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AMERICAN INSTITUTE OF ACCOUNTANTS
13 Easgr 418T STREET, NEW YORK, N, Y.

FPRANIE, HANNON & VITHEY

L4 tladison Avenus
aw York

January 10, 1941

John L., Carey, Seoretary
American Instltute of Acccountants
13 Zast 41lst Streat

HNew York, N. Y.

Dear ilr. Carey:

There is attached hereto condensed balance sheeft
of the A B C Company and the accompanying opinion of X Y 2
Company, Certifisd Public Accountants, The balancs sheet vas
given quite a wide circeculation and the firm of public accountants
whose opinlon was attached to the balance sheest is a well-
established and reputable firn.

The 3pecial Cormittee on Auditing Procedure states in
their report dated Iay 9, 1939, that "In the judgment of this con-
nittee the Independent certified publie accountant should not
express the opinion that finaneciasl statements present fairly the
position of the company and the resulte of 1ts operations, and
that they conform to generally accepted accounting principles,
when his exceptions are such es to asgative the oplinion, or when
the sxamination has been less in scope than he considers neces-
sary. 1n such circuasstances, the independent certified public
accountant should 1init his report to a statement of his find-
ings and if appropriate iils reasons for omitting an expression
of opinion." {Underscoring nade by the writere?

The above parasgreph also appsared in a modified report
approved at ths annual mzeting of the American Institute of
Accountants. The guestion has arisen in the ninds of ny associ-
atas as Lo whsther or not the excerivions in the oplinion were such
as to nepative the opinion. If s0, 41d the firm err in giving
an expression of copinlon a3 to the {inancial statementa?

We are nobt direcitly concerned with the opinion or the
financial statsments in the czz2e c¢ited, as our only interest in
the matter lg to obtein an expression of opinion from a resyponsible
cormittee of the Inztitute as t¢ whether or not this particular
case represents accartable practice. e have no objections to
furnishing the nare of the Conmpany or of the accountants, but
aince it does not ssem inportant te the guestion involved, the
naries have been omittsd.



AMERICAN INSTITUTE COF ACCOUNTANTS
13 EAST 4187 STREET, NEW YORK, N. ¥,

It will be appreciated if you would refer this letter
to the nrover cormittee of the Ianstitute for their opinion.

With kindest repards,
Tours very truly,
{signed) . A, Vithey

HAW: ALB
Enecs.



AMERICAN INSTITUTE OF ACCOUNTANTS
13 EAST 4187 STREET. NEW York, N. Y. C O pY

Lir. H. A. Withey,
ilessrs. franke, dannon & ¥
L44 Badison Avenuea

Daar lr. Wlthesr:

Tour ledisr of January L0 addressed to ilr, Carey
has been referred to He as Chairman of the Comritise on

Avditing Procedurs.

I think thabt an asswver to your lnguiry would be
obtained by reference to the pampualet, "Inventoriss and
Receilvables of Depariment Stores, Instalment Hecusses,; Chain
Stores, and Cther Hetd¢lrr””, issusd as a Statement by this
Committee and printsd in the Feuruarj 1940 lssue of the

Journal, as well as heing one of tiae nubllc infornation
series of pamphlets.

You will nots that the form of resort which you
gend 13 almost identical with that sxuruotea in the vamphled
referred to,

Presunably the accounting firm in question would
not have issusd such a reporit unisas they had satisfled
thenselves by other means (ithough undoubtedly not as
extensive means) as 4o the bona Fides of the "peceivables and
the inventories.

here Ay well be a guestion in your u
whether th@ aunditors should make aﬂ egxception iP 5
satisfied themselves, and vheltusr they should alve such an
opinion if they have not == vlulﬁeﬂ themseslves; in obher words,
perhaps iz pamdbhlet want rather far in reoulrlrg an exception
in such clrcumstaneszs. Thils is a gquestion on which there night
be differsnce of ouinlon and ons which 13 3cheduizsd to cone
up for furtihsr consideration bty hie Comdttes,

Tours very truly,

s N -~ Y
SJB=1H cormittes on Andlving Procedure
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Ao B. C, CONPAWY

COPY

CORDLITSEL DALAMCIS SiIa3m
385 AT JUHE 30, 19490
A 3 ETS

Current Assets:

Cash on hand and in banks
Investaents 1y riketable securities =
at market quotatlons
Accounts receiveble, lesz reserves
ilerchancise 1lnventory - at the lover
of cost or narket
Total Current Assats

Sundry receivables

Fixed asssts, less depreciaticn
Deferred charzes
LIABILITTIES
Current Liabilivies:

Accounts payable and accrued expeinses

Rezerve Tor tLaxes

Total Current Lisbilities

Capital stock and surplus

The above statement ls subject to firal

Federal income taxes for the years snde
1938, 1939 and 194C.

The above statenent is subject Lo tie ac
Accountants® Rerort, wiich is nade

SALT 414 .55

5,212,50
,367 .32

500,149,064

1,009,144.01
13,607.58
30,863.0L
13,147,320
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107.863.1

181,297.62
> 404,18
66,761 .80
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IED PUBLIC ACCUOULTANTS
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ACCOULTTAUTS T RAPORYD

To the Board of Directers,
A, B, C. Company-

Wo have examined the balance sihgst of A, 3. C.
Company, as at June 30, 1940; have reviewed the systen of in-
ternal control and accounting procedures of the company and,
without making a detailed audit of the transactions, have
exanined or tested accounting records of the conpany and other
supporting evidence by methods and S0 the sxtent we deesrned
appropriate except as stabed hrereaflter.

Auditing tests and checks of accounts and records
concerning accounts receivablz, acccounts payable and inven-
tories have been made but upon instructions of the conpany we
have not applied the generally accepted auditing procedure of
direct communication with debtors and creditors or attendance
at the physical count of inventories, nor have physical tests
of inventories been made under our cbservailon,

In our cpinion, subjeet to the exception stated in
the foregoing paragrapl, the accompanying balance sheed, to-
gether with the comments thereson, presents failrly the position
of A. B. C. Company, at June 30, 1640, in couformity with
generally accepboed accounting principles zpplied on & pasis
consistent with that of thzs vpreceding year.

N—ev" YO I'k. ] l\T L] Y&
Auvgust 9, 1940,
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