible showing of appreciation on the
part of the firm will be a great encour-
agement.

Obviously there is no reasonable jus-
tification for a sharing or percentage
contract such as the one discussed
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above for senior accountants. In fact,
such would be unsound and unwise.
The most that can be done is to pay
an additional amount for overtime.
One plan calls for a contract which (1)
sets a basic hourly rate, (2) guarantees
a minimum weekly salary, and (3) pro-
vides the hourlv rate to be paid for
time cver 4 hours within any calen-
dar week. For example, if the hourly
rate is $1.00 or $1.25 then the guaran-
teed weekly salary is $40 or $50, re-
spectively, which is forty times the
hourly rate. Since in the lower case the
staff member cannot qualify under
wage-and-hour rules as a professional
employee” (basic compensation is less
than $200 per month), overtime is paid
for at time and a half. In the higher
case he technically is a “professional
employee” and therefore overtime can
if desired be paid for at the basic hourly
rate (in this case $1.25). This overtime
pay provides the beginning accountant
on the staff an opportunity to accom-
plish extra earnings if he is sufficiently
devoted to his job.

Obviously no credit balances are
built up against dull periods. The firm
must take this risk itself in order to
provide security and encouragement to
the young man entering upon an ac-
counting career. Since the minimum
guarantee must be paid in dull periods,
it is desirable to keep a separate ex-
pense account to which may be charged
the portion of such guaranty payments
which are not earned. If a reasonable
trial period indicates that the man is
to be a permanent member of the staff,
then other inducements and perquisites
may well be granted such as some of
the standard ones presented above for
seniors including (1) vacation with
pay, (2) sick leave with pay, (3) an-
nual or Christmas bonuses, (4) retire-
ment plans, and (5) insurance benefits.

Compensation for other members of
the organization, including stenogra-
phers, bookeepers, and clerks, may
properly be discussed under this head-
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ing. Their compensation may well be
patterned after the junior accountants’
plan just presented. That is a basic
hourly rate, weekly guarantee, and time
and a half for overtime, together with
the usual extras. Although these persons
may not be directly productive of rev-
enue for the firm they are, neverthe-
less, vitally important to its success.
They should be treated and compen-
sated in such a manner as to encourage
in them a feeling of being an essential
part of the whole machine, and not let
develop a sense of being separate and
apart from the productive staff. Obvi-
ously, percentage arrangements are not
possible but overtime pay and bonus
are proper and desirable.

For all members of the organization
on an “hourly contract” a weekly or
bi-weekly pay period is desirable. It
simplifies the computation of time over
40 hours (or other basic time) per cal-
endar week. Monthly or semi-monthly
payrolls complicate this determination
as the pay period usually includes parts
of three calendar weeks with carryovers
from former payrolls and forward into
the next. The good old wage-and-hour
law has brought this development. The
pay period here discussed is in contrast
to the monthly or semi-monthly pay-
ments under the percentage contracts
where an annual guarantee is provided.

Partners

A discussion of partners’ compensa-
tion may appear out of place here as
there should be ample incentive for su-
perior performance in the share of
profits which each will receive. This
hasty conclusion, however, is not neces-
sarily valid, for the reason that part-
" ners are human like members of staff
and are influenced by the same motives
and incentives. The more directly the
partner’s share of profits is geared to his
individual performance the more the
incentive for personal achievement. On
the other hand, if his share of profits

is a predetermined amount or percent- |
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age, then the direct motive for produc-
tion is missing.

There are so many methods of divid-
ing profits which are meritorious that
this discussion will be limited to the
statement of a few basic principles and
the description of one example.

The first fundamental to note is that
the practice of public accountancy is
strictly personal service. All revenue
flows from services performed by mem-
bers of the organization for clients.
Capital is not an income producing fac-
tor, although a reasonable amount is
required to operate. The best potential
revenue producers in the group are the
partners. It is their personal services
that the clients seek and are willing to
pay premium rates to secure. It there-
fore follows that the partner should be
encouraged to keep his time productive
and be compensated accordingly.

The individual partner then makes
three contributions to the partnership
results (1) his services, (2) his invest-
ment, and (3) his share of clients and
business attracted to the firm. To recog-
nize these three elements the partner-
ship agreement may provide for the
following division of profits:

1—A salary to the partner.

2—Interest on his investment.

3—A credit for a stated portion of the
net profit (or loss) after deducting
salaries and interest paid to partners.

As to partners’ -salaries, many firms
use a flat monthly or annual amount.
As previously pointed out, however, it
is important to provide incentive in the
salary plan. One example follows the
principles of the “percentage contract”
for senior accountants previously dis-
cussed. This includes:

1—A monthly credit to the partner’s sal-
ary account of a percentage (for in-
stance 50 per cent) of fees charged
for his personal services. This would
include regular per diems with pro-
rata write-ups where possible in bill-
ing and any write-downs required.
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2—A monthly credit to his salary account
based on hours devoted to activities
for which no charge can be made,
including executive functions. The
hourly credit rate should not exceed
and may be less than 50 per cent of
regular per diems in order to place
no premium on non-productive time.

These provisions require, of course, that
the partner devote time to the partner-
ship and that he produce fees. Under
these rules, likewise, a retired or inac-
tive partner would receive no salary
credits.

The next factor is interest. So long
as capital invested by each partner is
in proportion to his interest in profits,
it is immaterial whether interest is
credited or not. Since there is usually
some difference in net capital on ac-
count of variations in drawings rates by
various partners, it is desirable to make
an interest adjustment. This may be
accomplished either (1) by crediting
each partner with an agreed rate on
his net monthly investment balance or
(2) by crediting interest on such bal-
ances in excess of the basic capital ac-
count of each partner or charging in-
terest on any overdrafts. The rate of
interest may well be the going bank
rate, so that the interest adjustment
will be equivalent to the cost of secur-
ing similar amounts by bank borrow-
ings.

Profits remaining after deducting
partners’ salaries and interest as ex-
penses is usually divided upon an
agreed proportion or percentage. The
only special problem met here is as to
the treatment of retired or inactive
partners. Some firms require the part-
ner who wishes to retire to sell his inter-
est to the others and if he wishes to
materially reduce his time devoted to
the firm, his share of profits may be
reduced under a sliding scale. The
theory followed in such cases is that the
profit is derived by personal services
and only active partners should share
therein. Exception is usually made for
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prolonged illness, military service, or
other agreed leave of absence. It is be-
lieved that most partnerships require
the estate of a deceased partner to sell
his interest to the continuing partners.

This discussion cannot be considered
complete without some consideration of
retirement provisions. A partner’s inter-
est in a firm may be terminated by the
following events:

1—Withdrawal from the firm for per-
sonal reasons, such as removal from
the city, disagreement, etc.
2—Retirement because of age or health.
3—Death.

It is quite usual under any of the
above situations to require that the
terminated interest be sold and that
the remaining partners agree to buy.
There are exceptional cases where the
business may be divided or liquidated.
In case of purchase and sale between
partners it is necessary that valuation
formulas be agreed and stated in writ-
ing so they may be applied impartially
to any interest affected. The elements
of valuation are obviously (1) net tan-
gible investment, and (2) goodwill. No
consideration will be given here to the
many interesting income and estate tax
questions. Ordinarily the net tangible
investment is easily handled. The larg-
est item is accounts receivable from cli-
ents. As to these, settlement may well
proceed as collections are made. Furni-
ture and equipment may by agreement
be valued at book value or be ap-
praised. Life insurance division should
be clearly provided in the agreement.

Valuation of goodwill is the most
difficult. As stated, a formula should
be stated in the contract. For instance,
it may be a percentage of annual vol-
ume of fees. Rates which have come
to attention range from 50 per cent to
100 per cent. Other plans have been
mentioned involving results after the
event, such as a percentage of fees
earned in the next year, or all the
profits earned on the clients existing
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on the basic date, over a period such
as three years. There are many terms
to be used in such provisions which
should be clearly defined. For instance,
should typing fees be included; should
large and unusual fees be excluded; if
profits are the measure, should part-
ners’ salaries be considered as expense,
and how is overhead to be computed?

Conclusion

Incentive-pay plans, to which atten-
tion has here been focused, involve re-
wards for personal services which rec-

ognize both the time devoted and the
extent of the results accomplished. The
dual objective is that those who serve
shall give of their best and receive a
fair share of their product. It is a mod-
ern application of the golden rule, the
reward for merit, and the profit motive,
which have been economically and
morally sound through the ages. If ac-
countancy is to be a great profession, it
will be because of the caliber and de-
votion of the men attracted to it and
because of the quality of their achieve-
ments.

Basic Information
Concerning Candidates Writing
the Uniform CPA Examination

By NorMAN Lee BUrRTON, NEw YORK
Educational Director, American Institute of Accountants

OR MANY YEARS the fact that the
]Fratio of the number of persons

who pass the CPA examinations
to the number of those who take them
appears to be smaller than correspond-
ing ratios based on similar data in
other fields of professional examinations
has been a matter of comment, both
oral and written. Various explanations
of this phenomenon have been offered.
A common one is that accounting is
just naturally harder than such profes-
sions as law or medicine, for example.
Another is based on the belief that the
certified public accountants try to keep
the profession small by failing the great
majority of those who take the exami-
nations. In some states the profession
has been accused of predetermining the
percentage of candidates their boards
will pass.

It is not my purpose to discuss any
of the foregoing suggestions nor to in-
troduce a new one. That not one of
those made, however, is the result of
‘a sound and careful analysis of all the
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factors involved needs little demonstra-
tion. How does the preliminary educa-
tion, for example, of the candidate for
an examination for admittance to the
bar or for a license to practice medicine
compare with that of the candidate for
a CPA examination? To what extent
are the questions asked in the bar ex-
aminations and in those presented to
candidates for medical practice of a
sort which can be answered purely
from a study of standard textbooks
and published reports? Do the exami-
nations in law and medicine presume
a period of practical professional ex-
perience? How do the answers to the
last two questions compare with the
answers to similar questions pertinent
to CPA examinations?

As a step in an attempt to learn the
reasons for results obtained by candi-
dates for CPA certificates who take
the uniform certified public accountant
examination prepared by the American
Institute of Accountants, the Institute
asked the various state boards of CPA
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examiners to give it certain basic in-
formation regarding the candidates
who sat for the examination given in
November 1946.

These questions related to the age,
education, and experience of the can-
didates and the number of times suc-
cessful candidates in each examination
had attempted to pass it. To simplify
the work of the boards in compiling
the data requested, the form of the
questionnaire was such that most of
the data required could be indicated by
check marks. Thus, the section relating
to a candidate’s age was divided into
six blocks, headed, respectively, “Un-
der 25,7 %“25-29,” “30-34,” “35-39 >
“40-49, » and “50 and over.’

In this effort to accumulate basic
data regarding aspirants for CPA cer-
tificates, twenty states co-operated and
provided information relative to exactly
twelve hundred candidates. Almost
every section of the country is repre-
sented and the group includes those
with very few as well as those with a
large number of candidates. Of the
states and territories in which the ex-
amination was given, 41 per cent sent
information relative to 35 per cent of
the number of persons who were ex-
amined in November 1946.

Certificates were issued to 232 or
19.3 per cent of this group of 1200. An
" additional number of 46, or 3.8 per
cent, completed their examination re-
quirements, but had their certificates
withheld for some statutory reason,
such as a lack of the required number
of years of public accounting experi-
ence.

Of the 1200 candidates, 72, or 6
per cent, were under 25 years of age;
313, or 26.1 per cent, were from 25
to 29 inclusive; 293, or 24.4 per cent,
were between 30 and 35 years old;
215, or 17.9 per cent, were in the 35
to 39 age group; 236, or 19.7 per cent,
were between 40 and 50 years of age;
51, or 4.2 per cent were 50 or over;
and for 20, or 1.7 per cent of the total,

no age was reported. From this it will
be seen that slightly more than half of
the candidates were between the ages
of 25 and 35, while nearly 40 per cent
were between 35 and 50 years of age.
While the heaviest concentration is in
the age group of 25 to 35, as might be
expected, it is highly significant that
such a large proportion of accountants
over 35 feel the importance of obtain-
ing a CPA certificate. Perhaps it is
merely the result of taking something
which, spelled backwards, means some-
thing else.

What kinds of educational advan-
tages have been enjoyed (or suffered)
by the 1200 candidates for CPA cer-
tificates?

The Institute’s questionnaire pro-
vided blocks for checkmarks applicable
to six categories, as follows:

High school, or equivalent

College incomplete

College graduate

Technical accounting school

Graduate of college, with accounting
major

Graduate of graduate school of ac-
counting

Filling out this section of the ques-
tionnaire presented some difficulties. To
aid the boards in deciding under which
classification a candidate belonged, it
was suggested that only the highest
school ‘attended be indicated. Thus, a
candidate who had had college train-
ing could be assumed to have had a
high school or equivalent education.
But what about the boy who had had
three years in college which he had fol-
lowed with two years in an accounting
school which he could have entered
directly from high school? In such a
case should the “college incomplete” or
the “technical accounting school” be
checked? Some boards checked both
categories, leaving it to the Institute’s
analyst to select the one he wanted. In
other cases the boards made their own
selections, based, presumably, on their
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knowledge of the facts in each instance.
It might be assumed, for example, that
a candidate who had abandoned col-
lege at the end of the first semester of
his freshman year in favor of a techni-
cal accounting school qualified to give
good training but no degree, and had
completed a two-year course in the lat-
ter school, had experienced his highest
education in the technical school. On
the other hand, a2 man who had had
four years of college, involving no tech-
nical training in accounting, without
obtaining a degree, and had followed
that with a year of work in an account-

ing school, might be identified in the

“college incomplete” section. The sec-
tions designated “college incomplete”
and “college graduate” were intended
to relate to the sort of education em-
phasized in a typical “college of arts
and sciences,” whether or not in the
course of his curricular work the stu-
dent was exposed to some principles of
accounting. The “technical accounting
* school” is fundamentally a post-high-
school, but non-degree granting, insti-
tution, usually operated on a commer-
cial basis, the curriculum of which is
limited to courses in accounting, bus-
iness law, business English, business
methods, etc. Correspondence courses
were included under this category.

A candidate classified as a graduate
of college and an accounting major
probably received a bachelor’s degree
from a recognized school of business
administration (most likely a member
of the American Association of Col-
legiate Schools of Business) where he
took all, or most of, the accounting
courses offered. A graduate of a “grad-
uate school of accounting™ is presumed
to have received a master’s degree from
such a school.

In classifying candidates’ educational
backgrounds some errors of judgment
have undoubtedly been made. The
quality of the work done in schools
cannot be measured by such an analysis
as was called for by the questionnaire.

The effect of his outside interests, the
nature and extent of his extra-curricu-
lar reading and the state of his health,
while factors in his educational prepa-
ration for professional life, are not re-
flected in this analysis. With all its
limitations, however, it is important in
shedding some light on results obtained
in the examination room.

Of the 1200 candidates about whom
information was furnished 93, or 7.7
per cent, were reported to have had
only a high school (or equivalent) edu-
cation; 233, or 19.4 per cent, had had
some work in college, but had not
graduated; 213, or 17.8 per cent, were
listed as college graduates, without ac-
counting majors; 299, or 24.9 per cent
were deemed to have had their highest
schooling in a technical accounting
school; 290, or 24.2 per cent, were
college graduates who had majored in

- accounting; 49, or 4.1 per cent had re-
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ceived degrees from graduate schools
where they had specialized in account-
ing. With respect to 23, or 1.9 per cent,
of the group, no report regarding their
educational background was received.

This summary suggests that the
present-day candidates for CPA cer-
tificates recognize that mere graduation
from high school supplemented by
home study and work in an account-
ant’s office is not the preferred way of
preparing for the professional examina-
tions. Not one of the twenty states re-
porting the data from which these per-
centages were obtained requires that a
candidate for its CPA certificate extend
his formal schooling beyond the fourth
year of high school. Yet less than 8 per
cent of the persons who sat for the uni-
form examination in the 20 states re-
ported an educational preparation so
limited.

On the other hand, more than 46
per cent of them were college gradu-
ates, of whom three-fifths had majored
in accounting. In addition, approxi-
mately one-fourth of the entire group
had had formal instruction in account-
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ing, though not in so-called accredited
colleges or universities.

While aspirants for the CPA certifi-
cates have recognized the need for post-
high-school education, particularly of
a technical or professional character,
much of the credit for this attitude
probably belongs to those professionally
established, who not only have encour-
aged members of their staffs to take
regular courses in accounting and al-
lied subjects, but have given employ-
ment preference to college graduates
and particularly to those who majored
in accounting. The demands upon the
profession have increasingly called for
men not only well trained in the tech-
nical phases of professional activity, but
in the broader fields of knowledge and
in the art of thinking to which the col-
lege-educated man has been exposed to
a greater degree than his less formally
educated brother. The need for men
who can develop in professional prac-
tice rapidly and who can quickly learn
to assume responsibility for assignments
with a minimum of supervision has
led public accountants to build up their
staffs with college trained personnel.
This, in turn, has influenced the young
people with an inclination toward ac-
counting to prepare themselves aca-
demically as adequately as possible be-
fore identifying themselves with the
profession of accounting.

Of the 1200 persons included in this
study who sat for the November 1946
uniform CPA examination in 20 states,
only 49, or 4.1 per cent, admitted hav-
ing had no accounting experience. One-
third of the entire group, or 401, how-
ever, had had no public accounting ex-
perience. This suggests, or perhaps con-
firms, the idea that many accountants
seek the CPA certificate to provide evi-
dence of their accounting proficiency
rather than for the primary purpose of
qualifying them for professional prac-
tice. Of the 719 candidates who had
had public accounting experience when
they took the November 1946 exami-

72

nation, 140 (11.7 per cent of the total
of 1200 sitting for the examination)
had had less than two years of such
experience; 273 (22.7 per cent of the
total) had had from two to four years
of public accounting; 164 (13.7 per
cent of the total) had had from four
to six years of public accounting; and
142 (11.8 per cent of the total) had
had more than six years of public ac-
counting experience. No experience
data were reported for 31 candidates
(2.6 per cent of the total of 1200).

Clearly a majority, though not a
large one, took the examination after
they had gained some experience in the-
office of a public accountant. For 441
of the candidates their respective state
laws required it, the amount of such
experience ranging from a minimum of
six months in one of the states to as
much as four years in another. Of these
states in which public accounting ex-
perience is a prerequisite to qualifying
for the examination, three years of such
experience was required of 269 candi-
dates. It would appear from the figures
that a substantial proportion of the
candidates in those states apply for the
CPA examination as soon as they have
met the experience requirement.

The chart which has been distributed
presents an analysis of the basic data
relative to those who received passing
grades in the various parts of the No-
vember 1946 uniform CPA examina-
tion. Since each of the 1200 candidates
regarding whom basic information was
provided did not take an examination
in every subject, and the number of
persons who took each examination was
not furnished, certain interesting and
perhaps important ratios relative to the
number who passed in each subject are
not here available. It may be noted in
passing, however, that if each of the
1200 candidates had taken each part
of the examination in November 1946
the ratios of the number who passed
in each subject to the number sitting
would be, respectively, as follows:



Basic Information Concerning the Uniform GPA Examination

auditing, 45.8 per cent; commercial
law, 57.6 per cent; theory of accounts,
58.5 per cent; accounting practice,
39.3 per cent. Since the denominator
in each case is less than 1200, the ac-
tual ratios were somewhat higher. Nev-
ertheless, the chart [Exhibit A] pro-
vides as many interesting figures as one
might expect to see on Miami Beach,
though perhaps the points of interest
are not so apparent at first glance.

One matter of interest that cannot
be gleaned from this chart is the fact
that of the 1200 candidates, informa-
tion regarding whom is the subject of
this analysis, 92 passed all four parts of
the examination at their first attempt.
Of these, 13 were under 25 years of
age; 45 were in the 25 to 29 age group;
19 were from 30 to 34 years old; 7
were over 34 but under forty; 6 were
between 40 and 50 years of age; 2
failed to report their age. As to educa-
tion, 5 reported no formal education
beyond high school; 8 had attended
college but had not graduated; 23 were
college graduates without an account-
ing major; 14 had attended technical
courses in accounting; 35 were college
graduates with accounting majors; 7
had post-graduate degrees with ac-
counting specialization.

The experience report of these 92
candidates shows that 4 had had no
accounting experience, while 35 others
had had no public accounting experi-
ence. One failed to report the character
of his experience, and of the 52 who
had been engaged in public account-
ing, 13 had had less than 2 years, 25
had had from 2 to 4 years, 9 had had
from 4 to 6 years, while only 5 had
had more than six years of such experi-
ence. If there is any moral to be de-
rived from these data, it would seem
to point to the importance of youth
and education as factors in passing
the CPA examinations, with public
accounting experience as of secondary
significance.

As to those who passed the several
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parts of the November 1946 examina-
tion, it was the first attempt for 308,
or 56.1 per cent, of the 549 who were
successful in auditing; for 442, or 64.0
per cent, of the 691 who passed the
commercial law; for 403, or 57.4 per
cent, of the 702 who received 75 or
more in theory of accounts; and for
242, or 51.3 per cent, of those who re-
ceived passing grades in accounting
practice.

Second-timers who passed in the
various subjects were as follows:

Auditing .......... 114  20.8% of 549
Commercial

law ..o 129 18.7% of 691
Theory of

accounts ......158  22.5% of 702
Accounting

practice ...... 109  23.1% of 472

The persistence of many others, who
had appeared for similar examinations
two, three or more (in at least one in-
stance as many as 17) times before,
in an effort to qualify for the coveted
CPA certificate, was finally rewarded
in November 1946.

If the November 1946 examination
is typical, it would appear that the
chances in favor of a person’s passing
the CPA examinations in no more than
two attempts are at least three to one.

Of the successful candidates in each
of the November 1946 examinations
those under 35 years of age were in the
majority, moderately so in the tests in
auditing, commercial law, and theory
of accounts, but rather strikingly so in
the accounting practice examination,
where of the number who passed, 67.4
per cent were under 35. In all of these
examinations the predominance of the
younger element among those who
were successful in their first attempt is
still more evident. In auditing, com-
mercial law, and theory of accounts
approximately two-thirds of the suc-
cessful first-timers were under 35, while
nearly 80 per cent of those who passed
accounting practice were in this group.
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Of those under 25 who passed the vari-
ous examinations first-timers are rather
heavily in the ma]onty Witness: in
auditing, 25 out of 38; in commercial
law, 32 out of 36; in theory of ac-
counts, 35 out of 46; and in account-
ing practice, 26 out of 37.

The educational background of the
successful candidates in each of the ex-
amination parts in November 1946 fol-
lows much the same pattern, with the
man with no formal education subse-
quent to his secondary school work dis-
tinctly in the minority. The largest sin-
gle group consists of college graduates
who have majored in accounting, either
as undergraduates or in preparation for
a master’s degree. On a consolidated
basis, considering the four tests to-
gether, the non-technically trained col-
lege graduates, the candidates trained
in technical accounting schools and the
college men who failed to graduate and
who claim no specific technical train-
ing, vie with each other for second
place. These three groups together are
approximately twice as large as that of
the college graduates who majored in
accounting, which represents approxi-
mately 30 per cent of the total. The
percentage of these college graduates
in the various groups of successful first-
timers is slightly higher than in the
groups of all successful candidates, but
no marked difference in the ratio is to
be observed with respect to the various
first-timer groups.

The experience classification provides
some interesting material for consider-
ation. Of the successful candidates in
auditing, 17 admitted to no accounting
experience of any kind. In commercial
law, theory of accounts, and account-
ing practice similar admissions were
made by 26, 26 and 12 candidates, re-
spectively. This does not mean that 81
persons who passed one or more of the
November 1946 examinations had had
no accounting experience, for several
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persons are included in more than one
group.

It is also worthy of note that the
majority of these candidates without
accounting experience were among
those who passed the examinations at
the first sitting. To be sure, the number
of successful candidates without experi-
ence is very small. That there should be
any is a matter of some significance.

Another significant fact is that in
each examination the largest individual
group of successful candidates consisted
of those who had had no public ac-
counting experience. The proportion of
this group for each part of the exami-
nation was as follows:

Auditing ......coocoviviieencnnes 36.1%
Commercial law .............. 34.2%
Theory of accounts ........ 33.6%
Accounting practice ...... 40.9%

Were it not for the statutory require-
ments in many states it is not unlikely
that these ratios would be higher. The
fact that public accounting experience
is a prercqu1s1te to admission to the ex-
amination in many states tends to re-
duce the number of candidates who
appear without that type of experience.
The number of years of public account-
ing experience required for admission
to the CPA examination also has a
bearing on the number of candidates
included in the various experience cate-
gories. Observe, for example, that of
the 549 persons who passed Auditing
in November 1946, 112 had had from
2 to 4 years of public accounting ex-
perience. Is there any significance to
the fact that-of the 549 persons who
were successful in the auditing exami-
nation, 105 were from states which re-
quire 3 years of public accounting ex-
perience as a preliminary to admission
to the examination? Comparable fig-
ures relative to the other examinations
are as shown in the tabulation which
follows.
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Number passing
from states

requiring
2-4 yrs. of 3 years

Subject Number Pub. Acctg. Pub. Acctg.
Commercial

law 691 145 117
Theory of

accounts 702 148 132
Accounting

practice 472 91 78

How many of these persons with
from 2 to 4 years of public accounting
experience would have been included
in the 1 to 2 year class, if it had not
been for the 3-year experience re-
quirement?

The permutations and combinations
that can be developed from the data
relative to 1200 candidates provided by
20 state boards of CPA examiners are
more numerous than can be obtained
from a deck of cards. Many merely
provide data for problems in pure
mathematics. Others have a practical
significance which should not be over-
looked.

But data applicable to the partici-
pants in only one examination are not
an adequate basis for the establishment
of long range policies. Such fundamen-
tal information with respect to the can-
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didates for each examination should be
supplied by every board twice a year
for several years. The results of analy-
ses of the figures furnished must be
tentative until they are confirmed by
the experience of years. The conclusions
based on the analyses of such figures
accumulated over a period covering
several examinations should lead to the
establishment of sound policies relative
to the administration of the uniform
CPA examination, or to the confirma-
tion of the soundness of existing pol-
icies.

This report, incomplete though it is,
was made possible through the cooper-
ation of 20 state boards of CPA exam-
iners, which deserve the gratitude of
the accounting profession for providing
the Institute with the basic information
concerning CPA candidates in their re-
spective areas. Forms have been pre-
pared for the accumulation of similar
data in connection with the May 1947
uniform CPA examination. It is hoped
that many more than 20 boards will
submit the information requested on
these forms. In so doing, each will be
participating in a study, the value of
which to the profession of accounting
can hardly be estimated.
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