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EXPLORING THE CONTENTS OF THE
BALTIMORE AND OHIO RAILROAD
ANNUAL REPORTS: 1827-1856

Abstract: In 1995, a nearly complete collection of the annual reports
of the earliest interstate and common carrier railroad in the U. S.,
the Baltimore and Ohio (B&O), was rediscovered in the archival
collection at the Bruno Library of the University of Alabama. Dating
from the company’s inception in 1827 to its acquisition by the
Chessie System in 1962, the reports present a unique opportunity for
the exploration, study, and analysis of early U.S. corporate disclo-
sure practice. This paper represents a study of the annual report
information made publicly available by one of America’s first rail-
roads, and one of the first modern U.S. corporations.

In this paper, early annual reports of the B&O which detail its
formation, construction, and operation are catalogued as to content
and evaluated. Mandated in the corporate charter, the annual “state-
ment of affairs” presented by the management and directors to
stockholders is studied as a process and as a product that instigated
the institutional corporate practice recognized today as “annual re-
porting.” Using a single company methodology for assessment of
reporting follows a pattern developed by Claire [1945] in his analy-
sis of U.S. Steel and utilized by other researchers. This study dem-
onstrates the use of archival information to improve understanding
about the origins and contents of early annual reports and, therein,
related disclosure forms.

INTRODUCTION

This paper is an original, descriptive, archival study
which explores the development of reporting and disclosure
practices in a dynamic economic and technological context.

Acknowledgments: We wish to acknowledge the valuable assistance of
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(1998) and Toronto (1999).
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The earliest annual reports of the Baltimore and Ohio Railroad
(B&O) are catalogued and analyzed as to their content. These
reports, from 1827 to 1856, cover the years of formation, con-
struction, and early operations of a leading early American cor-
poration. From the analysis of management’s disclosure to out-
side investors, the evolution in a corporation’s reporting is
traced. The B&OQ’s 1827 charter which mandated an annual
“statement of affairs” be published represents a major historical
root of today’s practice of corporate annual reports.

HISTORICAL BACKGROUND

Aware of the need for transportation networks to move the
new nation westward, George Washington was among the first
to propose a national road that would stretch from the East
Coast to a connecting point in the West. The high expenditure,
in terms of time and money, of moving goods overland was a
constraint to expansion and settlement. Existing transport was
slow and expensive. Freight charges raised the cost of goods
more than sixfold of the value of the merchandise being carried
even relatively short distances overland. Washington died be-
fore the act passed Congress in 1806 to create the westward
road. As such, the National Road was the first federally funded
interstate highway, but in an age when five miles per hour was
near to top speed [Snook, 1998, p. 1]. Elsewhere, corporations
were chartered by states to build canals and toll roads as part of
the transportation infrastructure to afford access to inland des-
tinations. Many of these enterprises were doomed to failure
when costs of construction greatly exceeded the limited capital.
Ultimately, states took over some of these projects. The Na-
tional Road (or Great National Pike), begun in 1815, extended
due west 800 miles, connecting the eastern seaboard to
Vandalia, Illinois near a river port and the portal of St. Louis.
Building this westward road took 25 years, a generation of ef-
fort to reach the Mississippi from the East Coast starting point.

By the time of its completion in 1840, this “road” had al-
ready begun to lose some of its significance as “rail roads”
gained in importance for the migration west. Except for the
National Road, waterways and canal systems had become the
principal means of westward movement of goods and people.
Linked to the National Road by the Cumberland Road, Balti-
more was seen as a prime port for western commerce. But the
opening of the Erie Canal on October 26, 1825 threatened
Baltimore’s commercial position with its cheaper waterborne
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transportation linking the port of New York with the west via
the Hudson River and Great Lakes. The Erie’s success encour-
aged more canal efforts; the most direct threat to Baltimore
was the Chesapeake and Ohio Canal, which began by following
the Potomac and which would have made Washington, D.C. a
seaport with the potential to supplant Baltimore. The mer-
chants of Baltimore sought alternative transport technology to
preserve Baltimore’s preeminence as the country’s third largest
city, placing their support behind the potential of horse-drawn
carts and cars moved along a fixed “rail road,” leading west to
the Ohio River. In this way, the B&O was proposed, promoted,
and supported. Horse-drawn vehicles were the expected means
of motive power; the steam locomotive would soon, however,
transform and assure the B&O'’s future role.

The evolution of this transportation company, founded in
Baltimore, and its progression into a major corporate organiza-
tion have been studied with particular reference to its innova-
tions in the technology of transportation. However, prior re-
search has not undertaken an extensive assessment of the
annual financial reporting archives of the B&O. This paper ini-
tiates that potentially significant dimension—the archival study
of an early 19th century corporation’s published annual reports
prepared by the management and board of directors as a com-
munication vehicle to a variety of constituent investor groups,
the government, and the public [Fleischman and Tyson, 1998].

The B&O was a major innovator in American railway trans-
portation. Not only a technology leader, the company created
an organizational structure and developed new capital sources
as well as refined disclosure and reporting processes. Its engi-
neers experimented with various sources of power (horse, wind
[sail], and steam); with configurations of wheels and tracks;
and with the design of train engines, carriages, and freight cars.
The company developed telegraphic communication systems
and accomplished unprecedented engineering feats, including
bridge and tunnel construction at a time when civil engineering
was just developing as a profession to meet the challenge of
railroad building. Management created an organizational struc-
ture, internal controls, relationships with political entities, and
financing sources. These innovations, often publicized in its
annual reports, provided examples for other railroads and led
to the company’s being identified as “B&O University” by aspir-
ing careerists [Hungerford, 1928, Vol. 1, p. 112].

The B&O annual reports reflect the company’s experimen-
tation, evolution, and development in the process of disclosure

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14
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to capital providers, potential investors, and the public. As a
pioneer corporate entity, the B&O’s disclosure practices influ-
enced other railroads, shaping expectations and methods to be
employed by future industrial corporations. Previous research
suggests the B&O was an important source of influence
[Boockholdt, 1978; Giroux, 1997; Pollens, 1956; Vanger-
meersch, 1979]. The importance of company records in devel-
oping an understanding of 19th century enterprises has been
studied by Edwards [1984] and others. The B&O became the
first interstate common carrier of passengers and cargo and
was a predecessor to other major trunk-line railroads, such as
the Mobile & Ohio (1847), Pennsylvania (1847), Illinois Central
(1851), Delaware & Lackawanna (1856), and the New York Cen-
tral (1857). This research adapts a methodology employed in
1945 by Claire to examine a single major company’s changes in
content, quantity, type, and quality of disclosure over an ex-
tended 30-year period [Claire, 1945]. The antebellum opera-
tions of the B&O, during the period of formation and develop-
ment when the corporation sought to meet its objective of
bridging the Alleghenies to connect with the Ohio, are studied
herein as a distinct period, prior to the subsequent events dur-
ing the American Civil War which severely impacted the B&O'’s
operations and facilities. Mileages provided in Table 1 reflect
the progress in building the railroad over the Allegheny Moun-
tains during this period.

TABLE 1
B&O Construction Progress Mileage Timetable
Place Reached Date Miles from Baltimore
Frederick, MD 1831 61
Harpers Ferry, VA (WV) 1834 83
Washington, DC 1835 35
Cumberland, MD 1842 178
Piedmont, MD 1851 198
Grafton, VA (WV) 1852 265
Wheeling, VA (WV) 1853 379
Parkersburg, VA (WV) 1857 344

This paper is organized as follows. After this introductory
section, a rationale for the B&Q’s corporate disclosure is ad-
dressed. This discussion relates to the examination of the
B&O’s corporate charter. Next, we consider use of a single com-
pany in a longitudinal study and the methodology employed.
The contents of the B&O’s annual reports from 1827 to 1856
are then described. Next, the developments in reporting are put

Published by eGrove, 2000
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into context with the life-cycle development of the company.
The paper then concludes with an assessment of the impact
which the B&O had on corporate reporting practices of the era.
In the content analysis section, which represents the focus
of the paper, a comparative measure of the extent of disclosure
is developed to identify changes in the amount and type of
information. Given the original and archival scope of this study,
hypotheses are not specified. However, potential reasons for
changes in the types of items included in the reports are ex-
plored to provide a hypothetical framework for future work.

RATIONALE FOR DISCLOSURE

From its inception in 1827, the B&O met the terms speci-
fied in its Maryland corporate charter that stockholders be
issued an annual “Statement of Affairs.” No mandates or
standards were in place to provide specification on how to ful-
fill this obligation. The corporate charter, as a social contract,
implied the duties of management and flowed from the powers
that the state and the public bestowed on the B&O as a corpo-
ration. This meant endowing the company with an unlimited
legal life and capital sourcing capacities that would lead to the
popular development of corporate-based commerce [Nash,
1964].

As the first annual report states, it was “to the stockholders
of the Baltimore and Ohio Railroad Company.” Shareholders
who provided the capital for the B&O were not managers of the
enterprise. This separation is now common in corporate
America as a modern business characteristic. Subsequently, a
class of professional, salaried managers developed. This profes-
sional class had the expertise and skills needed to make the
railroad efficient. Annual reporting became the communication
medium for management to convey to the individual owners
and public officials alike the performance, plans, and problems
of the B&O. In the operation of this collective corporate prop-
erty, the managers were accountable to the community of in-
vestors and, as such, were the stewards of the community’s
resources. The charter requirement for annual disclosure was a
fundamental contract to discharge this agency and stewardship
role. The importance of the B&O having ready access to capital
to support its expansion westward meant it was also in its eco-
nomic self-interest that dissemination be extensive, to reduce
concerns about “information risks” by capital providers
[Michael, 1996]. A willingness to be forthcoming was economi-
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cally rational in order to minimize the cost of capital and to
instill confidence in management actions. How extensively and
rapidly these practices would develop to include details useful
to proprietary capitalists and government officials who under-
wrote the venture is one aspect which is important to this
study.

THE CORPORATE CHARTER: A PUBLIC-PRIVATE ENTITY

The B&O was a private, “for profit” business, but also a
public entity reliant upon a state charter, public capital, and an
implied governmental relationship. In this way, it was quasi-
public. First, the B&O’s formation was viewed as a “community
enterprise” since almost every citizen of Baltimore purchased a
share of stock [Jacobs, 1995, p. 13]. Second, preserving and
enhancing the City of Baltimore’s commercial position via trade
with the west was the reason for the B&O'’s existence and the
reason that people invested in its stock. Nowhere were profits
or dividends mentioned as a reason for forming the company.
At the B&O'’s dedication ceremony, a scroll was placed in a hole
drilled inside the foundation stone. It read:

The stone is deposited in commemoration of the com-
mencement of the Baltimore and Ohio Railroad, a
work of deep and vital interest to the American people.
Its accomplishments will confer the most important
benefits upon this nation by facilitating its commerce,
diffusing and extending its social intercourse, and per-
petuating the happy union of these confederated states
[Jacobs, 1995, p. 5].

In the early 1800s, corporate forms of business were not
commonplace; proprietary and partnership forms were the
norm. Each corporate charter required an act of a state legisla-
ture. The B&O was chartered in Maryland (February 18, 1827),
Virginia (March 8, 1827), and Pennsylvania (February 22,
1828). It would be at least a half-century before John D.
Rockefeller successfully employed the “trust” as a device to
manage multiple-state chartered enterprises to achieve a single
national corporate form. From the outset, many of the political
and economic challenges faced by the B&O would relate to the
interstate character of its developing business and the relation-
ships with each state in which it was chartered to operate as a
corporation.

The public nature of the B&O was also related to its eco-
nomic objective—to increase the well-being and wealth of the
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City of Baltimore and to secure its place on the seaboard as a
leading port city for trade and commerce to the west. New York
(with its Hudson River and Erie Canal), Boston, Philadelphia,
Richmond, Charleston, Savannah, Mobile, and New Orleans
were all rivals for the western trade, and each had or sought
connections with the Great Lakes and the Ohio and Mississippi
Rivers.

The B&O’s Maryland charter allocated half of the autho-
rized shares to governmental entities. It specified that the com-
pany was to start with $3,000,000 of capital (30,000 shares of
$100 stock). The City of Baltimore initially underwrote 5,000
shares and the State of Maryland 10,000 shares. Table 2 com-
pares the government ownership to individual ownership at the
B&O'’s inception and a quarter-century later when the Ohio had
been reached.

TABLE 2
B&O Stock Ownership
1827 and 1853

1827
# of Shares % of Shares $ of Capital*
State of Maryland 10,000 33% $1,000,000
City of Baltimore 5,000 17 500,000
Individuals 15,000 50 1,500,000
Total 30,000 100% $3,000,000

*Note: These shares were the numbers subscribed. The charter required inves-
tors to pay $1 upon subscription and the remainder in annual install-
ments of an amount not to exceed one-third the unpaid amount.

1853
Common Stock # of Shares % of Shares  $ of Capital*
State of Maryland 6,855 5.2% $685,500
City of Baltimore 42,582 325 4,258,200
City of Wheeling 5,000 3.8 500,000
Individuals 46,478 35.4 4,647,800
Script (not funded)
[Subscribed] Stock 274.02 2 27,402
Preferred Stock—“held by the
State of Maryland on which
a dividend in perpetuity of
6 per cent per annum (not
more, not less) out of profits
of the Road, is guaranteed by
the Company to the State.” 30,000 22.9 3,000,000
Total 131,189.02 100 % $13,118,902
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The Maryland legislature also retained rate-setting author-
ity as part of the exchange for the unique power granted to the
railroad. Being major suppliers of capital, the State of Mary-
land and the City of Baltimore had a “proprietary” as well as a
“political” reason to take all the necessary steps to see that the
B&O succeeded. Another public-private economic element was
the charter provision whereby Maryland granted the B&O a tax
exemption. These processes, including “election” of the board
of directors, the annual meeting, and the stewardship aspect of
required annual disclosure of company business, were also con-
sistent with a public participative style of relationship between
government and its citizens.

Another public dimension of the B&O involved the techni-
cal services it received from the federal government, which sup-
plied topography specialists from the U.S. Army to survey and
lay out the railroad’s route. The federal government did not
provide direct financial support, however, and declined to in-
vest or lend the B&O money when the company was in finan-
cial difficulty. Congressional support for land-grant funding of
railroad development would grow later in the century when
southern, western, and agricultural groups influenced legisla-
tion.

Private landowners also participated in the B&QO’s develop-
ment. The right of way for the railroad was obtained free of
charge from those willing to accept the potential appreciated
value of their surrounding tracts as part of the economic pay-
ment.

The advent of the B&O as an unprecedented element in the
economic development of a city, state, region, and nation pre-
sented an equally unprecedented need for information about its
operations and for performance measurement techniques to
guide both management and those with capital at risk. This
archival study seeks to achieve a better understanding of the
content and context addressed by this set of initial reports.

SINGLE-COMPANY CONTENT ANALYSIS: A MODEL FOR
MEASURING PROGRESS

Writing in 1945, Claire [1945, p. 40] observed:

One approach to the measurement of reporting
progress would be to survey the changes in the annual
reporting style of a single company, especially one
which has a long history in the field of presenting an-
nual reports, has shown an interest in presenting them
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in a rather full and complete manner, and has dis-
played a desire to increase their effectiveness and at-
tractiveness.

He continued by identifying the U. S. Steel Corporation,
the first billion-dollar American public company, as a 20th cen-
tury corporation possessing the requisite qualities for such a
survey to measure progress in business reporting. Other re-
searchers such as Levenstein [1992], McKinstry [1996], Napier
[1995], Nikitin [1990], Reed [1989], Spraakman [1999], Stone
[1984], Vollmers [1993, 1997, 1999], and Williams [1999] have
also employed a single or limited company methodology to ex-
amine changes over time for a variety of companies and a vari-
ety of accounting issues. Employing Claire’s single-company
model to the reports of the B&O to determine the changes in
corporate disclosure and reporting for the first half of the 19th
century seems as appropriate as using U.S. Steel for a compa-
rable period of the 20th. The unique attributes of each company
in its respective period and industry, as well as the duration of
each company’s importance in its respective industry and the
economy as a whole, are comparable. As the initial step in a
process of employing a single company as a surrogate measure
for early 19th century disclosure development, the published
company reports stipulated under the B&O corporate charter
are measured in terms of fundamental attributes such as
length, size, and content of said reports.

Table 3, “Reports to Stockholders,” begins the study, pro-
viding a display of the length in pages of each annual report
and the number of exhibits and tables in each. As shown in
these data, the reports increased in pages and tables over the
30-year period. Several of the very large reports in the earliest
years are identified with special management studies presented
to the board of directors, which in turn were included within
the annual report. Table 3 suggests that a relationship existed
between the annual report’s length and the leader of the man-
agement, in this case the president. A change in the person
holding this office is also consistent with noticeable changes in
the size, format, and contents of the report. For example, Louis
McLane’s appointment in the mid-1830s is reflected by a reduc-
tion in the annual report, including fewer special reports by
officers to the board. This initial reduction in size was short-
lived, however, because under McLane’s administration the re-
ports were expanded to include discussions of operations by
both the chief of transportation and the chief engineer. These
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discussions became standard content for the B&O and for other
railroads as well, such as the Louisville & Nashville Railroad
(1861) and the Illinois Central Railroad (1856).

TABLE 3
Reports to Stockholders*

Number of

Report Page Exhibits

Year Number President Length and Tables
1827 1 Thomas 5 0*
1828 2 Thomas 55 1
1829 3 Thomas 105 12
1830 4 Thomas 153 15
1831 5 Thomas 135 19
1832 6 Thomas 136 19
1833 7 Thomas 193 16
1834 8 Thomas 57 13
1835 9 Thomas 108 33
1836 10 Patterson** 92 15
1837 11 McLane 29 2
1838 12 McLane 21 4
1839 13 McLane 16 3
1840 14 McLane 17 4
1841 15 McLane 24 4
1842 16 McLane 30 6
1843 17 McLane 18 6
1844 18 McLane 75 13
1845 19 Jones*** 28 6
1846 20 McLane 30 6
1847 21 McLane 68 13
1848 22 McLane 55 17
1849 23 Swann 58 18
1850 24 Swann 63 17
1851 25 Swann 68 17
1852 26 Swann 96 17
1853 27 Harrison 58 23
1854 28 Harrison 95 41
1855 29 Brooks 91 33
1856 30 Brooks 115 33
1857 31 Brooks 155 39
1858 32 Brooks 159 41

*refers to Statement of Affairs
** Joseph W. Patterson served as “temporary” president.
***Jones served as “interim” president and signed the 1845 report while
McLane was in England raising capital and studying British railways.

McLane’s predecessor, Philip Thomas, initiated the pub-

lishing of manager reports in the second (1828) annual report.
McLane, however, made it a continuous practice to provide
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such reports. These first two permanent presidents of the B&O
were “money men” with skills and understanding to raise the
needed capital. Thomas was a banker, president of the Mechan-
ics Bank of Baltimore, when he organized the B&O. McLane
was the Secretary of the U.S. Treasury Department prior to
being elected to the presidency of the B&O. It probably was not
a coincidence that the first two presidents had banking and
finance backgrounds, given that the major role of both was
raising capital for the B&O. Indeed, McLane made two lengthy
trips to England to raise money to finance construction during
this term. Their knowledge of banking and financing may have
made Thomas and McLane sensitive to the investors’ informa-
tion needs. This may have set the B&OQ’s disclosure practice
firmly in place for subsequent presidents who had skills other
than finance.

Documentation marked Table 4 (A), (B), and (C) represents
a detailed and comprehensive spreadsheet basis for a “Content
Analysis of Reports.” These exhibits identify the categories/
types of information disclosed to stockholders in three phases
of the 30-year period of study. Table 4 (A) relates to the period
of initial construction (1827-1831) and the first year of steam
locomotive operations (1832). These reports are focused on dis-
closing information about the “development” of the company’s
capacity. Table 4 (B) identifies a stage of report evolution that
focuses on initial operating, revenue, and cost information
from 1833 to 1836, at a time when the main road was open as
far as Harper’s Ferry and the branch road to Washington, D.C.
had been completed. Table 4 (C) chronologically relates the
expansion of disclosure employed in the annual report as the
company matured into full-scale and continuous operation
(1837-1856). These exhibits identify a particular table or report
information and its timing. More often than not, once a type of
information had been disclosed, it was continued, with the par-
ticulars of the report becoming ever more detailed and elabo-
rate with the passage of time.

From Table 4, the growth in the volume of detail disclosed
can be appreciated; also, the scope of activity described by the
reporting can be traced across time. A prominent feature identi-
fied is the multiple-column, multiple-row, tabular format uti-
lized frequently in these reports. This level of detail and catego-
rization reflects the emphasis that B&O management placed on
such information for decision making and control. For the first
time, a business enterprise needed, collected, and used such
accounting and statistical data to manage its enterprise and

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

20



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1

12 Accounting Historians Journal, June 2000

TABLE 4 (A)
Content Analysis of B&O Annual Reports
Years 1827-1832: Experimental Years
Table Contents and Size

1828 Columns x Rows
Construction Report 7x22
1829

Alternative Route Comparison 3x4
Aggregate Construction Cost 14
Budgeted Cost for Next Year 16
Subdivision Location 3x32
Comparative Statistics on Alternative Routes 8x 10
Courses and Distances 3x25
Cost of Construction—Incurred and Estimated—Division I 11 x27
Cost of Construction—Incurred and Estimated—Division 1T 11x27
Materials Contracted 8x15
Construction Contracts 8x 135
Synopsis of Grading Completed 7 x 64
Synopsis of Masonry Completed 6 x 44
1830

Budgeted Cost for Next Year 24
Cost Estimate of per Mile of Track 18
Cost Estimate of Iron Rail per Mile 12
Cost Estimate of Second Section of Track 15
Cost of Track Estimation 13
Cost of Contracted Work—per Mile 11
Cost of Masonry 4
Station to Station Distances and Grades—Division I 3x12
Station to Station Distances and Grades—Division II 3x34
Quantities of Excavation and Embankment 6x 38
Amounts Expended 5
Bridge Expenditures 9
Estimated Cost of Construction 66
Canal—Railway Cost Assessment 2x21
Canal—Railway Cost Alternatives 40
1831

Quantities of Excavation and Embankment 6x 31
Estimated and Actual Cost to Finish Sections 33
Cost of First 13 Miles of Track by Section—Division I 4x1
Length, Poles, Miles—Division II 7x 27
Length, Rods, Miles—Division IIT 5x42
Length, Poles, Miles—Division IV 3x27
Distance and Cost of Construction by Division 8x8
Aggregated Costs 1x25
Lengths of Sections—Division V 3x16
Lateral Road Statistics 3x5
Cost of Damages due to Riot (Workers Protest) 24
Cubic Yards Excavated 3x22
Elevation and Descent of Track in Feet 21
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TABLE 4 (A) (continued)

Recapitulation of Elevation and Descent

Distances and Elevation

Masonry Budget

Quantity of Excavation and Embankment by Division
Revenue from Passengers by Station by Month
Expenses of Transportation by Category by Month

1832

Revenue from Passengers by Station by Month

Cost of Construction

Daily Cost of Running by Steam Engine

Washington Branch Construction Cost

Bridge and Viaduct Construction Cost

Gradation and Masonry Average Cost per Mile

Expenditures to Date—Masonry and Gradation

Rail Laying Costs

Disbursements for Construction Costs

Expenditures and Repairs of Railroad Cars

Comparison of Cost of Shipping Freight—Train vs. Wagon

Cost of Power: Horse vs. Steam

Revenue from Freight Transported East, West by Month

Monthly Comparison of Passenger and Freight Revenue

Expense—Monthly by Category

Revenue, Expense and Net Revenue by Passenger or
Freight Activity by Month

Six Month Revenue, Expense and Net Revenue

Cash Receipts and Disbursements

TABLE 4 (B)

13

Columns x Rows

7
4x10
6
8x22
10x 10
7x 10

12x 13

35
6x8

50
35

6x13
6x13
5x13

9x 13
9x7
27

Content Analysis of B&O Annual Reports
Years 1833-1836: Commencement of Operations
Table Content and Size (Number of Columns x Rows)

Tables 1833 1834 1835 1836
Revenue from Passenger by Station

by Month 10x13 10x13 11x13
Revenue from Freight—East-West

by Month 6x13 6x13 6x13 7x13
Revenue from Passenger and Freight

by Month 5x 13 5x 13 5x13 5x13
Expense by Category 3x13 3x8 7 4
Receipts and Expenditures 11 8 8 3x6
Cash Receipts and Disbursements 21 34 29 23
Six Month Profit—by Month 1x7 86 pages
Six Month Receipts and Expenditures 2x2
Six Month Revenue Comparison 3x7
Engines and Cars 1x15
Expenditure for Railroad Cars 1x6 4
Probable Costs of Five Route

Alternatives 1 x 600
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TABLE 4 (B) (continued)

Tables 1833

1834

1835

1836

Cost Comparison of Two Routes 1x12
Estimate of Annual Repair Costs 1x35
Table of Contracts (Construction) 6x8
Masonry Costs on Washington Branch 9x8
Knight's Study 3,600
Washington Branch—Cash Receipts &
Disbursements
Cost per Train per Day
Coach Usage—Miles
Revenues—Expense Two Years Compared
Distances and Elevations from
Cumberland
River Elevation
Distances and Descents of Creeks
Cost per Mile Comparison to Other
Railways
Locomotive Performance Comparison
Actual Locomotive Engine Performance
Summary of Affairs
Abstract of Monthly Tonnage of Freight
Shipment
Statement of Monthly Revenues—
Washington Branch
Statement of Expenses—Washington
Branch

TABLE 4 (C)

7x13
11x 39
86 pages

16 21

3x3
4x24

58

22

Content Analysis of B&O Annual Reports
Developmental Stage: 1837-1856

Description of Content

4x10

2x6
11x12
12x 14

53

8x 13

5x13

Year(s)

Summary Statement of Affairs 1837 — 1841 oo
Receipts and Expenditures 1837
Revenues and Expenses 1838 — 1856 ¢
Statement of Affairs—Washington Branch 1838 -1839
Revenues & Expenses—Washington Branch 1838 - 1856
Balance Sheet 1840 -1856 »
Balance Sheet—Washington Branch 1840 - 1856 ¢
Passenger & Freight Tonnage Comparison 2 years 1842
Passenger & Freight Tonnage Comparison 2 years—

Washington Branch 1842
Operations 1843 - 1844
Operations—Washington Branch 1843 — 1844
Cost of Coal Hauling 1844
Estimated Coal Revenues 1844

Revised Estimation with Coal Car Improvement 1844

Rate Increase Projection of Revenue 1844

Retained “Nett” 1849 — 1856 e
Retained “Nett”—Washington Branch 1849 — 1856 ee
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TABLE 4 (C) (continued)

Description of Content

Year(s)

15

Comparative Operation Summary—10 years

1845 - 1847

Details of Operation

1845 — 1849 ee

Details of Operation—Washington Branch

1847 — 1852 ee

Passengers by Station

1848 — 1856 ee

Abstract of Commodities—Transported Westwardly

1848 — 1856 ee

Abstract of Commodities—Transported Eastwardly

1847 — 1856 ee

Expenses—Passenger and Freight

1847 — 1848

Trade Revenue, Expense, Profit and Dividend—
Yearly Comparison

1847 — 1852 ee

Comparison with Leading Railroads

1847 — 1853 ee

Cost of Repair—by Type of Track

1847 — 1848

Wage Analysis—2 Year Comparison

1847 — 1852 ee

Two Year Comparison of Monthly Revenues
Expenses & Trade

1847 — 1852 oo

Locomotive Listing

1848 — 1856 ee

Burden Car Listing

1848 — 1856 ee

Passenger Car Listing 1848 — 1849
Performance—Miles Run 1849 — 1856 e
Coal Report 1853 - 1856
Siding Statistics 1853 - 1856
Siding Recapitulation 1853 - 1855
Washington Branch Sidings 1853 - 1856
Recapitulation of Main & Second Track 1853 - 1855
Cost per Mile for Labor of Maintenance 1853 — 1854
Miles of String Changed to Crosstie 1853 - 1855
Cost of Repair by Month 1853 -1855
Value and Condition of Locomotives 1853 - 1854
Value and Number of Freight Cars 1853

Value and Number of Passenger Cars 1853
Amount Spent on Each Water Station 1854 - 1856
Revenues by Month—Passenger & Tonnage 1854 - 1856
Livestock Shipment Report 1854 - 1856
Flour Shipment Report 1854 - 1856
Wheeling to Baltimore Freight Report 1854 - 1855
Expenses of Main Line 1854 - 1856
Fuel (Coal & Wood) Inventory 1854 - 1856
Abstract of Package Shipment 1856
Abstract of Commodity Shipment 1856
Expenses of Washington Branch 1854 — 1856
Cars Transported to Baltimore 1856
Number & Condition of Bridges 1856
Comparative Cost of Repair of Track, Bridges,

Waterstation and Depot 1854 - 1856
Subdivision Lengths 1854 - 1855
Gradation Expenditures 1854 - 1856
Expenditures on Each Bridge—Labor & Materials 1854 - 1856
Details of Cost of Ellysville Bridge 1854
Details of Cost of Monocracy Bridge 1854
Waterstations Costs 1854 - 1855
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TABLE 4 (C) (continued)

Description of Content Year(s)
Mount Claire Engine House Costs 1854
Martinsburg Engine House Costs 1854
Cumberland Engine House Costs 1854
Amount Spent on Each Depot 1855 - 1856
Comparative Statement of Expenses of Maintaining
Rolling Stock 1854
Comparative Statement of Expenses of Maintaining
Rolling Stock—Washington Branch 1854
Comparative Costs of Machinery Dept. 1856
Machinery Dept. Inventory of Materials & Tools on Hand | 1856
Monthly Expenses of Machinery Dept. 1856

eIndicates ten years or more
eeIndicates five years or more

operate the business. Beyond the stratification and combina-
tion of the data in innovative ways to produce useful informa-
tion, the B&O experienced a high volume of transactions that
heretofore had not been encountered, even by the largest trad-
ing or manufacturing firms of the day. Finally, the table com-
municates the fact that railroad operations, complex,
multitasked, and far-flung as they were, required close coordi-
nation and control to operate in a safe, timely, and efficient
manner. This required the data to be gathered and processed
quickly and reported to operating managers, in turn causing
railroads to employ more accountants and auditors before the
Civil War than were employed by the federal and state govern-
ments altogether [Chandler, 1977, p. 110]. The training of ac-
countants by railroads would be an important factor in the
subsequent industrial revolution and the rise of the accounting
profession.

As can be determined from Table 4 (A), the first reports are
oriented toward information about the construction of the rail-
road. Detailed descriptions of surveys of routes and alternatives
are given, even though it might be a decade before the rail line
was actually built in these places. Technological developments
and innovations are also described in these early reports, with
full engineering details. Detailed disclosures of plans and
progress were necessary to keep shareholders informed and,
hopefully, enthusiastic, especially since construction was
slower than predicted during the early, optimistic stages of
company promotion. Revenues would begin in the fourth year.
Comparisons of alternatives were closely documented such that
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readers could follow the company’s progress. The construction
was celebrated at important points. Charles Carroll of
Carrollton (at the age of 92 and the sole surviving signer of the
Declaration of Independence) presided at the inauguration of
the B&O, a ceremony for the laying of the “First Stone,” July 4,
1828 [Previts and Merino, 1998, p. 62]. This portion of the road,
from Baltimore to Ellicott’s Mill, would be 13 miles of double-
track line. Carroll, a director of the road, said: “I consider this
among the most important acts of my life, second only to my
signing the Declaration of Independence, if even it be second to
that” [Jacobs, 1995, p. 14]. Carroll’s insight into the future was
clearer than President John Quincy Adams’, who was in Wash-
ington, D.C. that day celebrating the commencement of the ri-
val C&O Canal, because he thought that railroads would fail
and that canals would be the main transportation means
[Jacobs, 1995, p. 14].

As reflected by the listing in Table 4 (A), the first years’
reports focused on construction costs and cost measures and
comparisons. After the initial enthusiasm of founding the com-
pany, cost overruns occurred, and criticism centered on bridge
construction and large expenditure amounts that could be la-
beled as part of an “experiment.” A cost disclosure focus, con-
sistent with stewardship, became an institutional feature of the
reports throughout this 30-year period. The managers recog-
nized that shareholder support required that investors appreci-
ate that the company was prudently employing scarce invest-
ment resources. Disclosure of information about construction
and operating costs was needed to maintain investor confi-
dence in management and to address concerns, such as those
which led to the appointment of William Woodville in 1830 to
control disbursements for construction [B&O, Minute Books,
1830].

BUSINESS LIFE CYCLE AND REPORTING

These initial annual reports, 1827-1856, characterize the
developmental stage in the company’s life cycle. The first report
(1827) contains a president’s letter to shareholders, describing
company plans and emphasizing that the company has just
been organized; it contains prose describing the company but
no quantitative measures. The second report (1828) again fo-
cuses on a description of plans, this time more concrete and
complete since initial surveys of routes had commenced. Also,
the president’s letter in the second annual report discusses the
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need to raise capital. This report includes not only the
president’s letter but reports from the company’s board of engi-
neers describing the proposed route and introducing a “depart-
mental commentary.” Here also appears the first table with fig-
ures, giving distances, furnishing engineering data relating to
excavation (in quantity of cubic yards of earth), and describing
bridges constructed for the first seven miles of track. No dollar
amounts are provided, only physical measurements.

In the third report (1829), dollar amounts are included, so
that cost as a measure of progress is introduced as a subject of
reporting. Construction cost overruns (along with the capital
raised and the distances traversed) are featured items in the
president’s letter to shareholders. Costs are also a focus
throughout the board of engineers’ reports, which detail ex-
penses, along with physical measures, locations, and activities.
The information reported includes the actual amount spent,
along with the estimated capital needed to complete various
parts of construction. Costs per quantity (per yard, per “pole”)
are used as statistical measures of expenditures and construc-
tion contracts. Cost projections and budgets were also used, as
well as cost-per-mile ($20,000 per mile) estimates for a section
of track. The third annual report concludes with two extensive
tables detailing construction contracts and the arrangements
for compensation, in cents per yard, for excavation.

The next stage of development in the reports is distin-
guished by the receipt of revenues. This is mentioned in the
president’s 1830 report, almost as an anecdote, because full
operations were not yet underway and the focus was still upon
construction and testing of equipment. One such test included a
competition between steam power and “horse” power. The Tom
Thumb, believed to be the first steam locomotive built and op-
erated in the U. S., raced a horse-drawn coach over the B&O’s
first stretch of double track on August 28, 1830. The horse won,
but the event publicized the debut of steam engine technology.
The B&O would increasingly employ steam engines in the next
stage of its operation.

The 1831 annual report introduces tables reporting railroad
revenues and expenses. These two tables appear to be supple-
mental to the disclosures about construction, which continued
as a major emphasis. Now the public was becoming involved as
passengers, for riding the railroad as an excursion was popular,
much as a trip to Disney World is today. The 1831 revenue
solely from passengers reflected this novelty. By the following
year, the route was sufficiently developed to attract freight, a
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strategic service objective of B&O operations. In the 1831 an-
nual report, information about revenue was developed by
month and by station boarded, and expenses were measured by
month and by category of expenditure.

Revenues and expenses were first “netted” (today we might
say “matched”) in an attempt to measure the outcome of opera-
tions in 1832 when the emphasis placed on operations became
equal to that given to construction. Significantly, revenues were
broken down into passenger and freight sources. Further analy-
sis was done on each source; passenger and freight statistics
were kept by month. Within a few years, revenues would be
categorized by type of commodity (east and west shipped and
by station boarded or shipped from and to). Expenses were also
collected by month. Expenses were not only categorized but
also allocated to passenger revenue and to freight revenue, such
that profitability (“net revenue”) of each activity was measured.
These “breakouts” are similar to reports on segments and cost
allocation.

The 1832 report contains several new elements. A six-
month “interim” report is included (see Table 5) as is a cash
receipts and disbursements statement. This information was
perhaps a response to liquidity concerns. Cash shortages
plagued the company (see Table 6). During this period, “net
revenue” (operating income) reports were employed. These ap-
peared several years before a proto-balance sheet and suggests
that profitability was most important. However, in the 1832
annual report the treasurer did include a listing of the real
estate owned by the B&O, a step toward the development of a
balance sheet (see Table 7).

TABLE 5
1832 Interim Income
(6 months)

(M. No. 6.)

A detailed Statement of the Receipts, Expenses, and Net Revenue of
Transportation, on the Baltimore and Ohio Rail Road, from the 1% of April
to the 30* September, 1832.

PASSENGER TONNAGE TONNAGE
Net Net Net

Receipts | Expenses | Revenue || Receipts | Expenses | Revenue || Receipts | Expenses | Revenue
April, 7,049.73 | 2,885.32 | 4,164.41 | 7,949.04| 3,666.86| 4,282.18 || 14,998.77 | 6,552.18 | 8,456.59
May, 8,240.25 | 2,949.— | 5,291.25 | 8,243.14| 3,394.40| 4,848.65 || 16,483.39 | 6,343.49(10,139.90
June, 8,661.29| 3,019.— | 5,642.29 || 5,887.36| 3,025.55| 2,861.81|| 14,548.65 | 6,044.55 | 8,504.10
July, 8,614.39| 3,085.55| 5,578.84 || 5,393.67| 3,062.39| 2,331.28|| 14,008.06 | 6,097.94 | 7,900.12
August, 8,691.23 | 3,054.08 | 5,637.15 7,377.23| 3,433.39| 3,943.84|| 16,068.46 | 6,487.17 | 9,580.99
September, | 5,554.53 | 3,068.32 | 2,486.21 || 9,340.82| 3,692.19| 5,648.63| 14,895.35| 6,760.51 | 8,134.84
Totals 46,811.42(18,011.27 |28,800.15 || 44,191.26 | 20,274.87 | 23,916.39 || 91,002.68 |38,286.14 |52,716.54
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TABLE 6
1832 Annual Report Exhibits of Cash
Disbursements [“N. No. 1”’], Cash Receipts [“N. No. 2”]
and Cash Account Activity [“N. No. 3”]

[N. No. 1.]
An exhibit of the entire disbursements of the company from its first organiza-
tion to the present time:
Expenses incurred in obtaining the
charter, and in the organization of the
company, and expenses of various
committees since, $ 5,446.28
Mission to England, and salaries
of the board of engineers, 21,160.95
Salary of the Chief Engineers, since
the new organization of the officers, 5,250.00
Office expenses, including stationary,
postages, printing, advertising, etc. 10,346.44
Surveys for the lateral branch road
to Washington, $ 16,650.00
Interest, 38,390.85
Law expenses, fees of counsel and
chancery expenses, 24,158.94

Preliminary surveys of the various
routes previous to the location of the
roads, including instruments, estimated

at 24,000.00
Expenses of final surveys and 103,199.79
location, including instruments, 16,648.26

Construction of a bridge for the

accommodation of the Washington

road over the railway, 3,534.98
Expenditures by the department of

graduation and masonry, 1,193,744.79
Expenditures by department of

construction, including materials to

the value of above $36,000 remaining

on hand, 822,055.14
Expenditures by other departments

on account of graduation and masonry,

and expenses incurred in obtaining right

of way for road bed, damages paid to

landholders, salaries to other officers than

engineers, and including small unex-

pended balances now remaining in the

hands of the disbursing officers, 56,363.89

2,072,163.82

Contingencies, 1,525.97
Expenditures on account of moving-

power; including carriages, wagons,

steam engines, horses, etc. 184,634.22
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TABLE 6 (continued)

Construction of depots, including purchase

of property, building, stables, etc. 83,445.87
268,080.09
$2,507,356.58

_NOTE. Of the above expenditures, it will be perceived that the sum of
$268,080.00 has been disbursed in the acquisition and improvement of real
property and in the procurement of machinery and moving power, besides
$16,650 paid on account of surveys for the Washington Rail Road, $24,000
paid for preliminary surveys required over a great district of country for the
ascertainment of the best practicable route for the final location of the road,
$38,390.85 paid for interest on loans obtained in anticipation of the install-
ments, and $24,158.04 paid for law expenses, leaving the sum of $2,136,076.70
for the construction of the road and all the various expenses incident tot he
organization and operations of the company up to this period. At the same
time, it may be remarked, that the real estate, machinery and moving power,
owned by the company is now fully worth the cost at which it stands charged.

[N. No. 2.]
Statement of the receipts from Transportation and of the amount of dividends
paid
Amount received from the Transportation of
passengers and tonnage, up to the 1t October,

1832, $183,053.21
Amount paid for dividends declared, $69,075.00
Expenses of Transportation, 98,653.01 167,728.01
Balance on hand in favor of
Transportation account, $15,325.20
[N. No. 3.]

The Baltimore and Ohio Rail Road Company,
In account with George Brown, Treasurer, Cr.
By cash received on 39,900 shares up-

on which $55 per share has been paid, $2,194.500
Cash received, on 100 shares paid up

in full $100 per share, 10.000
Cash received, on loan from the Bank

of the United States, 200.000
Cash received, on loan from the

Mechanic’s Bank of Baltimore, 100.00
Balance on hand from Transportation

account, 15.325.20

$2,519,825.20

To amount of disbursements from
the organization of the company

the 1t October, 1832, per Statement, 2,507,356.58
N. No. 1.
Balance at the Cr. of the Company, 12,468.62

$2,519,825.20
Baltimore, October 1°, 1832

GEORGE BROWN, Treasurer,
Of the Baltimore and Ohio Rail Road Company.
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TABLE 7
An Inventory Listing of Assets from the
1832 Annual Report
A Preliminary Balance Sheet

[N. No. 4.]

List, and description, of the real estate acquired, and now held by the
Baltimore and Ohio Rail Road Company.

1. Two entire squares of ground, containing nearly three acres and a half,
situated at the eastern termination of the rail road on the City Block, bounded
by Exeter, Lancaster, Fleet and Canal streets, and divided by Alice Anna street;
fronting on these several streets two thousand two-hundred and twelve feet, of
which front, two hundred and fifty-seven feet lies on the city dock, affording a
direct communication between the railway and the shipping in the harbour.
This property was a donation to the company from the corporation of the city
of Baltimore and was conveyed by deed, bearing date the 22d day of June,
1832, recorded in Baltimore county.

2. Three parcels or lots of ground situated on Pratt and Charles streets, in
the city of Baltimore, near to Light street wharf; conveyed by John White,
trustee, and William Patterson, by deed bearing date the 29" day of July, 1831,
recorded in Baltimore county.

3. Four undivided fifth parts of a lot of ground on Pratt street, and of a lot
adjoining thereto, conveyed by William Gwynn and others, trustees, by deed
bearing date the 6™ day of July, 1831, recorded in Baltimore county.

4. A lot of ground at the intersection of Charles and Camden streets,
adjoining the last mentioned lots, assigned by Robert Miller, by indenture
bearing date the 6" day of June, 1831, recorded in Baltimore county.

N.B. On the above described pieces of ground situated between Light,
Pratt, Charles and Camden streets, there are erected six commodious ware-
houses, now partly occupied as the principal depot of the company in the city
of Baltimore.

5. A lot of ground containing nearly ten acres of land, situated near the
intersection Pratt street and the Washington turnpike road, bounded on three
of its outlines by James, Stockholm and Republican streets, being now used as
a depot, and is the point at which the locomotive engines of the company
arrive and depart. There is erected upon this lot, an extensive house for the
protection of the carriages, a weighing house, offices for the forwarding agents
of the company, work shops, and other conveniences and fixtures. This prop-
erty was a donation to the company, from James Carroll, Esq., and was con-
veyed by deed, bearing date the 1%t day of December, 1830, recorded in Balti-
more county.

6. A lot of land situated on the tenth section of the first division of the rail
road immediately at its intersection with the Washington turnpike road, about
six miles from Baltimore, conveyed by Joshua and Harriet Trimble, by deed,
bearing date the 11" day of June, 1830, recorded in Baltimore county.

7. A lot of ground situated at the first intersection of the rail road with the
Frederick turnpike road at Ellicotts” Mills, binding on that turnpike two hun-
dred and twenty-nine feet, and containing about one acre of land, upon which
is erected a substantial and appropriate warehouse and necessary offices for
the accommodation of the trade at that depot.

This property was a donation from George, Samuel, Andrew and John
Ellicott, and was conveyed by deed bearing date the 2d day of December, 1830,
recorded in Anne Arundel County.
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TABLE 7 (continued)

8. A parcel of land containing about five and one-third acres at the com-
mencement of inclined plane number one, extending one hundred and fifty
feet on each side of the centre of the rail road, and running parallel therewith
seven hundred and sixty-eight feet. This land is intended for additional rail
tracks, turnouts, and buildings necessary at the foot of that plane. The title was
acquired by the inquisition of a jury, whose verdict is recorded in Baltimore
county.

9. A parcel of land containing about two and a half acres extending three
hundred and fifty-eight feet in length by three hundred feet in width, at the
head of plane number one. This ground is intended for the accommodation of
a stationary engine and other fixtures. The title to it, was acquired in the same
manner as to the preceding lot, and the verdict is lodged for record in Balti-
more county.

N.B. Objections have been filed to the ratification of the last mentioned
verdict, which are now sub judice.

10. A tract of land containing eight and a half acres, on the summit of
Parr’s Ridge, extending one hundred and eighty-three feet on each side of the
centre of the rail road for a distance along and parallel therewith seven hun-
dred and eighty-seven feet, and thence continuing to the south side thereof
only, the further distance of one thousand feet. The title to this land was
acquired in the same manner as the two preceding tracts, and the verdict is
recorded in Frederick county.

This piece of land is intended for the accommodation of the stationary
engines and their necessary appendages to be erected at that place, for working
of planes number two and three. The extension of the line one thousand feet
on the south side further than on the north side of the road, was for the
purpose of securing a spring required to afford the necessary supply of water
for the engines.

11. A tract of land at the head of incline lane number four, containing
between seven and eight acres, intended for the accommodation of a stationary
engine. This tract is, in length, nine hundred feet, and in width one hundred
and fifty feet, on each side of the centre of the rail road, excepting for a short
distance on the south side, where the width was enlarged to take in a spring
necessary to afford a supply of water for the engines.-The title was acquired in
the same manner as the preceding, and the verdict is recorded in Frederick
county.

12. A tract of five and a half acres at the foot of inclined plane number
four, extending in length eight hundred feet, and one hundred and fifty feet in
width, on each side of the centre of the road. This land is intended for similar
purposes, as that owned by the company, at the foot of incline plane number
one. The title was acquired in the same manner, and the verdict is recorded in
Frederick county.

13. A lot of ground containing six acres, situated in the city of Frederick,
upon which, the company are now erecting a substantial and commodious
warehouse and offices for the accommodation of the depot established at that
place, as also the requisite car houses and other convenient fixtures. This
property was a donation for the city of Frederick, and was conveyed by a deed
executed by Lewis Birely, Esq., dated the 30" day of May 1831, recorded in
Frederick county.

Respectfully submitted,
G. BROWN, Treasurer,
Balt. & Ohio Rail Road Company.
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The evidence to date indicates that early financial state-
ments evolved from operations reports. The prototype of an
income statement, issued in 1831, began as a volume-of-traffic
report detailing the number of passengers and dollars collected
from ticket sales by month.

Over time, a number of individual managers with different
titles became identified with the information in the financial
reports. The report immediately following the statement of rev-
enues was the monthly transportation expenses by category and
was prepared by William Woodville, “Auditor & Superintendent
of Transportation.” Woodyville, appointed in February 1830 as
auditor, was charged “to keep the books of the company, to
examine and certify to all claims or accounts against the com-
pany, and to perform such other duties as the President may
require of him.” As such, this was a controllership function.
“Auditing” was performed by a Committee of the Board of Di-
rectors [B&O, Minute Books, 1830, p. 287].

In 1837, George Brown, the treasurer, reported on cash
receipts, disbursements, and cash balance. This reporting re-
sponsibility changed when Woodville, who had held the title
“auditor,” became the superintendent of transportation, reflect-
ing the increased importance of train operations. Later infor-
mation about the revenues and expenses of the transportation
department and the treasurer’s reports about cash became the
responsibility of J. I. Atkinson, whose title was initially “secre-
tary.” After several years of secretary reports, Atkinson became
the secretary-treasurer, then simply the “treasurer.” Much of
the consistency in the financial statements during this period of
rapid development and change can be associated with
Atkinson’s terms of office from 1837 until 1866.

The income statement, as noted, appeared initially as an
operating report of quantity of freight and number of passen-
gers. It evolved into separate transportation department state-
ments of revenues and expenses before being “netted” together.
It then appeared in 1834 in a “T-account” format and thereafter
in a vertical format, starting in 1840 (see Table 8). “Earnings of
the road for the year” was shown before interest expense and
dividend income of the Washington branch. This reflected a
modern operating income concept, separating and calculating
operating income before other investing expense and revenue.

The 1840 annual report contained the first full balance
sheet. It appeared as a large “T-account,” with a side marked
“Dr.” (listing the asset accounts with balances) and a side
marked “Cr.” (detailing the equity and liability accounts) (see
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TABLE 8
1840 Income Statement in Vertical (Columnar Format)
(B)
Statement of the Revenue and Expenses of the Baltimore and Ohio

Rail Road Company, on account of the Main Stem of the Road,
for the year ending the 30" of September, 1840

The amount received for the trans-
portation of passengers and mer-
chandise for the year ending the
30" of September, 1840, is .. $432,883.70

And the expenses for the same period
are as follows, to wit:

For transportation, including Fuel,
salaries of Superintendent, Agents,

Conductors, etc. etc.... $104,280.12
For repairs of the Road, 85,463.73
For repairs of Depots and Water

Stations, 11,790.78
For repairs of Passenger Cars, 6,739.75
For repairs of Burthen Cars, 19,800.14
For repairs of Locomotives, 36,401.66
For repairs of the Monocacy Bridge, 1,806.89

For Office and Incidental expenses,
including Salaries, House Rent,

etc. etc. 8,905.63
For interest on borrowed money, 5,005.30
Making . . ... 280,194.00
And showing the earnings of the Road
for the year to be $152,689.70

The interest paid during the year on
account of the loan created for the
purchase of Stock in the Wash-

ington Branch Road, amounts to 56,328.00
And the dividend to be received
from said Road, 46,467.00
The difference is 9,861.00
Showing the net revenue for the
yeartobe.......... $142,828.70

Office of the Baltimore and Ohio Rail Road Company,
October 1, 1840
J. J. ATKINSON, Sec'y.

Table 9). The statement changed to a vertical format in 1853.
This change in format coincided with the B&O achieving one of
its key westbound objectives, linking Baltimore to a port on the
Ohio River. The balance sheets presented until 1853 are un-
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titled, except for the “(A)” caption. It was referenced as “state-
ment A” in the letters to shareholders. In 1853, the reformated
statement became the “Statement of Accounts.” The ordering of
assets during the first 30 years was basically from long-term,
permanent assets to liquid assets, with cash listed last, consis-
tent with a British style. The sources of assets were a mixed
ordering of liabilities and equity during the 1840s to 1853.
When the “T” format was replaced by the vertical format in
1853, “Liabilities” (which included equities) appeared at the top
of the statement, with assets at the bottom. The first accounts
listed in this section were the common stock accounts, followed
by long-term debts, then short-term debts. As was done in the
1840s, the “statement of accounts” showed the “profit and loss”
account balance (formerly “revenues less expenses”) last, after
the current liabilities.

Financial statements seemed to assume new levels of
importance during the administration of President McLane.
Starting in 1837, statements were placed before construction,
engineering, and transportation reports, immediately following
the president’s letter to the shareholders. Thus, by advancing in
relative placement, financial statements were assigned a more
prominent position, reflecting the role that financial informa-
tion played and supplanting operational reports by individual
managers. At first, McLane eliminated subordinate reports
when he took office in 1837, only to reinstate them after “reor-
ganizing” the railroad late in his tenure. McLane’s “reorganiz-
ing” initiative occurred after a year-long (second) trip to Eng-
land to raise capital and to study British railroads and their
structure and operations, including such diverse matters as lo-
comotive engines and management. McLane and Chief Engi-
neer B.H. Latrobe were active in securing data which permitted
comparisons between other U.S. roads as well. McLane is iden-
tified with the introduction of reports by three principal super-
intendents: (1) the master of transportation, (2) the master of
machinery, and (3) the master of roads. However, the origins of
this practice also trace back to the second (1828) annual report,
which includes reports from the board of engineers. The three
superintendents reflected McLane’s structuring of the B&O
around these major railway functions. Duties and responsibili-
ties appeared to be carefully defined. It is unclear, however, if
this new structure was the result of the influence of the British
railroads or by the companion study by Latrobe of New
England railroads, especially the Western. Examples of such
studies include the 1838 reports by B&O engineers Knight and
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Latrobe. Their January and May publications to McLane report
on “several of the most important rail roads in the middle and
northern States of the Union ... which we visited under your
directions” [Knight and Latrobe, 1838, p. 3]. Perhaps the source
of the organizational structure was both. In any event, the B&O
as “the B&O University” would influence other railroads; rail-
roading, itself, would have an impact on the structure of larger
manufacturing companies later, during America’s industrial
revolution of the 1880s and after [Chandler, 1979].

McLane’s administration developed fundamental reporting
schemes such as assigning alphabet letter labels to statements,
“(A),” “(B),” “(C),” etc., and referencing the statements not as
“the income statement” but as “the statement marked B.” This
practice of alphabet labeling used up the single alphabet by
1857, and some reports were being number labeled. By 1859,
the last exhibits were given double letters (e.g., “AA,” “BB,”
etc.). The practices of labeling reports by letters and numbers
and referencing them as “exhibits” or “tables” were employed
by other railroads such as the Illinois Central Railroad (1856)
and the Delaware, Lackawanna & Western Railroad (1856).
This is possibly evidence of the B&O’s influence.

As noted above, the first, full B&O balance sheet was pub-
lished in 1840 under McLane’s presidency. Revenues less ex-
penses were shown on the right side as part of the determina-
tion of the equity amount. This practice continued until 1849,
when President Swan issued his first B&O annual report and
included a statement calculating the amount of profit retained
in the business (see Table 10). “The policy of President Thomas
Swann (1848-1853) was the completion of the road to the Ohio
at any costs. ... Earnings were used as capital and dividends
declared in stock...” [Reizenstein, 1897, pp. 80-81]. This dis-
closure provides some of the earliest evidence of what Leland
Jenks [1944] attributed only to post-Civil War railroads;
namely, the practice of “companies to invest their earnings in
necessary improvements and extensions...,” which meant fore-
going dividends, a practice about which foreign security hold-
ers complained bitterly. But as Jenks observed: “This financing
of corporate growth from within may fairly be claimed to be an
American innovation in capitalistic technique, which has only
recently been diffused to the British Isles” [Jenks, 1944, p. 10].
The B&O’s annual reports may evince one of the first uses, if
not the origin, of this practice among significant early 19th
century U.S. corporations. The statement calculating the
amount of earnings retained by the B&O first appeared in the
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1849 annual report. It remained as an untitled schedule until
1854, when it was labeled “Statement of Profit and Loss” and

linked the “Nett Receipts Statement” to the balance sheet for

the first time.

Table 10 shows the 1849 profit and loss (retained earnings)
statement. It appears as an account labeled with “debit” and
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“credit” sides. The account is in balance because the balance
amount is computed, or supplied, for the debit side. This
amount ($31,382.08) is the retained earnings. “Nett receipts”
taken from the previous year’s retained profits are the starting
point of the calculation. The income statement’s gross receipts
and “working expenses” are netted for that year (after being
shown on the “nett-receipts” statement). The cost of interest (on
debts), as well as the cost of improvement of the railway, are
treated as “debits,” just as dividend declarations, reducing the
balance of retained earnings. This treatment indicates that the
cost of interest was not treated as an expense, but rather as a
distribution of operating profits to debtholders. Also, certain
types of expenditures on railway improvements, which now
would be capitalized as assets and depreciated over time or
expensed directly on the income statement, were treated as a
direct reduction in the retained-profit balance. This view of in-
come and of expense treatment, which differs from the modern
accrual and matching model, challenges our contemporary
comprehension of the concept of profitability.

Table 11, an exhibit taken from the 1851 annual report,
reflects not only revenues by source, expenses, and “nett re-
ceipts” for each year of operation, but also shows dividends and
surplus reinvested during this period. While dividends were not
an annual event, by the late 1840s and early 1850s, reinvested
profits became a major source of the capital employed to com-
plete the link to the Ohio River.

Revenue and Profitability: Table 12 reports the invested cost of
the railroad originally estimated (1827) versus actually incurred
(1853). Estimated (1827) vs. actual (1853) annual revenues for
the entire route are also given. Growth of revenues occurred as
the rail line expanded—in particular after reaching Harper’s
Ferry in 1834 and Cumberland, Maryland in 1842. In 1853, the
whole line from Baltimore to Wheeling on the Ohio River (a
distance of 380 miles) was opened for use, generating revenue
increases as each section of track extended service between east
and west.

Annual documents reveal the profitability of the B&O
where, in relation to revenue, profits often reached 50% or
more. This margin indicates the economic value added by the
B&O to shippers and passengers when compared with the costs
of shipping freight or traveling by other means (wagon or ca-
nal). The high profit margin contrasts with the significant fixed
and long-term investment of constructing the railroad. How-

Published by eGrove, 2000

39



Accounting Historians Journal, Vol. 27 [2000], Iss. 1, Art. 14

31

: B&O Annual Reports

Previts and Samson

LST'v8Y'p$ | 8€1'680°TS S6T'€LS'SS | 678'€86°9% LYT'LSS'TIS | 90¥'6SH'L$ | Z8+'00T'E Y8S'YS8 860'SHE'T 870'€80°S$ | 8LS'810'Y | 0¥8°980'C 8TLIE6'T S[e10L
£0€°€S9 £0€°€S9 61669 €TT6vEl LTr'Th6 020°s€S 126°SL 000°6St 96L'90% 916'87¢ ¥S0'¥91 798'v91 1681
9IT'vEL 9IT'veEL 685°609 SO8‘EveET 0€+'S06 SSSLLY 0S9'vL S06'20% SLE'8EY S9T's6e S06°081 09€'¥1T 0881
125968 115968 rE9'vY9 SOT VTl 80L°9¥8 §S918¢E 19L°€9 ¥68'L8T L6Y'76€ 788'9¢€€ 60€'S91 €LSTLT 681
86S'1S¢S 86618 901799 ¥99°€1T' 88T'STL TSTILT 8L0°99 YL1'S0T 9LE'88Y 0LT'TEE ¥L6'091 961°0LT 881
801°10€ 000°01T € 80T°TIS 678°06S LE6TOT'T L16'7S9 SEE'E9T 116°6L yT8'€81 070'LyYy ¥L9'88C 126'9€1 €SL1ST Ly81
LY8'91¢C 000°0TC € LYL'9Ty 0¥8'vSt L89°188 9¥E'891 S16c61 65S'€8 9S€°01T IPE'Ely ¥97°08¢ LOTETT LST'LST 981
W9LYLE 9LYLE 1+8°€9¢ £09°8€L 17L'89¢ 90t I¥1 5290 €98°06 788'69¢ 85797 02886 885°€01 SY81
986°1L1 000°SLT “hi 986'9¥€ €€9'TI¢E 619'859 €YLTTE 011°c0T 4413 98869 9L8°9¢€ 128°€LT 199'vL 901°66 81
0r'6¢ET 000°0%1 [4 T0b'6LT £€8°S6T SETSLS 819°00¢ YIL'T8 161°LT £75°SS L19'vLT £€5'611 80T°1L STy'8L £v81
LLL'60T LLL'60T SIL91T (43847 STE'SYT £¥8°29 £YT°0€ 009°LE LLT'I8T 89SvST 20009 99576 w8l
8Y¥1T 000°0€1 8YH1ST TT9'6£T 0L0'T6€ 1452154 66759 £Pb'eT 980Ty 919'6L1 679'1L1 £67'%9 9€1°201 1781
Y69°LL 00008 769°LST 681°SLT S88'cey 8¥8°SST YLE'SS 8€9'ST 9€L°T9 SE0LT 81%'TST 917’9 07'L8 081
LY9'v6 LY9'v6 00L°TI€ LYE'LOY L8Y'EET 17001 8L8'Sy €LS'YS 098°¢L1 10S°2S1 LES'S9 79698 6€81
£79°€6 £79°¢6 18S°TLT vTT's9¢e 0€S'861 9TSLL 6L0°0€ LY¥'Ly ¥69°991 915°0ST L9L09 6¥L'€8 8¢8I
9LT'TT 9LT'TT STI'68C 10€'70€ 9L9°eS1 865 VL 106°¢€ L69'0 ST9'SH1 669071 §TT'L9 YLY'EL LEYT
SLE'89 SLE'89 LE6'TIT TIE18T 981°¢ST €0L'99 868'ST S08°0 9T1'8T1 T01°LST 98918 9I¥'SL 9¢81
0ST'LS 200°St TS1°T01 91Z'191 89¢€'€97 878691 re9TL §s9'sT 6L6'9% 0rs'e6 8SL'L6 119°s8 Ly1'el cesl
S€0°L9 SE0°'L9 07'8€ 1 LEY'SOT SSTOIl 12198 62661 T61°9¢ 78168 r¥8'v6 r¥8'v6 re8l
Ye1'LT 190°0€ S61°LS S8Y'8€1 089°s61 LYbTIT €SL'T9 685'ST 991°L¢E £€T°€8 ££9°88 ££9°88 €81
¥9T'19 €L9'SL LE6'9ET L2069 S80I 0¥9°'T1 Sry'6T 016°L9 72068 72068 sl
STe'sIs SL6'69% (84174 €66'01 Sov1E SST'v$ 1€6'S €80T 9L8°€ 0S7'LT$ S06'18 S06'18 1€81
97L'T$ S86°11$ T1Lv1$ 0¢81
peod

aeuuo], | ofeuuo] pue suoj, suoj, suoj, S[RN pue ylog uo surer[, —

pue s108uasseq J8euuo], s1o3uassed | sroSuasseq sured], youelg uoy o m

pajsaAuLey sydrooay s1o8uasseq woly AEIENE Y31 ySraag wouy Jo JequnN | WIS urepy | -Surysep a v
snjding junowry | Judd 194 1ON 10 [e10], s1dro0oyg s1dreoay [e101, premisop | paemiseqg s1dreoay e101, Ul paLue) | ur pature) = 2
e1oL J3euuo], SI93Uassed am

SpuapIAlq sasuadxyg SI1dTd09d

JO swin] 3} WoJj ‘peoy [rey Oy pue drowrnjeq 3} JO SpPUIPIAL([ pue S1JoId ‘Sosuadxy ‘Onuardy ‘Opei],

IS8T ‘0¢ Iqualdag ‘@rep juasaxd a3 01 ‘0¢8] Ul ‘Suruado sin

0O 2I9&L

SPUSPIAI( JO A[NPAYDS
11 AT9VL

40

iss1/14

I/vol27/

.edu/aah_journa

1SS

//egrove.olem

https



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1

32 Accounting Historians Journal, June 2000

TABLE 12
Estimates Versus Actual Costs, Miles and Revenues

Estimated cost of construction reach

Ohio River — Feb. 1827 $ 5,000,000
Actual cost of construction
Baltimore to Harper’s Ferry $4,000,000
Harper’s Ferry to Cumberland 3,623,606
Cumberland to Wheeling 6,631,721
Total actual cost to reach the
Ohio River (Jan. 1853) $14,255,327

Estimated length of road — Baltimore

to the Ohio River (Feb. 1827) 290 miles
Actual length of Road — Baltimore

to the Ohio River (Jan. 1853) 379 miles
Estimate revenues per year (Feb. 1827) $ 750,000
Actual revenues per year (Oct. 1, 1853) $ 2,033,420

Source: Reizenstein [1897, p. 86]

ever, caution must be used when introducing such “present-
minded” analysis. The income numbers and the asset numbers
were measured without the benefit of many late 20th century
concepts and thought habits, such as the capital-revenue
distinction for expenditures. That is, these early B&O amounts
for income and asset numbers do not reflect cost of renewals
and betterments, which today would be capitalized but were
then deducted directly from the retained profits, since the prac-
tice of “matching” and the concept of depreciation were, at
best, nascent.

Special Reports: The B&O annual reports over the first 30 years
included a variety of “special reports” to inform shareholders
about transitory conditions or events. Often the practice of in-
cluding them would evolve into a continuing process. For ex-
ample, special reports began with the second annual report
(1828), when the letter to the directors from the board of engi-
neers was printed. This letter described the surveyed route and
discussed distances, elevation, and the difficulties of various
possible alternative routes. Forty-two pages in length, it over-
shadows the contents of the other 13 pages of this annual re-
port.
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The third annual report follows the pattern of the second,
with a 13-page president’s letter and eight pages of reports from
the board of engineers. These reports are even more detailed
and included data for alternative routes.

The fourth annual report (1830) continues the trend of dis-
closing internal management information to investors. It in-
cludes not only construction and route alternatives, but also a
very detailed analysis of wheels and rail design (with formulas
and calculations) and a cost analysis of rail versus canal trans-
portation and steam versus horse as sources of motive power.
These types of cost analysis continued to be presented through-
out the 1830s and 1840s.

The 1855 report carries a two-page safety report with a
seven-page appendix detailing each of the deaths and severe
injuries that had occurred on the road and its property during
the year. No clear need was identified for the initiation of this
report. In it, the railroad denied responsibility for many of
these hazardous episodes; however, B&0O management seemed
concerned about passenger safety. This report appeared only
once although in other annual reports before and after 1855,
injury/fatality data are mentioned.

Comparative Reports: An Early Example of Benchmarking: Rate-
adjustment information provides the basis for another type of
special study. This kind of report first appeared in the 1836
annual report (see Table 13 (A)). Typically, the B&O sought to
portray itself as the lowest-priced provider of transport of goods
and passengers compared with other competitors. The granting
of rate increases was controlled by state legislatures and was
difficult to achieve. It appears that it had to be demonstrated
that an addition to the rate was needed in order to offer a
competitive return on the cost of capital. Given the significant
investment by city and state governments, the Maryland legisla-
ture did have an interesting dilemma in dealing with rate re-
quests. Voters wanted low rates, but capital investment re-
quired a competitive return. Rate-proposal comparisons with
other railroads were useful to demonstrate to stockholders that
the B&O’s costs were well managed. Table 13 (A) shows the
rates of six other railroads for 1836, manifesting an early use of
industry comparisons from annual report information
(benchmarking). This may be one of the first such reported
attempts at financial statement analysis. By 1852, New England
railroads’ financial data were being published comparatively in
Hunt's Merchants Magazine [Previts and Merino, 1998, pp. 92-

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

42



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1
34 Accounting Historians Journal, June 2000

93]. The comparisons to other railroads became more elaborate
with the passage of time. Table 13 (B) is taken from the 1848
annual report. Here, the B&O compares itself with six other
railroads as to both cost and revenue (freight-ton and passenger
on a per-mile basis). The B&O also analyzed performance by
the ratio of expense to revenue (the complement of profit mar-
gin). Thus, the B&O used financial ratios and industry compari-
sons early on. These innovations seem to represent another set
of B&O innovations.

TABLE 13 (A)
1836 Annual Report
Rate Comparison—President’s Letter

(President arguing for rate increase)™

Passenger per mile Freight/Ton per mile
B&O Railroad 3¢ 4\h¢
Petersburg Rail Road 5¢ 10¢
Winchester and Potomac 6¢ 7¢
Portsmouth and Roanoke 6¢ 8¢
Boston and Providence 5¢ 10¢
Boston and Lowell 3lh¢ 7¢
Mohawk and Hudson 5¢ 8¢

*President also explaining why profit level low and the reason why no divi-
dends could be paid in 1836.

At an early stage, B&O reports contained yearly compari-
sons to demonstrate progress and growth to shareholders. Rev-
enues and expenses for two years were first collated in 1834,
only four years after the first revenue activity. Comparison of
the current year to previous years was practiced off and on
again until 1847, when it became standard to present long-term
revenue and expense comparisons for all years going back to
1831 (see Table 11).

Hlustrations and Diagrams: Early B&O annual reports provided
terrain and route maps. The very first annual report (1827)
contains a map of the intended route. This information was
important to investors who wanted to follow the company’s
progress and evaluate management’s plans and decisions. Sub-
sequent years’ reports continued this practice.

Only one illustration is to be found in the first 30 years of
company annual reports. For 1830, there is a diagram of the
rim and flange profile, detailing an innovation in the design of
the rail and track. Along with this illustration are pages of engi-
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neering formulas and calculations of wheel size and strength.
This is the first known use of a technical illustration in U.S.
corporate annual reporting. As Graves et al. [1996, p. 76]
pointed out, the inclusion of pictures in annual reports was a
rare phenomena until the 1940s.

INFLUENCE AND IMPACT OF B&O ANNUAL REPORTS

The B&O annual reports appear to have been prepared
with a candor and openness on the part of management that
are consistent with a relationship established between a com-
pany and an investing public supportive of the company’s ori-
gin and purposes. There was a “common ground,” the personal
and public benefit from having this mode of transportation suc-
ceed. Details of operations, innovations, and discoveries were
freely shared. But, not only did management communicate with
stockholders, it informed all members in this new industry of
its discoveries and innovations. This openness was hailed and
appreciated. The editor of the American Railroad Journal stated
in 1835:

We acknowledge the favor by the President of the
Company, of a copy of the Ninth Annual Report of the
Baltimore and Ohio Rail Road Company, and cannot
refrain from here expressing our own, and we believe
the thanks of the entire Rail Road community, as well
in Europe as in America, for the candid, business-like
liberal manner, in which they annually lay before the
world the result of their experience.

It will not be saying too much, we are sure, to nomi-
nate them the Rail Road University of the United
States. They have labored long, at great cost, and with
a diligence that is worthy of all praise in the cause, and
what is equally to their credit, they have published an-
nually the results of their experiments, and distributed
their reports with a liberal hand that the world might
be cautioned by their errors and instructed by their
discoveries. Their reports have in truth gone forth as a
textbook, and their road and workshops have been a
lecture-room to thousands who are now practising and
improving upon their experience. This country owes to
the enterprise, public spirit and perseverance of the
citizens of Baltimore, a debt of gratitude of no ordinary
magnitude, as will be seen from the President’s report
in relation to their improvements upon and perfor-
mances with their locomotive engines, when compared
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with the performances of the most powerful engines in
Europe, or rather in imagination, in 1829, only six
years ago [Hungerford, 1928, Vol. 1, p. 112].

As Hungerford noted, much of the detailed engineering in-
formation about such things as engine comparisons, plate-
wheel inventions, switches, and turntables was technically be-
yond the level of knowledge or interest of shareholders. Yet
these details of B&O experiments and innovations were invalu-
able to engineers and mechanics of other railways, and un-
doubtedly these disclosures advanced the industry. As the edito-
rial suggests and Hungerford echoed frequently in his volumes,
the B&O was truly a “railroad university,” sharing the results of
its experiences through the “textbook” of its annual reports.

The B&O'’s innovations and developments in financial re-
porting and disclosure influenced other railroads just as its
technological advances did. By the 1850s, other railroads fol-
lowed the B&O pattern of referencing financial statements as
statement (A), (B), etc. Examples of other principal roads
whose reports are similar to the B&O model include the Illinois
Central (1855), the Delaware, Lackawanna & Western (1856),
and the Louisville & Nashville Railroad (1860).

Similarly, the 1849 Delaware, Lackawanna & Western Rail-
road, the 1856 Illinois Central Railroad, and the 1860 Louisville
& Nashville Railroad emulated the B&O practice of including
the reports of the chief engineer and the general superintendent
as part of their annual reports. While not conclusive, this evi-
dence is consistent with the B&O'’s leadership practices in the
railroad industry and the “railroad university” view.

Assessing the Importance of B&O Reports: By 1860, 30,000 miles
of railroad were operational in the U.S., representing about half
of the known mileage in the world [Ratner et al., 1993, p. 330].
The B&O was the first among these roads to address the needs
of investors for information to sustain the unprecedented scale
of public-capital investment. This important early 19th century
venture, marveled at because of its feats of engineering and
technology, has only begun to be examined from the perspec-
tive of its contributions to accountancy, reporting and disclo-
sure, cost control, and financial management.

The B&O can be identified with several important innova-
tions. It was America’s first railroad operating regular passen-
ger and freight service. It was America’s first big-business enter-
prise, with over $30 million invested in construction by the
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1850s (dwarfing the Erie Canal’s cost of $7.6 million to com-
plete in the mid-1820s). The B&O was a technological innova-
tor, experimenting with steam-powered locomotion (e.g., the
Tom Thumb) and the development of multiple-wheeled engines
and cars that rode on axles using a flange-rail design. It em-
ployed the first telegraph to operate the railroad and developed
the first coal car, supporting development of that energy source
to fuel an industrial revolution.

The B&O was inventive in other important organizational
ways. It developed a management structure that allowed it to
run a far-flung, multitasked, complex enterprise with the pre-
cision and efficiency for which railroad transportation became
known. Financial reporting and accounting innovations were
also produced by this early 19th century “high-tech” organi-
zation. Among our most important findings is that the B&O
accounting system was oriented to producing financial state-
ments as opposed to the accounting practice of the period
which emphasized record keeping as the objective of the ac-
counting system. This observation is consistent with Chatfield’s
[1974, p. 222] hypothesis that by the 1840s, financial state-
ments had become the focus of the accounting system. This
development became reflected in the accounting textbooks of
the day. Information, rather than mere record keeping, became
the output of the B&O’s accounting system, a significant inno-
vation to accounting practice in America during this pre-Civil
War era.

This archival research has found annual report disclosure
being employed to fulfill a stewardship obligation. However,
stewardship is only one aspect of disclosure. Performance
analysis presentations and resource allocation decisions of
management are conveyed to the owners in these reports. The
information detailed by the B&O even goes beyond these objec-
tives. Much information is about internal operating activities of
use to middle managers; other information is highly technical
and complex, not comprehensible to individual investors but
“textbook” material for engineers of other railroads.

Even considering a late 20th century view, the amount of
disclosure, the types of disclosure, and the candor of these early
reports, rendered when details of disclosure were voluntary, are
impressive. Practical managers, trained in engineering, devel-
oped insights into cost accounting, which advanced accounting
from its double-entry bookkeeping function to a tool for man-
agement for evaluating, planning, and controlling an enterprise.
Internal control and comptrollership departments also were
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instituted to safeguard assets and to process large volumes of
transactions for timely, useful reports to manage operations.
New ideas in financing (e.g.; using a forerunner of preferred
stock, using retained profits as a financing source, issuing stock
dividends) were used or described in its reports. Innovations in
reporting included the income (operating) statement, which
evolved from statements that quantified the number of passen-
gers and the amount of freight moved and the expenditure
statements, and a balance sheet, which evolved from a history
of right-of-way ownership, to a “T” format of debit and credit
listings of accounts and balances, to a near-modern form. A
“retained earnings” statement appeared when the retention of
profits proved to be a very important source of financing. B&O
innovations—technological, organizational, and financial—
were prototypes not only in the railroad industry, but also for
the manufacturing companies that would emerge during the
following decades.

FUTURE RESEARCH

This study is exploratory and preliminary. It examined one
company, albeit a leading one, for the first 30 years of its 130-
year life. Numerous issues have been raised, but resolutions
must be left for future work. Certainly, a careful examination of
other contemporary railroads’ disclosure practices can provide
insights as to the B&OQ’s influence, as well as the influence of
other railroads upon the B&O. British railroads of the period
are one added area worthy of research attention because of
their likely influence upon the B&O. European capital markets
and information requirements are important to an in-depth un-
derstanding of the B&O’s disclosure practices. American canals
are a forerunner and a model for railroad development; this
industry’s accounting practices may offer greater insight into
railroad reporting and may push the understanding of corpo-
rate financial accounting back a few decades further.

For the B&O itself, there is more work to be done; the
minutes of directors’ meetings and other company documents
will certainly lend insight to the disclosures made in the annual
reports. Further analysis of the management organization
structure and the cost accounting developments of the B&O
would give insight into how information was used to manage
railway operations. Financial accounting at the B&O during
and after the Civil War until the start of the 20th century offers
another research direction.
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A critical perspective of the B&O’s disclosure practices may
also prove to be a worthwhile stream of research. Certainly,
points made by the paper as to the voluntary nature of disclo-
sure by B&O’s management can be challenged and examined in
light of the charter’'s mandate that a statement of affairs be
published annually. A second critical area is in the management
attitude and disclosure of labor practices, problems, and
worker safety issues. Strikes and violence in 1831 by unpaid
workers, which precipitated the calling out of troops to sup-
press the strike, received relatively little mention in the annual
report.

Other critical issues relate to railroad safety and environ-
mental concerns. The 1855 annual report revealed for the first
time the extent of how dangerous railroad construction and
operations were for bystanders, passengers, and employees.
Sixty-one deaths were reported. The company seemed only con-
cerned over passenger safety. Deaths and dismemberment of
employees and bystanders appeared not to have been a respon-
sibility which management was willing to shoulder. This acci-
dent report was only issued once, with only the mention of
casualty statistics again four years later. Neither fires nor envi-
ronmental problems caused by railroad operations were men-
tioned in the first 30 annual reports. These, like the safety and
labor problems, were not issues disclosed fully to outside inves-
tors. A 20th century view would find such disclosures signifi-
cant. However, critics should view these shortcomings as reflec-
tive of 19th century management practice.

Finally, the issue of why the management of the B&O un-
derestimated the cost of construction and the related timetable
of the project, its impact as to a more immediate impression of
success and the facilitation of capital funds, is left to future
research. Thus, there is much interesting work to be done using
the B&O’s financial data as the foundation for historical re-
search in accounting, business, and economic history.
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Abstract: This study documents changes that took place in The Ac-
counting Review during 1966-1985 compared with earlier 20-year
periods, 1926-1945 and 1946-1965. The comparisons are based on
examining the articles published in The Accounting Review and writ-
ten by its leading authors (i.e., those authors who published the
most articles). The article considers topics, research methods, finan-
cial accounting subtopics, citation analyses (including influential
journals, articles, books, and authors), length, author background,
and other items. This study shows that The Accounting Review
evolved into a journal with demanding acceptance standards whose
leading authors were highly educated accounting academics who, to
a large degree, brought methods and tools from other disciplines to
bear upon accounting issues.

INTRODUCTION

Accounting research changed noticeably in the 1960s. Vari-
ous factors played a role in this change, including criticisms of
business education in the 1959 reports by Gordon and Howell
and by Pierson [Dyckman and Zeff, 1984]; the adoption by the
American Assembly of Collegiate Schools of Business in 1967 of
the doctorate as the terminal degree for accounting faculty
[Bricker and Previts, 1990]; change in research and writing
standards as required by business faculties in promotion and
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tenure decisions [Langenderfer, 1987]; and a general belief that
scientific methods could help solve social and business prob-
lems [Whitley, 1988]. Chatfield [1975] noted that The Account-
ing Review was in transition during the late 1950s and early
1960s, with nonaccountants making contributions using meth-
ods from other disciplines. In addition, Chatfield [1975, p. 6]
noted that in the 1960s, there was a trend toward empirical
studies.

While it is generally acknowledged that there was a change
in the type of research published in The Accounting Review, the
extent of that change has yet to be documented. Were previous
methods abandoned altogether? Among the newer research
methods, which were the most popular? Did interest in finan-
cial accounting topics continue to decline? Were new, never-
considered topics addressed? Which journals/authors/articles/
books influenced the contributors to The Accounting Review?
What was the educational/professional background of the con-
tributors, and how did their work differ from that of their pre-
decessors?

These questions are here addressed for the leading authors
(i.e., those authors who published the most articles; see Table 1
for the list of names) of The Accounting Review during the 1966-
1985 period.! The results are directly comparable with The Ac-
counting Review’s leading authors during the 1926-1945 and
1946-1965 periods as reported by Fleming et al. [1990, 1991].2
Hence, this study extends our previous work by analyzing the
output of the leading authors during 1966-1985, the next 20-
year period.?

Specifically, this research analyzes, relative to the earlier
studies, the following attributes of the articles published by the
leading authors: (1) topic, (2) research method, (3) cross-classi-
fication of topic and research method, (4) financial accounting

'Heck and Bremser [1986] compiled the list of the leading authors. For
their list based on “all articles,” Heck and Bremser counted main articles,
notes, and articles appearing in the Education Research (previously, Teacher’s
Clinic) and Financial Reporting Sections. Not included were comments, re-
plies, and articles appearing in featured columns (e.g., Accounting Exchange).

?Heck and Bremser [1986] identified the leading authors for each of the
20-year periods 1926-1945, 1946-1965, and 1966-1985. There has been a strong
interest in the accounting literature in prolific authors as evidenced by Heck
and Bremser’s article as well as others [Williams, 1985; Jacobs et al., 1986;
Richardson and Williams, 1990].

3The emphasis in this study is on analyzing the next 20-year period. One of
the major findings, as reflected in the title to the paper, is the shift to quantita-
tive/empirical research methods.
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subtopics, and (5) citations of articles and books including jour-
nals and authors. Other details are also provided, such as ar-
ticle length, background information on the leading authors,
and other changes in The Accounting Review. Through examin-
ing and classifying the individual articles of the leading au-
thors, conducting a “single” citation analysis (similar to that of
Brown and Gardner [1985a, 1985b] and others), reporting other
details, and comparing the 1966-1985 results to those of the
earlier periods, a perspective emerges on the evolving nature of
accounting research in the work of the leading authors.

The results of these analyses are presented in the following
sections of this paper. The first section discusses the topics and
research methods. The subsequent section reports the results of
the citation analysis. This is followed by sections on article
length, biographical background of the leading authors, and
other changes. A synthesis of the nature of the changes in the
work of the leading authors of The Accounting Review is con-
tained in the final section.

TOPICS AND RESEARCH METHODS

As in the previous periods examined by Fleming et al.
[1990, 1991], classification schemes adapted from Sundem
[1987] were used to classify the articles by topic and research
method. The topic classification scheme is shown in Exhibit 1,
while the research method categorization is displayed in Ex-
hibit 2. Each of the three authors of this paper independently
classified each article written by the leading authors with re-
spect to topic (as well as to financial accounting subtopic) and
research method. The objective was to determine the primary
emphasis of topic and research method in the article. The three
authors then reached group decisions as to the appropriate
classifications. In almost all cases, a unanimous consensus was

“The topic classification scheme is identical to that reported in Fleming et
al. [1991, p. 31]. The research method categorization is slightly embellished to
be more definitive. Specifically, the description of “economic modeling” was
expanded to include explicitly papers dealing with information economics and
economic choice theory, which have strong elements of analytical and statisti-
cal modeling. In addition, the description of “history” was expanded to include
papers tracing the development of a practice or concept which relied on sec-
ondary sources, not just those papers employing archival methods. This de-
scription better reflects the classification decisions made in this and the earlier
periods. Also, book reviews of accounting classics are included in the history
category. Similarly, the description of “deductive” was expanded to reflect bet-
ter the nature of the articles classified as such.
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achieved. Occasionally categories were decided by a split 2-to-1
vote.

EXHIBIT 1
Topic Classification Scheme

FINANCIAL (Fin): External reporting issues even though they may impact
internal reporting also. Inventory valuation papers are classified as finan-
cial rather than managerial.

MANAGERIAL (Man): Internal reporting issues.

EDUCATION (Edu): Studies on pedagogy and curriculum matters.

RESEARCH METHODS (Res): Focused completely on such methods without
direct application to an accounting issue.

AUDITING (Aud): Related to tasks performed by auditors.

PROFESSIONAL (Pro): Professional practice of accounting firms.

TAX: Federal income tax issues.

INFORMATION SYSTEMS (Inf): Broad range of papers from office automa-
tion, to evaluation methods for accounting software, to the effects of dif-
ferent data storage systems on decision making, etc.

NONPROFIT/GOVERNMENTAL (Non): Requiring the special circumstances
of such organizations to be a major influence on the research.

INTERNATIONAL (Int): Assessed uniquely international aspects of an issue
such as differences in accounting practices, generally involving more than
one country.

OTHER (Oth): Not related to one of the above.

Source: adapted from Sundem [1987, pp. 194-195]

EXHIBIT 2
Research Method Classification Scheme

DEDUCTIVE (Ded): The deductive studies that do not fit in other categories,
including opinion pieces. These nonempirical studies are primarily verbal/
descriptive-type articles where a logical conclusion follows from a set of
assumptions or premises (other than modeling studies). In addition, this
category was interpreted to include inductive and legal research methods
as well.

ANALYTICAL MODELING (Ana): Studies using models with no specific un-
derlying economic theory but using mathematical techniques.

GENERAL EMPIRICAL (Gen): A catchall that includes primarily descriptive
empirical work.

ECONOMIC MODELING (Eco): Studies which bring economic analysis to
bear on a topic; they may be mathematical or verbal models. Papers based
on information economics or economic choice theory are included here.

STATISTICAL MODELING (Sta): Studies which use models where the main
focus is on statistical models.

CAPITAL MARKET (Cap): Studies using security prices to measure reaction or
association.

BEHAVIORAL (Beh): Studies conducted to measure the reaction of students or
professional subjects.

HISTORICAL (His): Papers that use archival methods to study an issue of
current interest. Also included are papers that trace the development of a
practice or concept using secondary sources and book reviews of account-
ing classics.
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EXHIBIT 2 (continued)

SIMULATION (Sim): Studies where the analysis is so complex that computer
simulation is necessary.

SURVEY (Sur): Studies reporting information gathered by questionnaire about
practices or attitudes.

Source: adapted from Sundem [1987, p. 198]

Topics: Table 1 shows that the leading authors published 154
articles in ten topical areas.” The international area was the
only one in which they did not publish a paper. Financial ac-
counting was the most popular topic (48% of the articles), fol-
lowed by managerial accounting (25%), education (8%), re-
search methods (6%), and auditing (5%). The leading authors
published only a few papers in the professional, tax, informa-
tion systems, and nonprofit/governmental areas.

The leading authors of the 1966-1985 period published es-
sentially the same percentage of their articles in the financial
accounting area as did the leading authors of the 1946-1965
period. Although this percentage is down from the 1926-1945
period, it nevertheless shows the continued strong interest in
financial accounting among the leading authors. Interestingly,
all but Manes of the 19 leading authors published a financial
accounting article in The Accounting Review during the 1966-
1985 period. Similarly, only two (William Campfield and Rob-
ert Van Voorhis) of the 22 leading authors during 1946-1965
and only one (Lloyd Morey) of the 19 leading authors during
1926-1945 did not publish a financial accounting article in The
Accounting Review. Hence, for 60 years there has been wide-
spread interest in financial accounting among the individual
leading authors.

°As noted, the leading authors and their respective number of publications
were originally identified by Heck and Bremser [1986]. With only two excep-
tions, using the criteria identified by Heck and Bremser [1986, pp. 735-736],
articles equal in number to that reported by them were located. The two excep-
tions were for Ijiri and Swieringa where one less than the number of articles
reported by Heck and Bremser could be found. Also, it should be noted that
five of the articles were coauthored by the leading authors listed in Table 1.
Hence, there were only 149 actual articles examined. The coauthored articles
were classified as financial (three articles), managerial (one article), and audit-
ing (one article). Adjusting the overall classification numbers for this double
counting does not appreciably affect the results.
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TABLE 1
Major Topic by Author

Fin* Man Edu Res Aud Pro Tax Inf Non Int Oth Total
Joel Demski 4 8 1 13
Lawrence Revsine 10 1 2 13
Harold Bierman
A. R. Abdel-khalik
Robert Kaplan
Yuji Ijiri
Rene Manes
James McKeown
Robert Ashton
William Beaver
Ronald Copeland
Edward Deakin
Don DeCoster
Robert Jensen
John Livingstone
Enrico Petri
Roman Weil
Jerry Weygandt
Robert Swieringa
Total 39 13

Percent, 1966-85: 48 25 8
Percent, 1946-65: 46 13 21
Percent, 1926-45: 67 6 8
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Managerial accounting was the second most popular topic
during the 1966-1985 period. Its 25% share of the articles was
nearly double that of the 13% of the 1946-1965 period which, in
turn, was more than double the 6% of the 1926-1945 period. It
was the only topic whose proportion of articles increased in
both 1966-1985 and 1946-1965.

The percentage of education articles during 1966-1985 de-
clined to 8% from 21% during 1946-1965. This decline was
likely due, at least in part, to the changing role of education
articles in The Accounting Review. In 1971, the “Education Re-
search and Academic Notes” section of The Accounting Review
replaced the “Teacher’s Clinic” where Flesher [1991, p. 153]
reported articles on education research, teaching methods, and
“think” pieces that had been published. In 1975, the name of
the section was changed to “Education Research,” with the aca-
demic notes portion [Tracy, 1971, p. 156], consisting of class-
room innovations, practical pointers, observations, materials’
development, clever examples, or other experiences, dropped.

«

The “Education Research” section was restricted to “...re-
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search findings regarding theory and technique applied in ac-
counting courses...” and “...developments ... that are of
primary and fundamental importance” [DeCoster, 1975, p. 160].
Hence, the section became more restrictive in the type of ar-
ticles which could be published. In addition, Flesher [1991, p.
154] noted that Issues in Accounting Education started publica-
tion in 1983 on an experimental basis, and that the “Education
Research” section of The Accounting Review was discontinued
in 1986 when Issues began publication on a regular, semian-
nual basis.

Although still relatively small in number, articles on re-
search methods and auditing increased among the leading au-
thors during the 1966-1985 period. The interest in research
methods reflected the use of quantitative/empirical research
methods of the era. The increase in auditing articles was appar-
ently part of a general trend among all authors in The Account-
ing Review. Sundem [1987], in his analysis of all published ar-
ticles in The Accounting Review during his term as editor
(1982-1986), reported that auditing papers represented 16 per-
cent of the articles.®

Few articles were published by the leading authors in the
other areas during the 1966-1985 period or, in most cases, in
these areas during the prior periods. Moreover, the exceptions
were largely due to the efforts of specific individual authors.
For example, 5% of the articles during the 1946-1965 period
were in the international area. Of the ten international articles
published, nine were authored by Mary Murphy. Similarly, 8%
of the articles during 1946-1965 were in the professional area,
but nine of the 15 articles in this area were authored by
Campfield. In addition, while 8% of the 1926-1945 articles were
in the nonprofit/governmental area, six of the 13 were authored
by Morey. Thus, there was not a widespread interest among the
leading authors in professional, tax, information systems, non-
profit/governmental, or international areas during the first 60
years of The Accounting Review.

°Sundem’s results, based on all authors, were not directly comparable to
those of this study which are based only on the work of leading authors. In
addition, his results were just for 1982-1986 rather than the 20-year period
examined in this study. For those readers with an interest, the other major
topical areas while Sundem [1987, p. 202] was editor were financial account-
ing (45% of articles published), managerial accounting (17%), tax (6%), and
professional (5%). The remaining areas constituted 2% or less of the articles.
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Research Methods: Table 2 illustrates a dramatic change in the
research methods used by the leading authors. The use of the
deductive method fell from over 80% during the 40-year period
1926-1965 to only 29% during 1966-1985.7 Moreover, each of
the other methods was used more during 1966-1985 than 1946-
1965.8
TABLE 2
Research Methodology by Author

Ded* Ana Gen Eco Sta Cap Beh His Sim Sur Total

Joel Demski 3 6 1 3 13
Lawrence Revsine 7 1 1 1 1 1 1 13
Harold Bierman 5 3 2 10
A. R. Abdel-khalik 1 1 1 2 3 1 9
Robert Kaplan 2 3 1 1 1 1 9
Yuji Ljiri 2 2 1 2 1 8
Rene Manes 2 5 8
James McKeown 3 2 1 2 8
Robert Ashton 1 2 4 7
William Beaver 2 1 1 3 7
Ronald Copeland 1 4 1 1 7
Edward Deakin 2 2 1 1 1 7
Don DeCoster 2 2 1 1 1 7
Robert Jensen 1 2 1 3 7
John Livingstone 2 2 2 1 7
Enrico Petri 5 2 7
Roman Weil 3 2 2 7
Jerry Weygandt 4 1 2 7
Robert Swieringa 4 1 1 6
Total 44 28 23 16 14 10 7 4 4 4 154
Percent, 1966-85: 29 18 15 10 9 6 5 3 3 3 100**
Percent, 1946-65: 87 2 1 2 1 0 2 0 2 100**
Percent, 1926-45: 84 1 2 1 0 0 0 11 0 1 100

**see Exhibit 2 for abbreviations
**does not add up to 100 percent because of rounding errors

"The classification “deductive” is a misnomer to some extent. Modeling
studies, for example, could also be considered “deductive.” Opinion pieces are
not “deductive.” However, rather than developing an alternative classification
scheme, the one developed by Sundem [1987] was adopted since he developed
it specifically for The Accounting Review and since developing a definitive
classification scheme would be impossible and inevitably arbitrary to some
degree. Hence, the articles written by the leading authors were classified into
that category which was considered best from those specified by Sundem (ex-
cluding “other” which was not defined by Sundem). Consequently, the “deduc-
tive” category came to represent other studies which were primarily verbal/
descriptive, including legal research methods and even a few inductive-type
studies. Perhaps a better classification title is “other deductive/descriptive.”

8Again, the double counting of five articles because of coauthorship among
the leading authors (see footnote 5) did not appreciably affect the results. Two
of these articles were classified as economic modeling, and the others as ana-
lytical modeling, statistical modeling, and capital markets respectively.
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Perhaps the most surprising result is that the deductive
approach was used to the extent found despite the changing
research method environment described previously. The change
away from the deductive method to quantitative/empirical
methods did not occur all at once. This gradual change is made
even more evident by examining the 1966-1975 and 1976-1985
subperiods. Of the 44 articles which primarily used the deduc-
tive method, 32 of them (73%) were published during 1966-
1975, while only 12 of them (27%) appeared in the later decade.
Clearly, 1966-1985 was a transitional period in research meth-
ods.?

Among the methods other than the deductive method, ana-
lytical modeling was the most popular as shown in Table 2.
This was followed by general empirical, the other two modeling
methods (economic and statistical), and by the empirical areas
of capital market and behavioral. Hence, modeling methods
tended to lead the change away from the deductive method.°

Although they were generally employed more in the 1966-
1985 period than in the earlier periods (except for the historical
method), the research methods of historical, simulation, and
survey were used relatively infrequently by the leading authors.
It is interesting to note that the historical method was used
relatively more commonly during the 1926-1945 period than in
subsequent periods. This was largely due to the work of A.C.
Littleton and Stanley Howard. Of the 19 articles classified as
using the historical method during 1926-1945, 11 of them were
authored by Littleton with an additional five by Howard.
Hence, as in the case of topics, the efforts of specific authors
accounted for the passing popularity of certain methods or top-
ics during the earlier periods.

At the individual author level, all but two (Demski and
Petri) of the leading authors during 1966-1985 used the deduc-

°Although not directly comparable to the results of this study, it is interest-
ing to note that during Sundems’s term as editor (1982-1986), only 4% of the
published articles in The Accounting Review used the deductive method prima-
rily [Sundem, 1987, p. 202]. Sundem [1987, p. 202] also reported the following
frequencies for the other research methods in published articles: general em-
pirical (31%), capital market (14%), behavioral (22%), analytical modeling
(6%), economic modeling (7%), statistical modeling (4%), simulation (4%),
historical (2%), survey (1%), and other (4%).

YSundem [1987, p.196] combined some methods into groups which he
referred to as modeling (including analytical, economic, statistical, and simu-
lation) and empirical (including general empirical, behavioral, capital market,
and survey). Combining methods into groups in a like manner for this study
resulted in modeling with 40% of the articles and empirical with 29%.
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tive method. However, only three (Revsine, Weygandt, and
Swieringa) employed the deductive method a majority of the
time. The leading authors tended to utilize a variety of methods.
Petri used the fewest (two), Revsine the most (seven).

Topics by Research Methods: Table 3 shows a cross-classifica-
tion of topics by research methods. During the previous 20-year
periods, the deductive method was clearly the dominant
method, not only overall but for each topic except for the
“other” category during 1926-1945, when it was the primary
method in only 29% of the articles. Its next two lowest percent-
age rates of use were 60% for the professional area during
1926-1945 and 76% for the managerial area during 1946-1965.
In the financial area, it was the primary method in 86% of the
articles for 1926-1945 and 87% for 1946-1965.

TABLE 3
Major Topic by Research Methodology

Ded* Ana Gen Eco Sta Cap Beh His Sim Sur Total

Financial 24 7 14 § 5 10 1 3 1 1 74
Managerial 5 18 1 6 4 1 1 3 39
Education 7 1 1 2 2 13
Research Methods 2 1 4 2 9
Auditing 1 2 2 1 1 7
Professional 2 1 3
Tax 2 1 3
Information Systems 2 2
Nonprofit/governmental 1 1
International

Other 1 1 1 3
Total 44 28 23 16 14 10 7 4 4 4 154

*see Exhibit 2 for abbreviations

By contrast, the deductive method during 1966-1985 was
the primary method a majority of the time for only the educa-
tion, professional, and information systems topics.!! Although
it was the most popular method in the financial area, the de-
ductive method’s use declined to 32% of the time, with 15 of the
24 financial-deductive articles published during the first half

"These results are not affected by the five papers which were coauthored
by the leading authors (see footnotes 5 and 8). The five papers were cross-
classified as financial-statistical modeling, financial-economic modeling, fi-
nancial-capital markets, managerial-analytical modeling, and auditing-eco-
nomic modeling.
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(1966-1975) of the time period. Hence, there was a clear trend
away from financial-deductive articles during 1966-1985.

Overall, Table 3 shows that a variety of research methods
was used in each area. The only methods that were used a
majority of the time in a given area (other than the deductive
method) were analytical modeling in the tax area and general
empirical in the nonprofit/governmental area. However, the
modeling methods of analytical, economic, statistical, and
simulation tended to dominate managerial articles, accounting
for 31 of the 39 articles (79 percent).

Financial Accounting Subtopics: Table 4 shows a classification
by subtopic and author of the articles in financial accounting,
the most popular area. The articles were classified using the
chapter titles taken from an intermediate and an advanced ac-
counting textbook.'? Each of the 74 financial accounting ar-
ticles could be classified in this manner. The seven articles clas-
sified as “other” each related to a single subtopic (i.e., pensions,
inventories, leases, current and contingent liabilities, statement
of changes, foreign currency, and intangible assets).

As shown in Table 4, the four most popular subtopics were
changing prices, environment and concepts, plant and equip-
ment, and income taxes.!> Except for income taxes, there has
been considerable interest in each of these topics throughout
the first 60 years of The Accounting Review. Changing prices
was the fourth most popular topic among the leading authors
during 1926-1945, and it was tied as the fifth most popular
during 1946-1965. Environment and concepts was the most
popular topic during each of the periods 1926-1945 and 1946-

2For definitiveness, as done for the earlier periods, the chapter titles from
Kieso and Weygandt's Intermediate Accounting [1989] and Baker et al.s Ad-
vanced Accounting [1989] were used as the basis for the classification scheme.
Some of the related chapters were combined into a single subtopic (e.g., the
two inventory chapters were considered one subtopic, the chapter on deprecia-
tion was combined with plant and equipment; etc.). Also, the chapter titles
were shortened in some cases (e.g., the first two chapters, entitled “The Envi-
ronment of Financial Accounting and the Development of Accounting Stand-
ards” and “Conceptual Framework Underlying Financial Accounting,” were
combined into a single subtopic called “environment and concepts”).

3Because of coauthorship among the leading authors, there were actually
only six articles in the plant and equipment subtopic; hence, plant and equip-
ment and income taxes were tied as the third most popular area. The other two
subtopics affected by the double counting of articles due to coauthorship were
accounting changes (actually three articles) and income statement (actually
three articles).
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1965, while plant and equipment was the third most popular
during 1926-1945 and second during 1946-1965.

TABLE 4
Financial Accounting Subtopics by Author
Topic Number (see code below)

3 4 5 6 7 8 9 10 11 12 Other
1

Joel Demski
Lawrence Revsine 1 1 1
Harold Bierman 1 3 1 1 1
A. R. Abdel-khalik 1 2 1
Robert Kaplan 1 1 1

Yuji Ijiri 2 2 1

Rene Manes

James McKeown 3 1 1

Robert Ashton 1

William Beaver 2 2 1

Ronald Copeland 1 1

Edward Deakin 1 1 1

Don DeCoster 1
Robert Jensen 1

John Livingstone 1 1 1
Enrico Petri 1
Roman Weil 1 1 2 1 1
Jerry Weygandt 1 3 1 1
Robert Swieringa 1 2 1

Total Articles 1511 7 6 4 4 4 4 4 3 3 2 7
Total Authors 8 7 5 5 4 3 2 3 4 2 2 2 7

—_ N W

—

—_

Code for topics: 1 = changing prices; 2 = environment and concepts; 3 = plant
and equipment; 4 = income taxes; 5 = accounting changes; 6 = consolidations;
7 = dilutive securities and earnings per share; 8 = financial statement analysis;
9 = income statement; 10 = full disclosure; 11 = long-term liabilities; and 12 =
investments.

That changing prices was the most popular during 1966-
1985 was not surprising given the high level of inflation during
the 1970s and early 1980s, as well as the experiments by the
Securities and Exchange Commission (SEC) and the Financial
Accounting Standards Board (FASB) with accounting for
changing prices. Similarly, the continued interest among the
leading authors in standard setting and basic concepts reflected
the changes in the standard-setting process at the time, such as
the formation of the FASB and the development of its concep-
tual framework. Less obviously, plant and equipment, espe-
cially depreciation, continued to be an area of strong interest.
This interest was indicative of an ongoing concern with alloca-
tions [Thomas, 1969, 1974].

The income tax subtopic area of financial reporting became
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a new area of concern for the leading authors during 1966-
1985. There were only three tax articles written by the leading
authors during 1946-1965 and none during 1926-1945. This in-
terest reflected issues such as the controversial accounting for
deferred taxes at the time prescribed by Accounting Principles
Board Opinion No. 11 in 1967 [Johnson, 1996, p. 191].

After adjusting for double counting (see footnote 13), it is
interesting to note that these four areas accounted for 54 per-
cent (38 of 71) of the financial accounting subtopics. Hence,
there was some concentration of interest among the leading
authors. The leading authors of the earlier periods also tended
to concentrate on specific topics; the comparable percentage
for 1946-1965 was 45 percent (39 of 86) and 61 percent (70 of
115) for 1926-1945. Hence, while a variety of subtopics was
addressed, the leading authors focused on contemporary finan-
cial accounting issues. For example, ten of the 15 articles classi-
fied as changing prices made direct reference to one or more of
the professional pronouncements regarding changing prices is-
sued by the Accounting Principles Board, the FASB, or the
SEC.'"* As another example, Demski [1973, 1974] referred to the
formation of the FASB in his articles dealing with the general
problem of standard setting.

A CITATION ANALYSIS

As done for the 1926-1945 and 1946-1965 periods, this
study employs a “single” citation analysis to help determine the
impact on the leading authors of a wide spectrum of accounting
literature. Similar analyses have been performed in other con-
texts to determine the influence of journals [Dyckman and Zeff,
1984; Brown and Gardner, 1985a], to identify significant works
[Brown and Gardner, 1985a; Gamble and O’Doherty, 1985], and
for other uses (e.g., investigating the role of historical articles in
research [Bricker, 1988a, 1988b]).

This study employs citation analysis as follows. To be

It is interesting to note that of the 15 articles classified as changing
prices, eight of them used the deductive method. Hence, the deductive method
still played a significant role in this area. However, of the financial accounting
subtopics containing at least two papers, the only other area where the deduc-
tive method was used in a majority of the papers was in the long-term liabili-
ties area (in two of the three papers). In terms of absolute numbers, the next
highest use of the deductive method after the changing prices area was in the
environment and concepts area where it was used in three papers (out of 11).
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counted as a journal article, the author, title, and journal mini-
mally had to be identified in a leading author’s article. For
books to be counted, at a minimum, the author and the title
had to be given. Papers in proceedings were counted as journal
articles with the proceedings counted as a journal. Chapters in
books and unpublished Ph.D. dissertations were counted as
books. A work cited more than once in the same leading
author’s article counted as one in the tabulations (it did not
matter if a work was cited more than once in the same article).
Self-citations, including coauthored works of the leading au-
thor, were eliminated in determining which journals, articles,
books, or authors had the greatest influence on the leading
authors. In counts for influential authors, full credit was given
to any coauthors of cited works.

TABLE 5
Citations of Articles and Books
Articles
Articles Books & Books

Total Avg. Total Avg. Total Avg.

Joel Demski 168 12.9 90 6.9 258 19.8
Lawrence Revsine 104 8.0 56 4.3 160 12.3
Harold Bierman 16 1.6 10 1.0 26 2.6
A. R. Abdel-khalik 114 12.7 51 5.7 165 18.3
Robert Kaplan 140 15.6 71 7.9 211 23.4
Yuji Ljiri 26 33 26 33 52 6.5
Rene Manes 48 6.0 45 5.6 93 11.
James McKeown 60 7.5 28 3.5 88 11.0
Robert Ashton 158 22.6 34 4.9 192 27.4
William Beaver 101 144 50 7.1 151  21.6
Ronald Copeland 50 71 34 4.9 84 12.0
Edward Deakin 49 7.0 7 1.0 56 8.0
Don DeCoster 39 5.6 79 113 118 16.9
Robert Jensen 60 8.6 34 4.9 94 134
John Livingstone 37 5.3 38 5.4 75 10.7
Enrico Petri 17 2.4 13 1.9 30 4.3
Roman Weil 29 4.1 14 2.0 43 6.1
Jerry Weygandt 49 7.0 22 3.1 71 10.1
Robert Swieringa 44 7.3 19 3.2 63 10.5
Totals 1,309 8.5 721 4.7 2,030 13.2

As an overview, Table 5 shows the number of citations of
articles and books made by each leading author individually
and collectively as a group.'” The overall averages showed that
there was a dramatic change in the use of references in the

5The totals in Table 5 were not adjusted for double counting the citations
in the five coauthored articles by the leading authors. However, the other
citation results reported in Tables 6-11 were adjusted for double counting.
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period 1966-1985 compared with the previous periods. The av-
erage number of citations for both books and articles (i.e., total
citations divided by total articles) of 13.2 far exceeded the aver-
ages of 3.4 for 1946-1965 and of 3.2 for 1926-1945. Similarly,
the average for article citations grew to 8.5 in 1966-1985, com-
pared with only 1.4 in 1946-1965 and 1.2 in 1926-1945. The
average for book citations more than doubled to 4.7 in the
1966-1985 period, compared with an average of 2.0 in each of
the earlier periods.

Dramatic differences were apparent at the individual au-
thor level as well (see Table 5). During 1966-1985, all but one
leading author averaged at least four citations per article and
14 of the 19 averaged at least ten.'® In contrast, only seven of
the 22 leading authors during 1946-1965 averaged at least four
citations, while no leading author averaged at least ten. During
1926-1945, there were only three leading authors out of 19 who
averaged at least four citations per article and only two who
averaged at least ten.

The practice of utilizing several references in articles be-
came widespread by the leading authors in 1966-1985. As noted
by Fleming et al. [1990, 1991], the leading authors of 1926-1945
had a practical orientation which decreased somewhat during
the 1946-1965 period. This change in orientation toward an
academic one no doubt accounted for some of the change in the
use of references. However, given that 20 of the 22 leading
authors during 1946-1965 had earned a Ph.D., it is difficult to
attribute the dramatic increase in references during 1966-1985
to the fact that all of the leading authors had a Ph.D. (discussed
subsequently). Rather, at least part of the change is due more
plausibly to the expanded use of research tools and articles and
books from other disciplines, as is documented below.

1*The one exception to an average of at least four citations per article is
Bierman. Interestingly, he was the only leading author during 1966-1985 who
was also a leading author during 1946-1965. Bierman published articles in The
Accounting Review during the second half of the 1946-1965 period (1956-1965)
and during most of the first half of the 1966-1985 period (1966-1974). While
there was somewhat of a shift in his research methods from primarily the
deductive method (used in eight of his ten articles) during the earlier period to
other methods during the later period (other methods used in five of his ten
articles), his style of writing did not change appreciably over the two periods.
He tended to analyze problems using straightforward frameworks such as
present value analysis and basic valuation models. Hence, his rate of 2.6 cita-
tions per article in the later period was not much higher than that of the 1946-
1965 period when he averaged 2.1 citations per article.

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

66



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1
58 Accounting Historians Journal, June 2000

Journals: Table 6 lists by name those journals cited three or
more times by the leading authors. Perhaps the most striking
feature of Table 6 is its length, with 54 journals identified by
name. By comparison, the lists for the earlier time periods were
much shorter; there were 13 journals cited three or more times
by the leading authors during 1946-1965 and 15 such journals
during 1926-1945.

TABLE 6
Most-Cited Journals
(A)=considered an accounting journal

Name of Journal Times Cited
Accounting Review (A) 336
Journal of Accounting Research (A) 199
Journal of Accountancy (A) 59
Journal of Business 59
Journal of Finance 46
American Economic Review 25
Harvard Business Review 25
Organizational Behavior & Human Performance 24
Econometrica 23
Management Accounting (A) 21
Management Science 21
Bell Journal of Economics & Management Science 18
Psychological Bulletin 18
Journal of the American Statistical Association 17
Journal of Accounting & Economics (A) 15
Financial Analysts Journal 12
Journal of Political Economy 12
Journal of Applied Psychology 10

Journal of Financial Economics

Quarterly Journal of Economics
Accounting, Organizations and Society (A)
Financial Executive

Administrative Science Quarterly
Behavioral Science

Berkeley Symposium on the Foundations of Financial Accounting (A)
Journal of Personality and Social Psychology
CPA Journal (A)

International Economics Review

Journal of Experimental Psychology
Operations Research

Psychological Review

Review of Economics & Statistics
Symposium on Auditing Research (A)

Wall Street Journal

American Political Science Review
American Psychologist

Barrons

Industrial Engineering

Industrial Management Review

Journal of Economic Theory

Journal of Financial & Quantitative Analysis
Journal of the Royal Statistical Society
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TABLE 6 (continued)

Name of Journal Times Cited

National Tax Journal (A)
Biometrics

Business History Journal
Cognition

Daedalus

Economica

Fortune

International Journal of Accounting Education and Research (A)
Journal of Econometrics
Journal of Law and Economics
Review of Economic Studies
Social Science Quarterly

30 journals (tie)

76 journals (tie)

=R 00D LWLWWWWWWhH

Another interesting feature of Table 6 is that only 11 of the
54 journals (21 percent) are accounting journals. Similarly, only
five of the most-cited 15 journals (33 percent) have an account-
ing emphasis. The remaining ten journals come from the fields
of general business, finance, economics, management, psychol-
ogy, and statistics. In contrast, nine of the 13 most-cited jour-
nals (69 percent) during 1946-1965 had an accounting orienta-
tion. Hence, 1966-1985 can be characterized as a period in
which the leading authors were significantly influenced by
other disciplines.'’

The results portrayed in Table 6 also differ from those of
the 1926-1945 period. While only three of the most-cited 15
journals (20 percent) during that early period were accounting
journals (not many accounting journals existed at that time),
five of the most frequently cited were legal journals, such as the
Columbia Law Review and the Harvard Law Review. The legal
journal citations essentially disappeared during the 1946-1965
period. As previously noted, business and other social science
disciplines became influential during 1966-1985.

With respect to individual journals, The Accounting Review
was the most-cited journal, finishing well ahead of the Journal
of Accounting Research. However, part of this difference is at-
tributable to the fact that the Journal of Accounting Research

Citations to accounting journals accounted for 59.7% of the total number
of citations for journals listed by name in Table 6. During 1946-1965, account-
ing journals accounted for 87.8% of the citations for journals cited three or
more times. Hence, based on number of citations of journals, the increase in
influence of other disciplines on the leading authors during 1966-1985 com-
pared with 1946-1965 is also evident.

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

68



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1
60 Accounting Historians Journal, June 2000

did not start publication until 1963 and, therefore, had fewer
articles which could have been referenced compared with The
Accounting Review. Similarly, the Journal of Accounting & Eco-
nomics ranked only 15th on this list, having started publication
in 1979.

Somewhat surprisingly, the Journal of Accountancy tied as
the third most-cited journal, along with the Journal of Business.
However, its diminishing influence among the leading authors
was evident over the first 60 years of The Accounting Review.
During 1926-1945, the Journal of Accountancy was cited 35
times compared with 32 for The Accounting Review, a ratio of
35/32 = 1.09 (partly biased toward the Journal of Accountancy
since The Accounting Review started in 1926). During 1946-
1965, the comparable ratio was 38/107 (.36), while the ratio for
1966-1985 was 59/336 (.17). This downward trend is consistent
with the changing orientation of the leading authors from prac-
tical to academic. Moreover, the only other journals with a
practical orientation in the top 15 journals listed in Table 6 are
Management Accounting and, to some extent, the Harvard Busi-
ness Review. Hence, the leading authors of 1966-1985 were in-
fluenced to a large degree by academic journals from other
disciplines.

Authors: Table 7 shows the most-cited authors of journal ar-
ticles. Beaver, a leading author himself, is the most-cited au-
thor. His citation record clearly is an outlier and exceptional.
The leading authors cited 14 of his articles, outdistancing all
other authors. His most-cited article, “Predictive Ability as a
Criterion for the Evaluation of Accounting Data” [Beaver et al.,
1968], was cited six times.

The second most-cited author was Ball, tied with Dopuch.
The leading authors cited seven of his articles, with the most-
cited article, “An Empirical Evaluation of Accounting Income
Numbers” [Ball and Brown, 1968], cited nine times. No other
article was cited nine or more times by the leading authors.

Dopuch, long-time editor of the Journal of Accounting Re-
search, was tied with Ball as the second most-cited author. The
leading authors cited 11 of his works, the second most number
of works cited after Beaver. Two of Dopuch’s articles were cited
four times each by the leading authors.

Table 7 also shows that five of the 19 listed authors are
included in this study as leading authors, two (including
Bierman) were leading authors from 1946-1965, two are
finance professors (Fama and Roll), and one a psychology
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TABLE 7
Most-Cited Authors of Articles

Name of Author Times Cited Articles Cited
William Beaver* 34 14
Raymond Ball 21 7
Nicholas Dopuch 21 11
Eugene Fama 20 7
Yuiji Tiri** 17 8
David Green, Jr. 16 8
Phillip Brown 15 4
Joel Demski? 15 10
Nicholas Gonedes 15 9
Robert Kaplan® 14 10
Paul Slovic 13 6
Richard Roll 12 6
George Sorter 12 4
Thomas Dyckman 11 8
Gerald Feltham 11 4
Harold Bierman®® 10 10
Sidney Davidson® 10 8
David Drake 10 4
Robert Libby 10 6
7 authors 9 —
4 authors 8 —
9 authors 7 —
12 authors 6 —
22 authors 5 —
28 authors 4 —
43 authors 3 —
134 authors 2 —
578 authors 1 —

?a leading author during 1966-1985
ba leading author during 1946-1965
*member of the Accounting Hall of Fame

professor (Slovic). Three are members of the Accounting Hall of
Fame. Most remarkably, however, is that of the 19 individuals
listed, 15 of them (except for Ijiri, Slovic, Dyckman, and
Feltham) either earned their doctorates or were on the faculty
at the University of Chicago.!®

Table 8 lists the nine articles cited five or more times.
Feltham’s “The Value of Information,” published in The Ac-
counting Review, was cited eight times (second to Ball and
Brown), while Fama’s “Efficient Capital Markets: A Review of
Empirical Work,” published in the Journal of Finance, was cited
seven times. Hence, unlike the earlier periods when three was

¥This shows that the influence of particular universities on the accounting
literature may be even greater than suggested by Lee [1997] in his examination
of the impact of 20 elite universities on the editorial boards of six journals.

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

70



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1
62 Accounting Historians Journal, June 2000

the most times an article was cited by the leading authors,
specific articles seemed to be particularly influential during
1966-1985.

TABLE 8
Most-Cited Articles

Title of Article
Name of Author(s) (Journal where Published; Date Published; Times Cited)

R. Ball and “An Empirical Evaluation of Accounting Income
P. Brown Numbers”
(Journal of Accounting Research; Autumn 1968; 9)

G. Feltham “The Value of Information”
(The Accounting Review; October 1968; 8)

E. Fama “Efficient Capital Markets: A Review of Theory and
Empirical Work”
(Journal of Finance; May 1970; 7)

W. Beaver, “Predictive Ability as a Criterion for the Evaluation of
J. Kennelly, Accounting Data”
and W. Voss (The Accounting Review; October 1968; 6)

J. Horrigan “The Determination of Long-term Credit Standing with

Financial Ratios”
(Journal of Accounting Research; Supplement 1966; 6)

G. Sorter “An ‘Events’ Approach to Basic Accounting Theory”
(The Accounting Review; January 1969; 6)
N. Churchill “Linear Algebra and Cost Allocations: Some Examples”
(The Accounting Review; October 1964; 5)
D. Green, Jr. and “The Predictive Power of First Quarter Earnings
J. Segall Report: A Replication”
(Journal of Accounting Research; Supplement 1966; 5)
C. Griffin and “Matrix Theory and Cost Allocation”
T. Williams (The Accounting Review; July 1964; 5)

Overall, five of the top nine cited articles were published in
The Accounting Review, three in the Journal of Accounting Re-
search, and one in the Journal of Finance. In addition, based on
a review of these articles, five were related to financial account-
ing issues, three to managerial accounting issues, and one (Bea-
ver et al.) to research methods. All of the articles were pub-
lished between July 1964 and May 1970, early enough to be
cited frequently by the leading authors of 1966-1985. Two of the
articles (those by Ball and Brown and Sorter) also appeared on
a list of most-cited articles based on an analysis of The Account-
ing Review between 1976-1982 [Brown and Gardner, 1985a, p.
101].
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Table 9 shows the most-cited authors of books. Ijiri heads
the list. Six of his books were cited by the leading authors with
his The Foundations of Accounting Measurement cited six times.
Bell and Edwards tied for the second most citations. All 14 of
their citations were for their coauthored classic, The Theory and
Measurement of Business Income. This book was cited most
frequently by the leading authors. Paton had eight different
books cited, more than any other author.

TABLE 9
Most-Cited Authors of Books

Name of Author Times Cited Books Cited
Yuji Ljiri® 16
Phillip Bell 14
Edgar Edwards 14
William Paton®” 12
Maurice Moonitz* 10
Sidney Siegal 10
Gordon Shillinglaw
Robert Anthony*
Charles Horngren®
J. Johnston
R. Radner
Robert Sprouse*
Andrew Stedry
Raymond Chambers*
Robert Jaedicke®
A.C. Littleton®"
Robert Mautz®
David Solomons*
V.H. Vroom
Glenn Welsch

14 authors
33 authors
80 authors
449 authors
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?a leading author during 1966-1985
ba leading author during 1946-1966
ca leading author during 1926-1945
*member of the Accounting Hall of Fame

As in the previous periods, the individuals in Tables 7 and 9
tended to be different scholars, the one exception during the
1966-1985 period being Ijiri. Of the individuals listed in Table
9, only Ijiri was a leading author during 1966-1985, four were
leading authors during 1946-1965 (Horngren, Jaedicke,
Littleton, and Mautz), and two were leading authors during
1926-1945 (Paton and Littleton). Ten of the 20 authors (50 per-
cent) listed in Table 9 have been inducted into the Accounting
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Hall of Fame.! This was a higher percentage than for 1926-
1945 (28 percent) or 1946-1965 (33 percent).?°

Table 10 is a compilation of the 12 books cited four or
more times by the leading authors.?! Reflecting the changing
research environment, the second most-cited book, after
Edwards and Bell's work, is Nonparametric Statistics for the
Behavioral Sciences by Siegal (cited ten times). In addition, two

TABLE 10
Most-Cited Books

Name of Author(s) Title of Book (times cited)
E. Edwards and P. Bell The Theory and Measurement of Business Income (14)
S. Siegal Nonparametric Statistics for the Behavioral Sciences (10)
C. Horngren Cost Accounting: A Managerial Emphasis (6)
Y. Tjiri The Foundations of Accounting Measurement (6)
J. Johnston Econometric Methods (6)
R. Chambers Accounting, Evaluation and Economic Behavior (5)
G. Shillinglaw Cost Accounting: Analysis and Control (5)
E. Hendriksen Accounting Theory (4)
J. Hicks Value and Capital (4)
M. Moonitz The Basic Postulates of Accounting (4)
M. Moonitz and A Tentative Set of Broad Accounting Principles for
R. Sprouse Business Enterprises (4)
L. Savage The Foundations of Statistics (4)

YFive of the remaining ten do not appear to be accountants (Edwards,
Siegal, Johnston, Radner, and Vroom).

20As will be seen, there is a stronger relationship between book citations
and Accounting Hall of Fame membership than between combined book and
article citations (Table 11) or article citations (Table 7) and Accounting Hall of
Fame membership. During the previous periods, the combined book and ar-
ticle citations had the strongest relationship with the Accounting Hall of Fame.
As noted by Fleming et al. [1991], this implies that books (and not just articles
as is sometimes done) should also be taken into account in citation studies
which try to determine influential authors, schools, doctoral programs, etc. Of
course, other criteria besides contributions to the accounting literature are
involved in selecting inductees to the Accounting Hall of Fame. These include
professional and public service [Burns, 1975].

2IDifferent editions of books with the same title counted as the same book.
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other statistically oriented works are included in the list
(Econometric Methods by Johnston and The Foundations of Sta-
tistics by Savage). Otherwise, seven of the 12 books relate to
financial accounting, of which two were written by economists
(The Theory and Measurement of Business Income by Edwards
and Bell and Value and Capital by Hicks). Two are cost account-
ing textbooks (Horngren and Shillinglaw).

TABLE 11
Most-Cited Authors of Articles and Books
Name of Author Times Cited
William Beaver® 35
Yuji jiri** 33
Nicholas Dopuch 23
Eugene Fama 22
Raymond Ball 21
Joel Demski® 17
Robert Kaplan® 17
Phillip Brown 17
David Green, Jr. 16
Nicholas Gonedes 15
Phillip Bell 14
Thomas Dyckman 14
Edgar Edwards 14
Gerald Feltham 14
George Sorter 14
Sidney Davidson® 13
Maurice Moonitz* 13
Richard Roll 13
Paul Slovic 13
Harold Bierman®® 12
Robert Libby 12
William Paton®” 12

?a leading author during 1966-1985
ba leading author during 1946-1965
ca leading author during 1926-1945
*member of the Accounting Hall of Fame

Table 11 shows the most-cited authors of both articles and
books combined. Not surprisingly, since article citations were
considerably more frequent than book citations during the
1966-1985 period, this list is dominated by authors of articles.
In fact, all but one (Drake) of the individuals named in Table 7
as the most-cited authors of articles are also included in Table
11. By contrast, only five individuals named in Table 9 as the
most-cited authors of books are also included in Table 11. Five
of the authors listed in Table 11 were leading authors during
1966-1985, two during 1946-1985, and one for 1926-1945. Five
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of the authors have been inducted into the Accounting Hall of
Fame.?

Remarkably, Moonitz, Paton, and Sorter also appeared on
the comparable list for 1946-1965. In addition, Paton appeared
on the list for 1926-1945. Paton was one of the most influential
individuals on the leading authors of The Accounting Review for
60 years.

ARTICLE LENGTH

The average length of the articles written by the leading
authors during 1966-1985 was 10.9 pages, compared to an aver-
age of 6.5 pages during 1946-1965 and 8.6 pages during 1926-
1945. At the individual author level during 1966-1985, seven of
the leading authors averaged less than ten pages, while the
other 12 averaged more than ten. Kaplan had the highest aver-
age with 15.8 pages; Copeland had the lowest with 6.4 pages.

By contrast, between 1946-1965, all of the leading authors
averaged less than ten pages, while 11 of the 19 leading authors
during 1926-1945 averaged less than ten pages. Hence, the work
of the leading authors during 1966-1985 tended to be longer
than that of their predecessors. This is consistent with using
more citations, including a literature review in some cases, and
employing more quantitative/empirical methods which usually
require explanation.

SOME BIOGRAPHICAL INFORMATION

Table 12 reveals the doctoral-granting institution and pri-
mary affiliation for each leading author. The doctoral-granting
institution was obtained from Hasselback’s Accounting Faculty
Directory [1988] which contained the necessary information for
each individual. The primary affiliations, in chronological or-
der, are those reported with the articles published in The Ac-
counting Review. As mentioned, all of the leading authors
earned a Ph.D., generally from a Big-Ten or private university.
Except for Livingstone’s time with Coopers and Lybrand, they

2Interestingly, during 1966-1985 there was a weaker relationship com-
pared with the earlier periods between being cited (books and articles) by the
leading authors and being inducted into the Accounting Hall of Fame. As one
of the referees suggests, the cited authors from the earlier periods may have
made more contributions in areas other than the accounting literature.
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were all associated with a college/university, often a Big-Ten or
private university, while publishing in The Accounting Review.?

TABLE 12
Doctoral Programs and Primary Affiliations
Ph.D. Primary
Author (School-Year) Affiliations

Joel Demski
Lawrence Revsine

Harold Bierman
A.R. Abdel-khalik

U. of Chicago-1967

Northwestern U.-1968

U. of Michigan-1955
U. of Illinois-1972

Columbia U.; Stanford U.

U. of Illinois; Northwestern U.
Cornell U.

U. of lllinois; Columbia U.;

Duke U.; U. of Florida;

U. of Alberta
Carnegie-Mellon U.; U. of
Chicago; Carnegie-Mellon U.;
Harvard U.

Yuji Tjiri Carnegie Mellon U.-1963  Stanford U.;

Carnegie Mellon U.

Purdue U.; U. of Illinois

U. of Illinois

U. of Texas at Austin;

New York U.; Duke U.

U. of Chicago; Stanford U.
Penn State U.; U. of South
Carolina; Northeastern U.
U. of Illinois-1972 U. of Texas at Austin

U. of Texas at Austin-1961 U. of Washington

Stanford U.-1966 Michigan State U.;

U. of Maine; Florida State U.
Ohio State U.; Georgia
Institute of Technology;
Coopers and Lybrand

State U. of New York at
Albany

Carnegie Mellon U.-1966  U. of Chicago; Georgia
Institute of Technology;

U. of Chicago

U. of Wisconsin at Madison
Stanford U.; Cornell U.

Robert Kaplan Cornell U.-1968

Rene Manes Purdue U.-1968
James McKeown Michigan State U.-1969
Robert Ashton U. of Minnesota-1973

William Beaver U. of Chicago-1965
Ronald Copeland Michigan State U.-1966

Edward Deakin
Don DeCoster
Robert Jensen

John Livingstone Stanford U.-1966

Enrico Petri New York U.-1973

Roman Weil

Jerry Weygandt U. of Tllinois-1968
Robert Swieringa U. of Illinois-1969

As noted by Fleming et al. [1990, 1991], eight of the 19
leading authors of 1926-1945 had not earned a Ph.D. Five of

The Big Ten is an athletic conference comprised generally of large uni-
versities in the mid-western U. S. The Big Ten includes: Ohio State University,
Michigan State University, University of Michigan, University of Wisconsin,
University of Minnesota, University of Iowa, University of Illinois, Northwest-
ern University, Indiana University, Purdue University, and (a recent addition of
an 11th school) Pennsylvania State University. Interestingly, the University of
Chicago was a member of the Big Ten when it had a football team. Also, all but
two leading authors (Manes and Petri) earned their Ph.D.s at one of the elite
universities identified by Lee [1997].
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them had nonacademic positions (and four others held posi-
tions outside of academia) when published in The Accounting
Review. During 1946-1965, all but two had earned Ph.D.’s and
four of the 22 had nonacademic positions. By the period 1966-
1985, the leading authors of The Accounting Review had evolved
into an almost exclusively Ph.D./academic-only group. Perhaps,
only such individuals have the time, training, and/or inclination
to be familiar with the literature (as reflected in the growth of
citations) and the frequently employed quantitative/empirical
research methods (as documented earlier).

OTHER CHANGES

The percentage of editors who were also leading authors
decreased in the succeeding 20-year periods. During 1926-1945,
all three editors (Paton, Kohler, and Littleton) were also leading
authors. During 1946-1965, only Littleton and Mautz of the six
editors were also leading authors. By the 1966-1985 period,
only DeCoster of the seven editors was a leading author.

The occurrence of coauthorship also changed over time. Of
the 172 articles written by the leading authors during 1926-
1945, only four articles (2.3 percent) were coauthored. In the
1946-1965 period, 16 of the 186 articles (7.5 percent) written by
the leading authors were coauthored. However, a dramatic
change occurred during 1966-1985 as a majority of the articles
by the leading authors were coauthored (80 of the 149 articles,
53.7 percent).?*

More generally, and not just in the work of the leading
authors, additional changes occurred in The Accounting Review,
such as the practice in 1975 of listing references at the back of
articles rather than in footnotes, perhaps reflecting their in-
creased importance and number. In 1977, abstracts began to be
included with the published articles, a change Flesher [1991, p.
169] noted to be a consequence of a study by Abdel-khalik
[1976]. Abdel-khalik found that practitioners responding to a
survey, apparently concerned about the readability of The Ac-
counting Review, desired to have abstracts published with the
articles.?

2These counts were adjusted for the articles coauthored by the leading
authors.

Another intriguing suggestion by Abdel-khalik [1976, p. 616] to increase
the readability of The Accounting Review was not implemented. This sugges-
tion was to include the description of the research technique in an appendix
rather than in the body of the article.
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Another notable change began in 1966 when an editorial
board was added to the article review process. This change was
made during Trumbull's term as editor; Trumbull had been
making the editorial decisions himself [Flesher, 1991, p. 167].2¢
Interestingly, the acceptance rate declined from about 40 per-
cent in 1967, to 24 percent in 1969, to 20 percent in 1972, and
to 13 percent from 1975-1977 [Flesher, 1991, pp. 167-168]. Dur-
ing this period, the readability of The Accounting Review came
under question although a study by Caplan and Griffin did not
find “...any widespread dissatisfaction with the publication”
[quoted by Flesher, 1991, p. 168]. Nevertheless, the very under-
taking of this study was indicative of the changes occurring in
The Accounting Review.

THE CHANGING NATURE OF THE WORK OF THE
LEADING AUTHORS OF THE ACCOUNTING REVIEW:
A SYNTHESIS

This study examines characteristics of the work of the lead-
ing authors of The Accounting Review during 1966-1985. The
results are directly comparable to those for the 1926-1945 and
1946-1965 periods reported by Fleming et al. [1990, 1991]. In
short, the work of the leading authors of The Accounting Review
has changed dramatically over the years. While financial ac-
counting topics continued to be popular among the leading au-
thors to about the same extent as in 1946-1965, there was grow-
ing interest in managerial and, to a lesser extent, auditing
issues. Articles concerning research methods and, though small
in number, information systems appeared for the first time dur-
ing 1966-1985. Education articles, which hit their pinnacle dur-
ing 1946-1965, experienced a decline in interest among the
leading authors and were phased out of The Accounting Review
in the 1980s.

The big change was in research methods. Modeling and
empirical methods became prominent during 1966-1985, with
analytical modeling and general empirical methods leading the
way. Although used to a surprising extent, deductive-type meth-
ods declined in popularity, especially in the second half of the
1966-1985 period. Among the more popular topics, only in the
education area, which was in decline among the leading au-

2Actually, this was not the first time that The Accounting Review had an
editorial board; Littleton was technically a chair of a three-person editorial
board during his term as editor (1944-1947).
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thors, were deductive methods used a majority of the time. To a
large extent, the world of accounting research for the leading
authors had changed. One major exception to the changing
world, however, was the continued interest among the leading
authors in the financial accounting issues of their time.

Other changes accompanied the innovation in research
methodology. The leading authors referenced about four times
as many sources than in the earlier periods. While The Account-
ing Review, the Journal of Accounting Research, and the Journal
of Accountancy were the most-cited journals, a host of journals
from other disciplines including business, finance, economics,
management, and psychology were also referenced. The use of
journal articles greatly expanded, with the most influential au-
thors cited by the leading authors being former doctoral stu-
dents or faculty at the University of Chicago, including Beaver,
the most-cited article author, and Ball and Brown, authors of
the most-cited article, “An Empirical Evaluation of Accounting
Income Numbers” [1968].

Books were also cited more frequently during 1966-1985
than in the previous periods. Like journals, the books often
came from cognate disciplines, including economics and statis-
tics. Edwards and Bell’s classic, The Theory and Measurement of
Business Income [1961], was the most-cited book, while Ijiri
was the most-cited book author.

As a group, the leading authors had evolved into an almost
exclusively Ph.D./academic-only set of contributors. All of the
leading authors had earned a Ph.D., were accounting profes-
sors, and were affiliated with a university while publishing in
The Accounting Review, excepting Livingstone’s time with Coo-
pers and Lybrand.?”” During 1946-1965, four of the leading au-
thors had nonacademic positions, while during 1926-1945, five
of the leading authors had nonacademic positions (four others
held both academic and nonacademic positions). The leading
authors of 1966-1985 were academics, not practitioners.

The leading authors tended to write longer articles than
had their predecessors. Other changes included the higher inci-
dence of coauthorship and the institution of an editorial proc-
ess involving a review board. At the same time, the acceptance
rate for publication in The Accounting Review plummeted from

2"This is contrary to Chatfield’s [1975, p. 6] claim, at least with respect to
the leading authors, that more articles by “non-accountants” were published in
The Accounting Review using “. . .ideas or methods from their own discipline.”
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40 percent to 13 percent in a ten-year period. Questions began
to be raised regarding the readability of the journal. To summa-
rize, The Accounting Review during 1966-1985 had become a
journal with demanding acceptance standards whose leading
authors were highly educated, accounting academics who, to a
large degree, brought methods and tools from other disciplines
to bear upon accounting issues.
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INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

WERE ISLAMIC RECORDS PRECURSORS
TO ACCOUNTING BOOKS BASED ON
THE ITALIAN METHOD?

Abstract: The precise origin of the accounting records and reports
outlined by Pacioli in 1494 and used in the Italian Republics is
presently unknown. Historical evidence preserved in Turkey and
Egypt indicates that accounting records and reports developed in
the early Islamic State were similar to those used in the Italian
Republics as outlined by Pacioli in 1494. Furthermore, some of the
records and reports used in different parts of the Islamic State are
comparable to modern-day books and reports. The religious require-
ment of Zakat (religious levy) and the increasing responsibilities of
the Islamic State were the force behind the development of account-
ing records and reports by Muslims. The Islamic State was estab-
lished in 622, and Zakat was imposed on Muslims in the year 2
Hijri’iah (H) (623). The enactment of Zakat necessitated the estab-
lishment of the Diwan (office where accounts are held) and the
initial development of accounting records and reports. These
records were further developed in Addawlatul Abbasi’iah (Abbaside
Caliphate) between 132-232 H (750-847) whereby seven accounting
specializations were known and practiced. Auditing played a very
important role in the Islamic State and was designated as one of the
accounting specializations. This paper argues that it is most likely
that the commercial links between Muslim traders and their Italian
counterparts influenced the development of accounting books in the
Ttalian Republics.

INTRODUCTION

The objective of this paper is to explain and examine the
accounting records and reports that were developed and used
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by Muslims prior to the publication of Pacioli’s book, Sumima
de Arithmetica, Geometrica, Proportioni et Propotionalita, in
1494. This examination is based on the received wisdom that
“the Italians borrowed the concept of double entry from the
Arabs”' [Have, 1976, p. 11]. The explanation and examination
aim at identifying the contribution of early Muslims to account-
ing literature and highlighting the possible influence of Mus-
lims” accounting practice on the Italian Republics. The exami-
nation of this influence is of significance because Europe at
that time “was temporarily at a standstill, and we shall there-
fore not expect to find a visible or appreciable progress in
methods of accounting during that period” [Woolf, 1912, p. 54].

The geographical scope of the Arabic commercial and fi-
nancial activities was very limited prior to the establishment of
the Islamic State in 622 AD by the Prophet Mohammad, peace
be upon him (pbuh).? Commercial and financial activities were
concentrated in the hands of a few families in Makkah?® and
were focused on the Middle East region. There were two major
trade sessions known as the winter and summer trade journeys
[Quran, 106:1-4]. The winter trade journey was directed to
Yemen, while the summer trade was with Ash-Sham (today
known as Syria, Lebanon, Jordan, Palestine, and Israel). The
“conventional” trade from Makkah to Yemen and Ash-Sham
continued after 622, but began to take a different direction in
the year 10 Hijri'iah* (H) (632). After the conquest of Makkah in
the year 8 H (630), Arabs who embraced Islam became preoccu-
pied with the spread of Islam beyond the Arabian peninsula,
stretching their commercial activities well beyond the Middle
East. Since the 8th century Arabs “sailed their galleys along the
costs of Arabia and India, and arrived in Italy with luxury goods
unknown in Europe” [Have, 1976, p. 13]. The increasing com-

'Muslims were generally referred to as Arabs. This identification could be
linked to the language spoken or to the origin of early Muslims who came from
Arabia.

’mandatory Islamic expression to be used whenever the name of a prophet
such as Noah, Abraham, Ismail, Isaac, Moses, Joseph, Jesus, or Mohammad is
mentioned

3Commonly spelt Mecca, Makkah is the appropriate pronunciation and
accordingly the adequate corresponding spelling.

‘Hijri’iah refers to the Islamic calendar that started with the establishment
of the Islamic State in 622 in Al-Madienah Al-Munawarrah (a city in present
Saudi Arabia). The Gregorian year, based on the sun, is 11 days longer than
the Hijri'iah year, based on the moon.
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mercial activities of Muslim traders also necessitated the pool-
ing of funds to finance increasing European demands for their
goods. The resulting expansion in the scope of trade led to the
emergence of partnerships and the need to maintain proper
accounting records and prepare adequate reports as required
by the Quran [Al-Baqgarah, 2: 282-283] to account to the entre-
preneurs and partners. The need for proper accounting records
and reports was also motivated by the requirement for the pay-
ment of Zakat® as detailed in the Shari’ah Islami’iah® (Islamic
teachings).

In the early stages of the Islamic State, Zakat and other
revenues were not of great financial significance and were not
usually recorded [Ibn Saad, 1957, p. 400]. The geographical
expansion of the Islamic State into the Middle East, Africa, and
Asia, especially during the time of Caliph Omar bin Al-
Khattab,” led to significant increases in the revenues and re-
sponsibilities of the Islamic State. These increases in revenues
and responsibilities necessitated the establishment of a mecha-
nism to ensure adequate accountability of those responsible for
the collection and disbursement of the state’s revenues and ex-
penses. This mechanism was achieved by the Sakaby (Prophet’s
companion) Al-Waleed bin Hisham Al-Mugierah [As-Saleh,
1982, p. 349]. The Sahaby recommended the establishment of
records to account for the state’s revenues and expenses. This
recommendation was made to Omar bin Al-Khattab who appre-

Sreligious levy of purification of wealth which was imposed on Muslims in
the year 2 H (623)

®Shari'ah Islami’iah is a very broad concept comprising the divine law
governing the life of individual Muslims in their relationships with Allah, indi-
vidual human beings as well as all other beings created by Allah. Shari'ah
Islami’iah is based on the Quran, Sunnah, Ijma’, and Qiyas. The Quran is the
Godly book of Muslims, while the Sunnah reflects what Prophet Mohammad
(pbuh) said, did, and agreed to as preserved by his companions. The Quran and
the Sunnah are the basic two sources of Shari’ah Islami’iah. The third source is
Ijma’ which should only be applied in the absence of an explicit answer to the
issue in question. [jma’ represents the consensus of Muslim scholars about
issues that are not explicitly mentioned in the Quran or the Sunnah. The final
source is Qiyas which is represented in the analogical deductions from the
Quran, the Sunnah, and the Ijma’ for contemporary issues that are not directly
mentioned in the Quran, the Sunnah, or the Ijma’ but have similar characteris-
tics as those existed in the past. Once a decision is made by either Ijma’ or
Qiyas, it becomes mandatory and cannot be overruled by future generations
[Zaid, 1997, pp. 190-197].

"He was the second caliph and ruled the Islamic State during the period
13-23 H (634-644).
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ciated the idea and established the Diwan.® Accordingly, the
religious levy of Zakat was the real force for the development of
accounting records and the establishment of the Diwans.
Although the establishment of the Diwan, and hence of ac-
counting records, was initially developed by the Islamic State,
the contribution of Muslim traders cannot be ignored. Muslim
traders were religiously motivated to maintain adequate
records to facilitate the recording, measurement, and reporting
of their business transactions. This religious motivation was
especially aimed at the measurement of profits and capital
growth for the payment of Zakat to Baitul-Mal (public treasury).
The payment of Zakat as a religious levy did not require the
assessment of individuals by the state as the case is today with
regard to different types of taxes. The Ulamaa (Muslim schol-
ars) are of the opinion that “Zakat is a liability entrusted to
Muslims. It is received from those who pay it freely. Those who
don’t pay it are followed by Allah” [Bin Jafar, 1981, p. 241].
Shari'ah Islami’iah specifies the sources of Zakat, its rates, cal-
culations,’ and the application'® of funds received from Zakat.

FACTORS THAT CONTRIBUTED TO THE DEVELOPMENT
OF ACCOUNTING RECORDS AND REPORTS BY MUSLIMS

As in many types of discovery, necessity is the mother of
invention. Accounting records were developed to meet certain
needs of society. The development of accounting records by
Muslims was initially associated with the Zakat accountability
and the delegation of business and government authority. Fac-
tors associated with Zakat and the delegation of authority in the
Islamic State are represented in the institution of specialized
government officials, identification of specialized skills, segre-

8Some claim that the term “Diwan” is an Arabized Persian word [Lasheen,
1973, p. 26] while Al-Kalkashandy argued that it is an Arabic word. According
to Al-Kalkashandy [1913, Vol. 1, p. 89], who wrote his book in 767 H (1366),
the term “Diwan” is the noun from the Arabic verb “Dawwana” (writing). This
argument is a valid one and was supported in earlier writings of An-Nahhas,
the Arabic grammarian Sybaw’weh, and the Muslim scholar ibn Abbas. It was
first used to mean the book of revenues as well as the office of recording and
maintaining accounting books. At a later stage the term was restricted to mean
office only. Now Diwan is used in Yemen and some other English-speaking
countries to mean “lounge.”

%as revealed in the Quran [Al-Ma’arej, 70: 24-25, Adh-Dhariyat, 51: 19] and
further explained in the Sunnah, Ijma’, and Qiyas

1035 strictly ordered in the Quran [Al-Taubah, 9: 60]
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gation of duties, and the need for qualified employees. The re-
quirement of Zakat and the delegation of business authority for
individual Muslims promoted the need for the maintenance of
accounting records and the measurement of business results.

Specialized government departments emerged with the
foundation of the Islamic State in Al-Madienah Al-Munaw-
warah in the year 1 H (622). As a new state, it was necessary to
identify the different functions needed to achieve its objectives.
Accordingly, a number of government officials were appointed
to exercise the rights, discharge the responsibilities, and protect
the interests of the state. The appointment of these officials
necessitated the identification and classification of specialized
skills and, hence, promoted the separation of duties to prevent
the accumulation of authority in the hands of one person. The
principle of decentralized power was based on the principle of
Ash-Shura' (consultation). The Ash-Shura principle requires
the caliph, as well as all other individuals in different positions,
to consult with the appropriate knowledgeable persons in the
relevant field before making a decision on any issue affecting
the state and its citizens. Accordingly, it was necessary to select
employees with the appropriate knowledge and/or experience in
the particular field of employment. The Ash-Shura principle
was practiced and promoted by the Prophet Mohammad (pbuh)
personally. He selected employees and assigned duties to his
companions who were known to be competent and capable of
discharging their obligations [Hawary, 1988a, p. 16]. The duties
and rights of employees at different levels of the hierarchy were
explicitly specified and observed from the earliest establish-
ment of the Islamic State. The Prophet Mohammad (pbu/) had
42 specialized officials in his government. Each official had a
specified role to play, defined duties, and a stated salary
[Hawary, 1988b, p. 5].

Zakat was the common factor that influenced the Islamic
State and individual Muslims in the development of accounting
records and reports. The calculation and payment of Zakat re-
quired the maintenance of adequate records and the prepara-
tion of accounting reports to discharge the religious financial
responsibility of paying Zakat as required by Shari’ah
Islami’iah. The calculation of the Zakat demanded the careful
recording and proper observation of the date of occurrence of

YAsh-Shura is a mandatory Islamic principle imposed on Muslims in the
Quran [Al-Imran, 3: 159, Ash-Shura, 42: 38].
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transactions. The importance of the date of occurrence was
based on the principle of Al-Haol (periodicity), which was an
important factor in determining whether the income was sub-
ject to Zakat or not. According to Al-Haol, an income was not
subject to Zakat unless it had been in the possession of the
owner for 12 calendar months.

The development of accounting records and reports found
momentum in the notion that accounting would help in deci-
sion making, either on the state or the individual level. This
notion was promoted by Imam Ash-Shafi’ie’> who said
[Shahata, 1993, p. 45]:

... he who learnt accounting will make an appropriate
decision ... This means that the trader or any other
person cannot express an appropriate opinion or make
the right decision without the assistance of the infor-
mation recorded in the books.

ACCOUNTING RECORDS DEVELOPED BY MUSLIMS

The formal establishment of the Diwan during the period
of the second caliph, Omar bin Al-Khattab [Encyclopedia
Britannica, 1993,Vol. 4, p. 131], included the classification of
records and their layout in addition to the design and mainte-
nance of supporting documents. Before the citizens of Ash-
Sham and Iraq embraced Islam in the years 14 H (636) and 16
H (638) respectively, they were occupied by the Romans and
Persians respectively. Accordingly, they used the occupiers’ lan-
guages. The recording in the land Zakat books continued in the
Roman and Persian languages for a short period of time in the
Diwans of Ash-Sham and Iraq. Other books had already been
kept in Arabic since their inception. The languages in these
Diwans were [Ibn Khaldoon, n.d.," pp. 269-270]:

...converted into Arabic by the order of the Caliph
Abdul-Malek 73-86 H (693-705) to the Governor of Jor-
dan to convert the Diwan of Ash-Sham into Arabic.
This conversion was completed in one year under the
supervision of Surjoon the clerk of Abdul-Malek. In
Iraq the Diwan was converted into Arabic by Saleh bin

?Imam Ash-Shafi’ie lived between 150-204 H (767-820) and was the
founder of one of the four influential Islamic schools of thought known as
Madhab Ash-Shafi’ie. The other three are Madhab Al-Maliky, Madhab Al-
Hanafy, and Madhab Al-Hanbaly.

13His handwritten book was dated 767 H (1366).
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Abdur-Rahman the clerk of Al-Hajjaj who ruled Iraq
and died in 95 H [714 AD]. The position of the ac-
countant is of significance and is the third pillar of the
hierarchy.

Another Egyptian historian who held the position of accountant
in the 14th century [Al-Kalkashandy,'* 1913, p. 482] believed
that:

the Diwan of Ash-Sham was converted into Arabic lan-
guage by the governor of Ash-Sham Sulaiman bin
Sa’eed. And that the Diwan of Egypt was converted
from the Coptic language into Arabic by Abdul-Malek
bin Marwan.

During the early stages of the Islamic State, the accounting
records were loose-leaf. The first person to introduce bound
records and registers was Caliph Al-Waleed bin'> Abdul-Malek
during the period 86-96 H (705-715) [Lasheen, 1973, p. 36]. The
organization of the accounting books reached its highest level
of evolution during Addawlatul Abbasi’iah (Abbaside Caliphate)
between 132-232 H (750-847). In 132 H (750), Diwan Al-Kharaj
(Department of Land Zakat) and Diwan Al-Jund (Department of
Army Personnel) were assigned to Khaled bin Barmak, who
restructured these departments, developed, and, most impor-
tantly, named the accounting books to be maintained.

The recognition of the importance of and the need for clas-
sified records and adequate reports has affected and promoted
the development of accounting practice in the Islamic State.
Accounting was classified into specializations of which one was
the “review of books” (auditing). The others were “stable ac-
counting” (accounting for livestock), “construction accounting,”
“rice-farm accounting” (agricultural accounting), “warehouse
accounting,” “mint accounting” (currency accounting), “sheep-
grazing accounting” (farm accounting), and “treasury account-
ing.” The responsibility of the reviewer was “to check what was
written in the books” [Al-Kalkashandy, 1913, Vol. 1, pp. 130-
139]. He explained the need for and responsibilities of the re-
viewer:

... the other six are not protected from omission, error
of judgement, errors of writing and accordingly it is

1“His handwritten book was dated 767 H (1366).

5Bin (sometimes written Ibn) is an Arabic word commonly used by Arabs
generally and Muslims especially. It precedes the name of the father and
means “the son of.”
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common for a person not to see his mistakes but can
see others’ errors. It is necessary for the head of the
Diwan to appoint a person to review the books. This
person must possess a high standard of the language,
be hafidh [a memorizer] of the Quran, intelligent, wise,
trustworthy and neither prejudiced nor inimical. When
the reviewer is satisfied with the contents of the book
being reviewed, he should sign in the book as an indi-
cation of his satisfaction with the contents.

The audit function played an important role in the Islamic
State. The bookkeeper “had to comply with instructions, pre-
approved systems or models and not to depart therefrom” [Al-
Kalkashandy, 1913, Vol. 1, p. 54]. Auditing was mandatory as
appreciated by Al-Hariery who suggested that “accounting is
subject to verification” [Al-Kalkashandy, 1913, Vol. 1 p. 154].
During that time, greater emphasis was placed on self-control
as a fundamental religious principle [Al-Gazaly, 1980, Vol. 15,
pp. 6-7]. Self-control was influenced by Muslims’ belief that
Allah is watching all acts and knows all thoughts of mankind.
Self-control is followed by self-judgment which requires Mus-
lims to observe their acts and thoughts and judge themselves
before being judged by Allah. The fundamental religious prin-
ciple of self-control and, accordingly, self-judgment are essen-
tial requirements of Shari’ah Islami’iah, as explicitly stated in
the Quran [for example, Al-Israa, 17:14] and the Sunnah. Ac-
cording to the Sunnah, self-control and self-judgment are the
reflection of accountability which is one of the main principles
of stewardship and the agency relationship developed in the
Islamic State. The Prophet Mohammad (pbuh) used the term
Muhasabah to mean accounting and accountability. He also
used the term Hasaba (accounted) as meaning recorded, stored,
and counted [Shahata, 1993, p. 39].

The primary book of recording in the Islamic state was
named Jaridah [Bin Jafar, 1981, p. 23], which is an Arabic word
meaning, among other things, newspaper or journal. The use of
the term “Jaridah” was mentioned by Al-Mazendarany in 767 H
(1363) and Ibn Khaldoon in 779 H (1378). The employment of
Jaridah was subject to registration before it could be used. Reg-
istration occurred by stamping the Jaridah with the sultan’s
seal. The registration of accounting books was mandatory for
government entities, and its applicability to private entities can-
not be ruled out. It is still a legal requirement in some Middle
Eastern countries such as Egypt to have the “Daily Book” regis-
tered and stamped before being used. Ibn Khaldoon was one of
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the famous Muslim scholars who witnessed significant discov-
eries and developments in several fields of knowledge including
accounting. He personally contributed to these discoveries and
developments during Addawlatul Abbasi’iah (132-232 H, 750-
847). He stated that the accounting clerk had to maintain the
books, sign his name at the end of the book, and stamp it with
the sultan’s seal. The seal usually bore either the name of the
sultan or his symbol, stamped in the corner of the book [Ibn
Khaldoon, n.d., p. 205].

This practice continued and was affirmed by Al-Mazen-
darany [1363, p. 2] who observed that the Jaridah starts with
the phrase “In the Name of Allah, the Most Gracious, the Most
Merciful.” This requirement was similar to the suggestion of
Pacioli that recording should start with the expression “In the
Name of God” [Brown and Johnston, 1963, p. 28]. The title
“journal,” as referred to by Pacioli [Brown and Johnston, 1963,
p. 43] and as we know it today, or “zornal’ as it was called in
Venice, may be based on the translation of the Arabic word
Jaridah. The adoption of the expression “journal” and possibly
the phrase “in the name of God” supports the view that the
Italians adopted knowledge from other cultures [Have, 1976, p.
13]. This view makes Pacioli a translator of what existed in
other cultures rather than an inventor [Chatfield, 1968, p. 45].
It is further suggested that Pacioli’s book was “mainly based on
the writings of Leonard of Piza” [Ball, 1960, p. 209], who was
the first European to translate algebra from the writings of the
Arabians and was supposed to have written the first treatise on
bookkeeping. Furthermore, Gordon suggested in 1756 that
bookkeeping would first be practiced by the first considerable
merchants (i.e., the Arabs), and he ascribed to the Egyptians
the invention and the introduction of bookkeeping to the Euro-
peans [Heaps, 1895, p. 21]. This statement has merit because
Europe at that time “was temporarily at a standstill, and we
shall therefore not expect to find any visible or appreciable
progress in methods of accounting during that period” [Woollf,
1912, p. 541.

The Jaridah as a specialized journal and a number of other
accounting books were developed and used in the Islamic State.
Although accounting books were developed after the establish-
ment of the Islamic State and during Addawlatul Amawi'iah
(Omayyed Caliphate), early Muslim historians refer only to the
books used during Addawlatul Abbasi‘iah between 132-232 H
(750-847). The books that were developed in the Islamic State
were of a functional nature and reflected the accounting spe-

https://egrove.olemiss.edu/aah_journal/vol27/iss1/14

90



et al.: Accounting Historians Journal, 2000, Vol. 27, no. 1
82 Accounting Historians Journal, June 2000

cializations that were in practice at that time. In addition to the
requirement of registering the accounting records, it was man-
datory to number all pages before being used [Lasheen, 1973, p.
41]. The layout of the accounting records aimed at serving the
specific function and roles performed by the relevant Diwan.
Some of those common accounting books used in the Islamic
State are described below.

Jaridah Al-Kharaj: This specialized book'® was used to record a
specific type of Zakat imposed on earnings from land, crops,
and animals. Its layout was similar to the modern accounts
receivable subsidiary ledger [Lasheen, 1973, p. 41]. It was in-
dexed in alphabetical order for easy reference to needed ac-
counts [An-Nuwairy,'” n.d., Vol. 8, pp. 200-242]. The organiza-
tion of Jaridah Al-Kharaj in alphabetical order indicates that the
book contained a significant number of accounts and, hence,
pages. The indexing of Jaridah Al-Kharaj was geographically
based to facilitate the identification of collections made by the
levy collectors, on the one hand, and to recognize the regional
outstanding amounts of Zakat Al-Kharaj. This was of impor-
tance for the preparation and control of the budget of the
Wilayah (sultanate/province). The recording in this book was
based on Kanoon Al-Kharaj.'® It shows Al-Kharaj liability of in-
dividuals and installments paid until the entire liability is
settled [Al-Khawarizimi,' 1984, p. 81]. Each page of Jaridah Al-
Kharaj had two columns and was assigned to one Al-Kharaj
payer. The levy liability was recorded in one column and the
payments in the other. The recording was in the form of debits
and credits, but there is no evidence that terms analogous or
etymologically similar to “debit” and “credit” were used.

Jaridah Annafakat (expenditures journal): This Jaridah was
maintained by Diwan An-Nafakat (Department of Expenditures)
for the expenses of the caliph (state). It was indexed in alpha-
betical order according to the nature of expenses incurred by
the Diwan.. All expenses relating to the state were recorded in
this Jaridah and were supported by relevant evidence.

15Tt was also known as Al-Awraj.

"He was born in Egypt in 678 H (1280) and died in 734 H (1334).

¥This is the law requiring the assessment and payment of Al-khraj (law of
Zakat on land, crops, and animals).

“He wrote his book in the 10th century and died in 387 H (997).
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Jaridah Al-Mal (funds journal): This Jaridah was maintained by
Diwan Al-Mal (Department of Treasury) which was responsible
for the receipt of Zakat and its payment. It was also a classified
book that was supposedly classified according to the different
types of Zakat received and their application in accordance with
the requirements of the Quran.

Jaridah Al-Musadareen (confiscated funds journal): This Jaridah
was maintained by Diwan Al-Musadareen (Department of Con-
fiscation) [Lasheen, 1973, p. 41]. It was especially used for re-
cording funds confiscated from individuals not complying with
the requirements of Shari’ah Islami’iah. These included govern-
ment officials who misused their position and authority.

The specification of these specialized Jaridah are dated
back to the time of the fifth caliph, Omar bin Abdul-Aziz
(Omayyed Caliphate), who lived between 61 and 101 H (681-
720) and ruled from 99 H (718) to 101 H (720). “He was the
first person to establish an autonomous department for each
type of revenue” [Ibn Saad, 1957, Vol. 1, p. 400]. Furthermore,
Omar bin Abdul-Aziz was the first caliph to make the issuance
of receipts mandatory. He wrote to one of his assistants named
“Zuraik,” requiring him to issue a receipt for money collected
[Imam, 1951, Vol. 1, p. 255].

Daftar Al-Yawmi'iah (daily book): This is an Arabic title, as is
the case with most books. Daftar Al-Yawmi'iah was known as
Ruznamah in Persia and in some other non-Arabic sultanates/
provinces of the Islamic State. This Daftar is defined by Al-
Khawarizimi [1984, p. 81] as “the daily book used to record
expenses and other financial transactions associated with Zakat
Al-Kharaj.” This confirms the specialization of the books
whereby Daftar Al-Yawmi'iah was used to record Al-Kharaj ex-
penses, while Jaridah Al-Kharaj was used to record Al-Kharaj
revenues as discussed earlier. It was a requirement that “re-
cording in Daftar Al-Yawmi'iah should follow the date of occur-
rence and comply with prescribed recording procedures” [An-
Nuwairy, n.d., Vol. 8, pp. 273-275]. Recording in the Daftar
Al-Yawmi'iah was subject to the preparation of Ash-Shahed
(journal voucher). The preparation of Ash-Shahed was the re-
sponsibility of the accountant and had to be approved by the
head of the Diwan and the minister or his deputy before being
used as the authority for recording in Daftar Al-Yawmi'iah
[Lasheen, 1973, pp. 131-132]. The approval of the head of the
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Diwan was of a technical nature while the minister’s approval
was administrative. The minister’s approval was necessary for
the purpose of control and accountability. Accordingly, Ash-
Shahed was a vital document for it formed the accountant’s
authority for recording and was to be retained by the account-
ant for the purpose of auditing and accountability. The ap-
proval on Ash-Shahed is expressed by the phrase Youktab (to be
recorded). For transactions conducted beyond the capital of the
Wilayah (sultanate/province), it was necessary to send a copy of
Ash-Shahed to the capital of the Wilaiah for recording in the
central accounting books. The copy was stamped by the sultan
of the Wilaiah and kept as evidence for recording in the central
records. This implies that territorial records were also dupli-
cated in the capital city where the sultan lived. Furthermore,
this book and related documents were required to be kept in an
organized manner and indexed in a way that allowed easy refer-
ence at any time after recording and filing were completed.
Access to filed documents and closed accounting books was
subject to certain conditions and procedures, including the ap-
proval of a senior staff member of the Diwan [Lasheen, 1973,
pp. 147-149]. These recording, organization, indexing, and ac-
cess procedures reflect the importance of Daftar Al-Yawmi'iah
as the main reference, in addition to being the source for post-
ing to subsidiary books.

Daftar Attawjihat (book of directions): Another book that was
used to record budget expenses classified according to the type
of activity and budget classification. This description makes it
similar in nature to the modern general ledger. Daftar
Attawjihat was used to control regional expenses and to ensure
sultanate/province compliance with budget allocations and
specifications. Two types of budgets were developed and used
in the Islamic State. One was known as Mukarrariyah (opera-
tional/recurrent budget) and the other Itlakiyyah (discretionary
budget). It seems that the Itlakiyyah budget was the one that
could be departed from according to the discretion of the sultan
or other authorized officials, while Mukarrariyah was to be ad-
hered to strictly.

Daftar Attahwilat (book of transfers): This Daftar was also a
classified book used for recording the transfer of funds between
the Wilayah and the central government. It was maintained by
each Wilayah within the Islamic State. The central government
approved the budget for each Wilayah on the basis of Zakat
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collections, payments, and transfers to or from the central gov-
ernment. Approval was regulated by several factors, including
the Wilayah Zakat collections, population, geographical size,
importance, etc. Information embodied in Daftar Attahwilat in-
cluded such items as transfers to and from the Wilayah and
revenues collected by the Wilayah. Accordingly, two books were
maintained for budgetory control—the Daftar Attawjihat which
was concerned with the control of expenses and the Daftar
Attahwilat which was maintained for the control of revenues
plus adjustments for deficits or surpluses. At the end of the
financial year, the difference between revenues (Daftar
Attahwilat) and expenses (Daftar Attawjihat) was extracted. The
excess or shortfall was then transferred to or from the central
government and recorded in the Daftar Attahwilat.

ACCOUNTING REPORTS

Financial reports were of prime importance in the Islamic
State and were associated with control and accountability ob-
jectives. The development of financial reports was necessitated
by Zakat and the formation of partnerships. From the perspec-
tive of Zakat, it was necessary to develop financial reports to
reflect the results of operations and financial position for the
calculation of the appropriate amount of Zakat payable. The
development of these reports was also necessitated by the need
of the active partners to account for their stewardship of the
partnership, on the one hand, and the determination of the
partners’ share of Zakat payable on their portion of profit and
asset appreciation if applicable. In all cases, Zakat was the turn-
ing point in the development of accounting generally and finan-
cial reports specifically.

Different types of accounting reports were developed and
used in the Islamic State. They were prepared for various pur-
poses and at different times, either as specified or as needed.
The two common types of reports were known as Al-Khitmah
and Al-Khitmah Al-Jame'ah.

Al-Khitmah: The Al-Khitmah was a report prepared at the end of
each month which showed the totals of individual revenues and
expenditures [Bin Jafar, 1981, p. 35]. It could also be prepared
at the end of the financial year. Al-Khitmah is an Arabic word
which means final or end [Al-Khawarizimi, 1984, p. 81]. It was
similar to a modern-day monthly income and expenditure
account. Although Al-Khitmah emerged as a government
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monthly report, it would have been used by individual
Muslim traders for the purpose of identifying their profits on a
regular basis and, hence, for the calculation and payment of
Zakat.

Al-Khitmah Al-Jame'ah: Al-Khitmah Al-Jame'ah is an Arabic
word meaning comprehensive final report [Al-Khawarizimi,
1984, p. 82] and was prepared annually by the accountant and
submitted to his supervisor. It showed the Diwan’s itemized
revenues, expenses, and surplus or deficit at the end of the
financial year. If Al-Khitmah Al-Jame'ah was accepted by the
head of department, it was called Al-Muwafakah (acceptance).
If the report was not accepted for any reason, it was then called
Al-Muhasabah (account) only [Al-Khawarizimi, 1984, p. 82] The
word Al-Muwafakah indicated the acceptance or even the ap-
proval of the report balances by the head of the department.
The nonacceptance of Al-Khitmah Al-Jame'ah was based upon
the discovery of anomalies or the requirement for further justi-
fications, clarifications, adjustments, or restructuring of the
report’s contents. Al-Khitmah Al-Jame'ah covered all financial
activities of the relevant Diwan. It was a combined income
statement and balance sheet because it included current and
capital expenditure. Based on existing evidence, the concept of
the balance sheet as a separate statement, as we know it today,
was not common in the Islamic State.

The report that fits the requirement of Zakat for the use of
individual Muslims reflects the income statement approach.
However, some balance sheet items were included because of
the Zakat requirement for assets to be revalued annually. The
revaluation of assets was based on replacement cost for the
purpose of determining profits, payment of Zakat, and protec-
tion of capital. The valuation process also required the specifi-
cation and inclusion of liabilities. The use of the combined in-
come statement and balance sheet is evident in the inclusion of
accounts receivable, loans, transfers, and other balance sheet
items in Al-Khitmah Al-Jame'ah.

For the calculation and payment of Zakat, debts were
classified in the financial reports into three different classes
according to their collectability. These classes were Ar-Ra’ej
Menal Mal (collectable debts), Al-Munkaser Menal Mal (uncol-
lectible debts), and Al-Muta’adhdher Wa-Al-Mutahayyer Wa-Al-
Muta’akked (difficult, doubtful, and complicated debts) [Al-
Khawarizimi, 1984, p. 82]. This classification of debtors was of
significance for the protection of capital. It aimed at presenting
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debtors in the most realistic collectability manner in order to
avoid paying Zakat on income that may not be collected.

Figure 1 represents a literal translation of Al-Khitmah Al-
Jame’'ah based on cash transactions only. Its purpose was to
report the financial status of the Wilayah. The figure shows the
funds collected and their sources, in addition to the application
of these funds during the financial year and the cash surplus at
year’s end. This report has some similarities with the modern-
day funds statement. It is worthwhile to mention that the term
“Muhaseb” (accountant) was not commonly used at that time,
and the exact date of its use is as yet unknown. Different titles
appear to have been used at different times. According to Al-
Kalkashandy [1913, Vol. 5, p. 466], who lived between 756-821
H (1355-1418), “Al-Amel is the person in charge of writing and
preparing the accounts. This title was originally assigned to the
Amier®® but at a later stage was assigned to Al-Amel only. . .. Al-
Sairafy (cashier) is the one in charge of the receipt and payment
of cash ... and was previously known as Al-Jehbed” (emphasis
added). Al-Jehbed was also the title given to the storekeeper [Al-
Khawarizimi, 1984, p. 82]. It appears that the title Al-Jehbed
was a common title assigned to the person who had custody
over assets, especially cash, material, animals, etc.

CONCLUSION

Accounting records and reports were developed in the Is-
lamic State over a period of time following its establishment in
622 and the imposition of the religious requirement of Zakat in
623. The development of accounting records and reports started
in the year 2 H (623), with further maturation during
Addawlatul Abbasi'iah (Abbaside Caliphate). The accounting
records were of a functional nature, reflecting the functions
performed by the Diwans in the Wilayah and the central govern-
ment. A number of accounting records were developed to suit
the needs of the state and individual Muslim traders. These
records included Jaridah Al-Kharaj, Jaridah Annafakat, Jaridah

2The term “Amier” in Shari'ah Islami’'iah is used to mean leader and not
prince as it is commonly used today. It is a religious requirement as per the
Sunnh to appoint an Amier whenever three or more people are engaged in any
activity. The Amier could be the leader of the state as the case with the second
caliph, Omar bin Al-Khattab, who was known as being the Amier of the believ-
ers. It could also be used for the person leading a group of employees at the
work place or any other group of three or more persons in any activity.
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FIGURE 1
Al-Khitmah Al-Jame’ah
In the name of Allah, the Most gracious, the Most merciful

Al-Khitmah Al-Jame'ah for Receipts and Expenses during the period
Muharram?' 1 to Dhul-Hejjah?? 30, Year .... H

Prepared by ........ , Assisted by ........ , Supervised by ........ , Approved by ........

Source of Funds
REVENUES FOR THE PERIOD

(a) Levies received from ........ , date received ....... , XXX

(b) Other income,? its source ....... , date received....., XXX
SUBTOTAL XXX

ADD

(a) Brought forward from last financial year XXX

(b) Sales XXX

(c) Reconciliations and Fines XXX

(d) Loans XXX

(e) Unclaimed Deceased Estate XXX

(f) Transfers XXX XXX
Al-Fadhlakah (Total) XXX

Use of Funds

(a) Transfers to other Diwans XXX

(b) Purchases made by this Diwan XXX

(c) Other Expenses XXX XXX

Al-Hasel (Balance) XXX

Source: Lasheen, 1973, p. 84

2'first month in the Islamic calender

2 Jast month in the Islamic calender

This is a nonreligious levy. It represents income received by the state,
such as donations, Wakf (philantropy) and other incomes allocated to the state
either by individuals or by the central government. Wakf is normally estab-
lished during the life of the person donating the Wakf or upon his/her will after
death. The Wakf must be used and directed according to the instructions of the
person donating it.

Al-Mal, Jaridah Al-Musadareen, Daftar Al-Yawwmi'iah, Daftar
Attawjihat, and Daftar Attahwilat. Furthermore, two financial
reports were developed and used; namely, Al-Khitmah and Al-
Khitmah Al-Jame’ah. These reports are similar in nature to the
modern-day funds statement .

The type, layout, and names of some of the records used in
the Islamic State are similar to those used in the Italian Repub-
lics. The commercial links between Muslim and Italian traders
would have influenced the development of accounting records
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in the Italian Republics. This influence is noticeable in the
naming of the Italian primary book “Zournal,” which is the
literal translation of the Arabic word “Jaridah.” Further influ-
ence is apparent in the layout of some books, especially the
accounts receivable subsidiary ledger and the classification of
debts into three main categories as collectable, doubtful, and
uncollectible. It is also possible that joint business ventures
were established between Muslim and Italian traders that
prompted the Italian traders to adopt the accounting and busi-
ness practices of Muslim traders.

In conclusion, this paper argues that the development of
accounting records and reports in the Islamic State have most
likely contributed to the development and practice of account-
ing in the Italian Republics as documented by Pacioli in 1494,
Further research into the accounting practices of early Muslims
may reveal additional evidence of the development of other re-
lated issues in accounting and auditing.
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Abstract: In attempting to understand the genesis and scope of mod-
ern cost and management accounting systems, accounting histori-
ans adopting what has been labeled a “Foucauldian” approach have
been rewriting the history of key 18th and 19th century develop-
ments in the UK. and U.S. through new evidence, new interpreta-
tion, and a refocusing of attention on familiar events. This is a
“disciplinary” history which sees modern cost and management ac-
counting as articulating a new kind of “expert disciplinary knowl-
edge,” as well as exercising a “disciplinary power,” in the construc-
tion of a new human accountability. However, this “disciplinary”
view has been challenged by more “economic rationalist” historians,
e.g., Boyns and Edwards [1996] for the British Industrial Revolution
and Tyson [1998] for the U.S., as being too narrowly concerned with
labor control.

This paper takes up the gauntlet. It addresses the theo-
retical issues and seeks to clarify the import of the “disciplinary
view” and its contribution to understanding how 19th century ac-
counting practices shaped emerging managerial discourses, initially
in the U.S. It argues that, until businesses adopted this new
disciplinarity, there remained an absence of practices focused on
calculating human performance, and accounting was not fully de-
ployed to construct that system of “administrative coordination”
[Chandler, 1977] which distinguishes modern management action
and control.
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INTRODUCTION

We are always rewriting the past, whether through new
evidence, new interpretation, or a new focus on old overlooked
events. Revisionism constitutes something newly read into
some particular aspect of the past—a discovery of new evi-
dence, a discerning of new patterns, a dislodging of old and
cherished verities. But what is the knowledge gain? In the flux
of such rewriting, and in the contest of ideas it necessarily
entails, the quality of the new evidence and the plausibility of
the supposed patterns discerned cannot but be questioned.
Knowing more may disintegrate into knowing less; the loss of
the cherished appraised as too high a price to pay.

We surmise that this is very much the situation currently
with the history of cost and management accounting develop-
ments in the U.K. and U.S. during the late 18th and early 19th
centuries. Authors such as ourselves, so-called “Foucauldians,”
are caught up in just such a proliferation of rewriting. In our
own view, we are caught in the process of refining and redefin-
ing Chandler’s [1977] “visible hand” thesis at all three
abovementioned levels—evidence, interpretation, and refocus.

First, we have added to the evidence that Chandler adduced
for the genesis of modern management by revisiting the sites he
identified where forms of administrative coordination were first
developed. Chandler specified the Springfield Armory as the
place where single-unit management was developed in the con-
text of developing interchangeable-part manufacture, largely
under the superintendency of Roswell Lee. We agree on the
location, but find that administrative coordination was devel-
oped not as a response to the technical breakthrough but as a
separate “disciplinary”? intervention. Further, credit is ac-

IThis identification is an oversimplification as in certain key respects we
depart from Foucault’s own history or go beyond his own analysis of disciplin-
ary practices, discourses, and institutions.

2 “Disciplinarity” as we use it refers to new modes both of knowing and of
exercising power, where the same set of practices—writing, examining, and
grading—are involved in constituting both. Once these practices were trans-
lated into business, they enabled a constant tracking of performance, setting of
targets, evaluation against norms, etc.—all of which became most powerful
when internalized. Thus, a new kind of work control environment developed
within hierarchically networked organization structures. So disciplinary power
is grounded in the application of expert disciplinary knowledges. Our “disci-
plinary” approach therefore does not see modern business as a response to
specifically economic demands, let alone explicable in terms of a calculus of
economic costs and benefits. See further Hoskin and Macve [1986, 1993].
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corded not to Lee but to Daniel Tyler, whose systematic work
study in 1832, “watch in hand,” both identified the time that
ought to be taken for each task in musket production and
reengineered that production process as one of consecutive
steps to be followed with minimal bottlenecks. The implemen-
tation of the Tyler-based approach from 1841 produced a new,
managed manufacturing system [Hoskin and Macve, 1988,
1994a].

As we then pointed out, the practices deployed by Tyler in
managing the production system—turning all performance into
writing, subjecting it to close examination, and grading the out-
comes—initiated a world where targets and results were en-
demically produced from the past into the future. These be-
came internalized by being integrated into coordinated systems
of activities, with individuals often provided piece-rate incen-
tives and governed by strict factory time keeping. This analysis
we then applied to Chandler’s [1965, 1977] story of how multi-
unit management was developed on U.S. railroads [Hoskin and
Macve, 1994b]. Here again we saw administrative coordination
as developed through the application of these practices to the
problems of planning, coordinating, and controlling plant and
personnel across extended space and time. We, like Chandler,
saw the first key player as George Whistler on the Western
Railroad, identified by Chandler [1977, pp. 97-98] as the first
(in 1841) to adopt a “modern, carefully defined, internal organi-
zational structure,” making it “the first American business en-
terprise to operate through a formal administrative structure
manned by full-time salaried managers.” The second key rail-
road was the Pennsylvania (PRR), where the separation of fi-
nancial and operating functions was achieved, leading in 1857
to the establishment of what Chandler [1977, pp. 105-106]
called the first “decentralized line-and-staff divisional form of
organization.” Also, the continuous generation and examination
of detailed information flows on both physical and human as-
sets enabled a low-cost, high-efficiency regime to be estab-
lished. “Of all the organizational innovators ... the Pennsylva-
nia Railroad made the most significant contributions to
accounting” [Chandler, 1977, p. 109].

In all this, we were following Chandler’s evidential trail, but
as we undertook our own searching of the archives we found
new primary sources of evidence.®> We were able to track down

3The researches of O’Connell [1985] and Ward [1971] were also of valuable
assistance. See Hoskin et al. [1998].
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the details of Tyler’s original work, to study first-hand his auto-
biography, and to trace the inscription of the implementation
of his reforms in the Springfield Armory’s payroll records held
in the U.S. National Archives. We could show that Whistler
implemented the new organization structure on the Western in
1839, not 1841, from day one of the railroad’s operation. We
could also challenge Chandler’s view [1977, p. 101] that the
“general principles” of administration were established and that
“the flow of internal information” was first perfected on the
New York and Erie Railroad around 1854-1855, as what ap-
peared to be substantially identical innovations had already
been introduced on the PRR. On the PRR itself, we disputed
Chandler’s identification of J. Edgar Thomson as the key player
and argued for the role of Herman Haupt as the originator of
the significant changes in 1851. As we have further argued
[Hoskin et al., 1998], Haupt’s contribution also included the
first known example of an information-rich approach to strate-
gic thinking, visible in proposals and initiatives from 1853-
1854.

Thus, we began to rewrite Chandler’s general explanation.
In particular, where he saw single and multi-unit management
as two distinct developments, we could see them as two aspects
of a more general breakthrough. First, we could point out how
both sets of developments in administrative coordination were
achieved by people with a common past since Tyler, Whistler,
and Haupt were all graduates of the U.S. Military Academy at
West Point.* Second, we could suggest that this common past
was decisive, not so much because of its military context but
primarily because of the radically new pedagogic environment
experienced by these West Point cadets. The “disciplinary”
practices involved in both kinds of administrative coordina-
tion—constant writing, examining, and grading—were intro-
duced into West Point by Superintendent Sylvanus Thayer, ap-
pointed to run the Academy in 1817, when both Whistler and
Tyler were cadets in the same cohort.

These young men encountered a radically new learning en-

“Chandler recognized that there were West Pointers in the story and ac-
knowledged the value of their engineering training. However, he overlooked
how they had “learned to learn” under Thayer’s new, disciplinary system
[Hoskin and Macve, 1988], particularly when he focused on the New York and
Erie Railroad and on J. Edgar Thomson rather than Herman Haupt on the
PRR. As he viewed their input as marginal and secondary, he reserved the
invention of “management” to career businessmen.
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vironment which was newly disciplinary in a double way. First,
they were subjected to the new discipline of constantly being
made to write, and to be examined and graded on the results of
their writing, and thereby were made subject to a panoptic sys-
tem of surveillance and judgment. Constant record keeping on
each and all, continuously defining their status as measured by
their performance, was internalized in their competition for the
highest rank. Second, they were constrained to acquire a new
and superior expert disciplinary knowledge, based on studying
the works of the French instigators of modern mathematics and
science. These West Pointers were the vanguard of the first U.S.
generation to become mathematically and scientifically literate.
They were well-disciplined, disciplinary experts. Thus, we see
the invention of administrative coordination as simultaneously
an outcome of remaking humans as highly literate and numer-
ate disciplinary experts, “calculating persons” perhaps, who
could then apply their disciplinary knowledge to the coordina-
tion of objects, processes, and humans. This is a powerful new
knowledge system because it is a knowledge-based way of exer-
cising power. That is the power-knowledge interrelation.

Accounting is a significant factor in this transformation to
administrative coordination because it was already there at
hand, functioning in existing economic practices in various
ways. Double-entry and charge-discharge accounting systems
already put values on objects in problematic yet familiar ways.
With the translation of writing, examining, and grading prac-
tices into the economic sphere, an historically new extension of
accounting practice and knowledge occurred. The performance
marks of West Point became the performance dollars of ac-
counting. Accounting began to become newly disciplinary in
the same double sense, as it was extended from being an ac-
counting for objects or the best use of objects to a concomitant
accounting for human performance, including a new kind of
decision making concerned with the best joint use of human
and physical assets within a defined organizational structure of
accountability. Once forms of what we have called “human ac-
counting” began to become integral to the accounting field,
accounting as knowledge discovered its modern status as a dis-
cipline in its own right [Hoskin and Macve, 1993].

Thus, a new power accrued to accounting, but only because
aspects of accounting remained the same. From Roman times
and earlier still [Macve, 1985], as later in double-entry and
charge-discharge formats [Hoskin and Macve, 1986], account-
ing had been a practice that turns events into writing, renders
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them open to examination, and puts values on events and ob-
jects. In this respect it continues to remain the same, but at the
same time it gains a new significance because it expands so
effortlessly to take on the “human accounting” dimension. We
then identify, as one precipitate of this expansion, a new dis-
course of accountability. As we have pointed out [Hoskin and
Macve, 1988], accountability is a neologism of this general pe-
riod. We find a reference at Springfield in 1819 to the “system
of accountability” to refer to the proper stewardship of objects.
But the expansion of accounting to incorporate human ac-
counting leads to the term taking on its modern connotation of
a general and human accountability. It becomes a term whose
scope goes beyond being held responsible to identification
through accounting norms as being responsible. Moreover, as
new expertise in the technology of value calculation is created,
one can also be called to account for what is yet to come, which
is now nameable through prediction or prescription.’

In this respect we believe we have captured precisely what
Chandler set out so forcefully in the introduction to The Visible
Hand [1977]; namely, that modern management was a rupture
in economic history. It displaced the power of market mecha-
nisms by inventing a new kind of institution, the managed en-
tity or modern business enterprise. By capturing cost and effi-
ciency benefits internally and enabling a planning and
coordinating of activity across time and space, often by “fiat”
[Coase, 1937], the managed entity preempted, displaced, and
fundamentally remade market relations. Managerialism engen-
dered oligopoly because it was so feasible, via administrative
coordination, to construct large organizations where managers
manage other managers. Such organizations proved able to
generate such economic rents that they could dominate and
remake their sectors, even as they dominated and remade their
work forces. Administrative coordination was, in this sense, a
new kind of power, which has ultimately remade the param-
eters of the economic and organizational worlds.

SNone of this says that accounting was not significant before, nor that
individuals were not judged before through their accounts. But these were
traditionally prominent people already identified as significant individuals be-
fore the accounts were prepared. Such stewardship accounting dates from
ancient practice, through medieval estate accounting, to modern times. What
is different about the new human performance measurement is that it created
“calculable persons” within mass populations [Hoskin and Macve, 1986; Miller
and O’Leary, 1987].
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In our view, Chandler’s radical insight has become dis-
torted as his work has been claimed by others as an historical
basis for approaches such as transaction cost economics
[Williamson, 1985]. We aim to reassert Chandler’s radical in-
sight, captured in the “visible hand” metaphor, by emphasizing
how the invention of administrative coordination was not, as
such, an economic invention.® It was, as a combination of writ-
ing, examining, and grading, a means to inventing a new kind
of economic world.”

Our theoretical concern then is to give back to the theory of
the visible hand both its metaphorical and substantive force.
But, of course, such a rewriting occasions questions and dis-
putes over the evidence, the adequacy of the theorizing, and the
refocusing of debate. Thus, the issues of the early 19th century
period, and of the relative significance of U.S. and U.K. devel-
opments, have been posed in acute new ways. Much valuable
new evidence has accrued as a result, something we welcome.
Further, the precise delimitation of terms such as “manage-
ment” has come in for searching question [cf. Hoskin and
Macve, 1990]. The roles of accounting in business and in non-
business contexts have been seen as multiple. New levels of
analysis have therefore proliferated as part of that general re-
writing to which we have contributed.

¢Chandler [1977] himself did not believe that the new levels of administra-
tive coordination introduced into the Springfield Armory and the early U.S.
railroads could be explained by economic rationalism as they were introduced
primarily by salaried managers rather than entrepreneurial owners, and their
sophistication went beyond what was needed for adequate coordination of
business activity and for economic survival.

In this world, there are arguably three key precipitates, each of them a
direct product of the new combination of disciplinary practices. First, there is
a new form of the “subject” or self, as the calculable/calculating person. Sec-
ond, there is a new form of “organizing,” as a process of reticulation or net-
working. Here constant writing, examining, and grading make possible the
hierarchical and accountable connection of subjects and groups of subjects
into entities that therefore seem made up ofinterconnected parts. Third, yet
concomitantly, comes the regime of information as a precipitate of our
“grammatocentrism.” In our organizations as much as ourselves, the second-
ary rewriting of events, acts, and objects becomes increasingly primary. From
the topmost manager to the lowest managee, working life is directed and
shaped via the circulation of multiple narrative and calculative texts. Decision
is translated into a choosing from among the set of written, examined, and
graded alternatives at hand. We therefore find profoundly problematic any
theory that takes as its objects of analysis the subject as rational, the organiza-
tion as structure, and information as objective.
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In particular, historians representing the “neoclassical revi-
sionist”® or “economic rationalist” school of thought have es-
tablished more clearly that elaborate accounting reports were
prepared in U.S. private enterprises from the early 19th cen-
tury, such as at the Waltham-Lowell mills [Tyson, 1998] and
later at Waltham Watch [Fleischman and Tyson, 1996]. They
were equally found in major industrial enterprises in Britain
[Edwards et al., 1995; Boyns and Edwards, 1996, 1997a, 1997b;
Fleischman and Parker, 1997]. Such accounting reports served
management decision making in these sites, they argue, and
entities became coordinated into increasingly large-scale indus-
trial enterprises, in developments that they see as rational eco-
nomic responses to the demands placed on management by
technological innovation and economic growth.

Economic rationalist historians, based on archival evidence
from the U.K., attempt to demonstrate the utilization of an
array of accounting practices that still form part of the
accountant’s portfolio of techniques today. Accounting was a
vital ingredient in contractual arrangements between owners,
whether among the partners in a firm or in organizing and
monitoring the operation of owners’ cartels. It informed man-
agers’ concerns with expenditure control, with evaluating tech-
nical efficiency improvements through increased mechaniza-
tion, and with major operational expansion/contraction
decisions. Recent evidence from significant British Industrial
Revolution (BIR) industries, such as Boulton & Watt’'s Soho
Foundry, the Dowlais mining/ironworks complex, and the
Northeast collieries [Fleischman et al., 1995; Boyns and
Edwards, 1996, 1997a; Fleischman and Macve, 2000], has rein-
forced the evidence from the work of earlier historians [Stone,
1973; Jones, 1985] as to the variety of accounting’s contractual
and managerial roles. It also has contributed to refuting
Pollard’s oft-quoted conclusion [1965, p. 248] that “the practice
of using accounts as direct aids to management was not one of
the achievements of the British industrial revolution.”® Conse-
quently, these researchers would argue that the prime focus of
research into the management accounting history of this period
should be on investigating this variety of ways in which modern

8For the content of “neoclassical revisionist” history, see Loft [1995].
°Some guarded recognition of the significance of this new evidence is
given in Wilson’s [1995, pp. 29-31] synthesis of British business history.
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accounting practices developed, to meet the demands of a range
of organizational objectives under varying conditions.!’

It has not been our purpose to deny the sophistication of
the accounting practices developed in the BIR; indeed, they
offer some of the earliest exemplars of the range of accounting
practices also found in early industrial enterprises in the U.S.
and elsewhere. But, given the disciplinary framework of analy-
sis we have adopted, we would argue that the extension of such
modern accounting techniques does not in itself explain the
fullness of modern accounting’s power. Instead, one must ad-
dress the question posed by Miller and Napier [1993, p. 632] of
“the extent to which ‘successful’ accounting methods transform
the entities and practices of which they provide a calculative
knowledge.” The issue, we suggest, is to identify how far there
is an integration of the accounting into the disciplinary nexus
of practices.

As specific subquestions, one may ask, how far does organi-
zing as reticulation in the sense of constructing networks of
individuals and spaces for decision making, action, and cre-
ation of corporate identities become endemic? How far does
the population of organizational selves become calculable and
calculating? How far is there a privileging of information as
objective? These, we suggest, are the key features of the new
economic world of the modern business enterprise. Only in this
context does accounting, we suggest, develop its distinctive
modern power and status as a valuing technology, via its objec-
tification, classification, and surveillance of human perfor-
mance.!" This is why we have seen the crucial historical ques-
tion, the crux, for historians of management accounting as the
identification of sites where and when human accounting was
initiated. Demonstration of accounting’s presence and useful-

YFor example, Fleischman and Parker [1991] rated historical management
accounting practices along four dimensions: cost control, overhead account-
ing, decision making, and standard costing.

""Thus, do we enter the world of which Miller can say, “Far from being
neutral devices for mirroring the social world, the calculative technologies of
accountancy are complex machines for representing and intervening in social
and economic life. Along with allied expertises, the creation of calculating
selves and calculable spaces enables a normalization of individual lives that is
cast in financial terms. The visibility conferred on the calculating self who
occupies a specific locale within a loosely assembled network of calculable
spaces is intrinsically linked to norms of financial performance. Ways of
organizing and ways of calculating have developed hand in hand” [Miller,
1992, pp. 78-791.
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ness in other ways, traditional or new, while important, is no
longer enough.

In spite of a growing fashion for accepting pluralities of
theoretical approaches and of methodologies in accounting his-
tory research [Carnegie and Napier, 1996; cf. Oldroyd, 1999],
we find that a number of recent papers have directly attacked
our own theoretical arguments and interpretations of evidence
and charged that we have misread and misunderstood the his-
torical significance of a variety of 19th century accounting de-
velopments. We therefore now turn to face our critics and re-
view the evidence so far obtained from the archives of a
number of significant early BIR and U.S. organizations. We
continue to maintain that, despite a variety of conditions, no
evidence of the application of our type of human accounting
has yet been found in the U.K. at the time when such a develop-
ment is observable in certain seminal organizations in the U.S.
Nor is that development explicable within the U.S. in non- or
antidisciplinary terms. On the contrary, even where the evi-
dence at first appears to lead elsewhere, we argue that it actu-
ally proves to reinforce the disciplinary explanation of modern
management’s genesis.

Of course, a proviso must be offered. We recognize that
archival evidence alone can never enable us to resolve the de-
bate between the neoclassical revisionist and Foucauldian per-
ceptions of the processes by which modern accounting and
modern management evolved.”? Our thesis remains as subject
to falsification by evidence yet to come as any other. An accu-
mulation of such evidence therefore remains essential in order
to enable us to piece together more of the jigsaw of our theo-
retical understanding of how such developments occurred.

The structure of the rest of the paper is as follows. The next
section sets out our concerns over the adequacy of conventional
economic rationalist analysis as a sufficient explanation of the
development of accounting’s modern power. We also indicate
briefly how our approach may be seen as relating to the recent

2The cases of Boulton & Watt, Dowlais, the Northeast coal mines, and
other BIR firms examined to date constitute only negative archival evidence in
the matter of a possible U.K. breakthrough to managerialism. We see U.S.
cases such as the Lowell-Waltham mills in a similar light [Hoskin and Macve,
1996], to be distinguished from sites such as the Springfield Armory and cer-
tain early railroads in the matter of where and when the breakthrough was
made.
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work on U.K. and U.S. developments. We then focus in follow-
ing sections on historical works that have directly or indirectly
attacked our evidence and/or framework. We note here that we
are frequently criticized for being too narrow, in particular for
focusing purely on labor productivity or standard costing. We
hope it is clear from the theoretical discussion above that this is
not our general concern. At the same time, we recognize that
there have been papers [e.g., Hoskin and Macve, 1994a, 1996]
where we have focused on demonstrating specific aspects of
our case, such as the details of management’s development at
the Springfield Armory, which may have led this part of our
analysis to be taken as an adequate proxy for the whole. Subse-
quently, we provide brief responses to the critique put forward
in some of the major recent papers and books by Boyns and
Edwards, and by Tyson in sole-authored and joint papers, con-
cerning our interpretation of historical developments. We then
consider how our theoretical approach might be reconciled
with the views expressed in surveys of recent work in account-
ing history, such as those of Miller et al. [1991], Stewart [1992],
Miller and Napier [1993], Loft [1995], Carnegie and Napier
[1996], Fleischman et al. [1996], Funnell [1996, 1998], and
Oldroyd [1999]. We offer a brief summary of our conclusions
on the debate so far. The concluding section sets out our view
of the priorities for further research into the paths by which the
networks that transmitted the “new” 19th century accounting
were extended, apparently first in the U.S., subsequently in the
U.K. and Europe, and now increasingly globally. Accounting’s
history must be rewritten so that we and other researchers,
while discarding some currently cherished knowledge along the
way, will indeed arrive at “knowing more.”

ECONOMIC RATIONALISM: AN INSUFFICIENT
EXPLANATION OF ACCOUNTING’S ROLE IN THE
HISTORICAL DEVELOPMENT OF BIG BUSINESS

The economic rationalist view of accounting’s history over
the last quarter of this millennium offers an appealingly simple,
functionalist account of technical response to the changing eco-
nomic demands of the industrial revolution and the rise of big
business. By Occam’s razor, we should avoid elaboration of
more complex explanations if a simple one will do. Why is the
economic rationalist explanation unsatisfactory? There are
three interconnected levels at which it must be challenged—the
theoretical, the evidential, and the historiographical.
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The Theoretical Level: The new accounting practices of the 18th
and 19th centuries are argued by our critics to have provided
necessary tools for management decision making and coordina-
tion of increasing complexity in new industrial revolution and
managerial revolution firms. Others who have evaluated the
practices of routine cost accounting from the perspective of
economic theory, in particular its handling of the rapidly esca-
lating burden of fixed costs that characterized the economics of
the increasingly capital-intensive operations of these firms,
have long condemned these routine practices as inadequate, if
not downright inappropriate, for supplying the information
needed by owners/managers for optimal allocation of resources.
Particular culprits are the calculation of depreciation cost, the
abandonment of the calculation of implicit interest cost, and,
more generally, the arbitrary allocation of fixed overhead cost,
driven by an emphasis on calculating average actual unit costs
of products. Past total unit costs are themselves of little rel-
evance to, and indeed may distort, rational decision making
[Coase, 1938; Wells, 1978; Johnson and Kaplan, 1987; cf. Boyns
and Edwards, 1997a].

Such theoretical critiques of accounting practice are them-
selves largely founded in theoretical neoclassical economics
and a model of decision making that is atomistic and choice-
theoretic, concerned with “constrained optimisation” [Jones,
1997]. However, more recent institutional versions of this
rational economics, as applied to the new, large 19th century
firms, do focus more on the relative transaction costs (more
generally, information costs) of economic coordination through
firms rather than markets [Casson, 1997]. They also address the
particular strategic capabilities that provide individual firms
with competitive advantage, whether they be innovators or es-
tablished firms [Best, 1990; Kay, 1993]. These capabilities are
argued to include a firm’s particular structural architecture, the
appropriate balance between formal, internal rules and organi-
zational routines, on the one hand, and the flexibility needed to
innovate and adapt to change on the other.

This line of economic analysis opens up a role for account-
ing routines in facilitating the construction and monitoring of
activity both internal and external to business organizations.
For more mainstream economists, the focus here is on how
accounting assists with the construction and monitoring of the
nexus of contracts, both formal and implicit, that is their heu-
ristic model for the analysis of the economic structure of busi-
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ness organizations [Coase, 1937; Jensen and Meckling, 1976;
Williamson, 1985].13

This literature of transaction cost economics focuses pri-
marily on analyzing the optimal equilibrium organizational
structure, given inter alia the potential benefits and costs of
alternative information systems. It has little if anything to say
either about the processes by which firms emerge, grow, and
survive/decay, or about the observed variety of organizational
forms at different times and in different countries [Perrow,
1986; cf. Best, 1990; Casson, 1997; Jones, 1997; Gwilliam et al.,
2000]. Nevertheless, it has enabled the forging of a strong link
between economic theory and business history, as its theoriza-
tion of the inevitability of large industrial firms [Williamson,
1985] fits with Chandler’s [1990] history of the 19th and 20th
century growth of the U.S. managerial firm, ultimately repre-
sented by the multidivisional, multinational “M-form” busi-
ness.'

A significant criticism, however, of all current accounting
history, both traditional and new, would be its relative lack of
reciprocal success to date in penetrating the core of modern
organizational theorization. While some historians, in addition
to Chandler, have begun to recognize accounting’s significance
as the ideal of modern administrative efficacy in connecting the
world to what Latour [1987] has called “centres of calculation”
[Porter, 1995, pp. 50-51], there has been little identification in
mainstream management texts of the importance of accounting
practices in contributing to alternative approaches to the design
of organizational strategy and structure. As argued recently by
Boyns and Edwards [1997b], the conventional wisdom in U.K.
business history persists in concluding that there was little in
the development of cost and management accounting tech-
niques in U.K. businesses that has been shown to be significant
to the development of those businesses before the end of the

3This analysis is also consistent with recent theoretical research on
accounting’s role in facilitating incentive-compatible contracts for managers
within an agency theory structure, focusing on the conflicting objectives of
organizational participants [e.g., Feltham and Xie, 1994; Gietzmann, 1995;
Wagenhofer, 2000]. It is also consistent with the traditional historical impor-
tance of audited accounting reports in monitoring stewardship, partnership,
and other agency contracts, as well as linking to accounting’s more modern
external roles in relation to capital markets and regulatory compliance.

“We discuss critiques of Chandler’s thesis in the historiographical section
below.
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19th century, despite increasing recognition in recent years of
the work of economic rationalist accounting historians (e.g.,
Boyns and Edwards themselves and Fleischman and Parker).

The challenge therefore remains to develop the theory of
how business accounting became powerful, in such a way as to
persuade skeptical, mainstream business and economic histori-
ans that an understanding of accounting is vital, if not central,
to their own agendas. An heroic challenge [Hoskin and Macve,
1993; cf. Napier, 1996a, 1996b]!

Under a transaction or information cost approach, it may
be argued that cost and management accounting routines con-
ferred comparative advantage on those businesses that adopted
them as compared with those that did not, even though they
were suboptimal.’ Thus, the arguments of Coase [1938] and
Wells [1978] might be theoretically correct but not relevant.
However, economic rationalists could only argue that
suboptimality would have been consciously preferred to
optimality ex ante, if decision makers would also have been able
to evaluate ex ante the likely costs and benefits of differing
degrees of sophistication in potential accounting calculations.
This seems implausible.'®

A more plausible version of this theory, as in Boyns and
Edwards [1996, 1997a], is that the accounting routines found in
the archive emerged as an intensification, modification, or
byproduct of existing routines used for other purposes. If sub-
sequently found to confer some economic advantage, even if
not ideally suited for the purpose, what began as supplemen-
tary to economic management increasingly became central.”
Then ex post, the costs of moving from existing suboptimal
procedures to more sophisticated procedures may have ap-
peared as prohibitive and imposed a path dependency that con-
strained the final outcome.

However, it would be theoretically much more compelling
to identify first what led to the original adoption of those pre-

5This argument is advanced by Tyson [1998] although it is not developed
there.

1°A similar objection may be made to the idea that firms are able to evalu-
ate ex ante the relative transaction costs of firm versus market organization as
posited by Coase and Williamson [Jones, 1997].

7By extension such routines could be suboptimally useful for a number of
purposes, albeit ideally suited to none. Such an explanation resuscitates
Derrida’s [1976] idea that there is a “logic of the supplement,” as discussed in
Hoskin and Macve [1993].
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cursor routines, and to investigate whether their adoption re-
lated to some other organizational, social, or economic
changes, and only then to consider what particular changes in
internal conditions provided the opportunity for their success-
ful modification. This has been a focus of our own agenda.'®
Given that wider explanatory frame, economic rationalists
might then wish to demonstrate, by analogy with evolutionary
biology, how modified or intensified suboptimal practices did
actually contribute a new economic advantage, and why, where
they then remained in place, they were not in turn replaced by
further superior alternatives.

But to say, as they tend to, that the routines found in the
archive must have represented the optimal trade off of costs
and benefits (given the decision-making and other uses that
economic rationalists wish to attribute to such routines) is em-
pirically empty and essentially tautological. What is still gener-
ally missing is an historical explanation for why particular rou-
tines and their subsequent modifications were the ones that
were actually chosen and why consideration/experimentation
was not given to possible alternatives that may have been even
more cost-beneficial [Casson, 1997].1°

The economic rationalists identify the adoption of cost and
management accounting routines with the provision of infor-
mation for improved decision making. But how are these to be
linked? By way of illustration, take, for example, an accounting
information signal, such as “cost” or “profit,” that is correlated,
albeit imperfectly, with the “true” economic performance of the
item of interest. The calculation of the measure signaled may
originally be a byproduct of some other accounting routine;
e.g., the maintenance of double-entry records for the purpose of
basic accountability over resources [Yamey, 1949]. Such a sig-
nal may be superior to no information, or to less well-corre-
lated signals. But if the signal is still very “noisy,” it is only
likely to be advantageous for decision making on average; e.g.,
where there is a routine repetition of decision outcomes, as in
continuous statistical quality control of an operational process.

8For example, Hoskin and Macve [1996] argued that the use of precise,
but arbitrary, unit costings at the Waltham-Lowell mills emerged from the
steps needed to perform calculative routines, and from the need to check their
accuracy, in an age of calculation by hand. Tyson’s [1998] critique of this
paper is discussed further below.

YOldroyd [1999] pointed out the force of “inertia.” However, we also need
an explanation for the historical changes that do occur.
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Accounting certainly can and does provide such statistics. Such
a noisy signal will, however, generally be of little value for the
major, more strategic decisions on pricing, output, and scale of
investment and on fixing performance rewards. The latter has
been the major focus of economic rationalist historians in argu-
ing for the importance of 19th century management accounting
developments [Boyns and Edwards, 1997b; Tyson, 1998]. Yet,
accounting routines for the reporting of costs and profits are
generally regarded as extremely noisy [Edey, 1970].

This noise further implies that, given the existence of in-
creasingly standardized accounting routines, the comparative
advantage, ceteris paribus, will lie with those firms that under-
stand how to use them to best advantage,?® or how best to
combine them with other sources of information. This in turn
means that the focus of archival enquiry needs to be as much
on the material that provides insight into the contexts within
which these accounting systems were employed and inter-
preted, as it does on the evidence of the accounting records
themselves. This kind of approach is consistent with those or-
ganizational theories that see the secret of successful architec-
ture in the balance of routine/nonroutine and formal/informal
systems [Kay, 1993; Casson, 1997]. We discuss these issues fur-
ther in the next sections on the evidential and historiographical
levels.

The Evidential Level: The argument here can be stated briefly. It
is not generally possible to deduce from the existence of the
routine, formal accounting records themselves the purpose or
purposes to which the information was put.?! As will be dis-
cussed further below, even economic rationalists generally have
to admit that, while they (like us) can produce evidence of an
impressive array of increasingly complex, routine cost account-
ing records, both in the U.K. and the U.S., they are generally
only able to suggest how the information could potentially have

2The history of cost accounting is replete with examples of situations
where divisions, processes, or products appeared unprofitable under the basis
of overhead allocation adopted, so that the management wisely changed the
basis [Wells, 1978, p. 84].

2IThis contention lies at the heart of much of Yamey’s work in demolishing
the claims of those who have seen the emergence of double-entry bookkeeping
in the 13th century as an essential tool of a new “rational capitalism” [Yamey,
1949]. Similar skepticism needs to be applied to the accelerating emergence of
elaborate cost accounting records in the 19th century.
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been utilized [Tyson, 1992, 1998; Boyns and Edwards, 1997b].
The major exceptions, of course, are 1) those records that ex-
plicitly compute future outcomes, which can only have been
prepared in the context of decision making or negotiation, and
2) those records that were clearly prepared as the basis for
contractual negotiations or ex post settling up.

Apart from these clear exceptions, the existence of the for-
mal records of past performance, normally identified with
double-entry accounting ledgers and supporting analyses, do
not in themselves help us to deduce the internal management
purposes for keeping them. How they were used is also prob-
lematic, other than very broadly as a potential statistical data
base from which data might be extracted and/or extrapolated
for estimates of future outcomes and ex post checks on actual
outcomes as, for example, at Dowlais [Boyns and Edwards,
1997a]. But accounting is much more than useful statistics. If it
were not, it is hard to understand how it developed so dramati-
cally beyond being just one more of the tools in the manager’s
toolkit, providing the basis for the emergence of a much more
highly rewarded, stand-alone profession [Matthews et al.,
1998].

In summary, one must remember the old historian’s
maxim. When one is reduced to arguing “it is likely that...” or
“there can be no doubt that...,” one generally means “there is
no evidence that...”

The Historiographical Level: While Chandler’s history has been
contested as an explanation for the growth of firms outside the
U.S. [Hannah, 1983, 1991; Jones, 1994], it represents what is
now the conventional template for describing and explaining
the relative growth of big business on both sides of the Atlantic
[Payne, 1988; Schmitz, 1993]. It has also been used by Boyns
and Edwards [1996] as a framework for exploring the role of
accounting systems in the development of complex business
enterprises, such as Dowlais in the 19th century in the U.K.??
Even within this historico-theoretical account of the con-
struction of large business organizations, the role and signifi-
cance of routine cost and management accounting practices
remain problematical. Both the economic rationalist and disci-
plinary frameworks of accounting history, in so far as they

2However, in Boyns and Edwards [1997a] they argued against a
Chandlerian explanation of developments at Dowlais in the 1850s.
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build on Chandler’s pioneering work, emphasize the value of
the new routines of accounting among the range of practices
which characterize the emergence of the new managerial firms.
Here managers control other managers and ultimately, in an
increasingly global environment, top managers are themselves
controlled not by individual, entrepreneurial owners, but by the
corresponding managerial hierarchies of financial institutions,
competitors, suppliers, auditors, and/or regulators. All of these
are subject to ever-increasing internal and public accountabil-
ity. Their decisions and actions are scrutinized not only for
their financial efficiency but also for their disinterested objec-
tivity. These demands bring unremitting political, social, and
economic pressure to emphasize the transparency of the proc-
ess by which decisions are taken and actions monitored. The
focus is on verifiable outputs or performance indicators rather
than on the underlying value of the outcomes of those decisions
and actions [Brunsson, 1989]. The processes of accounting sys-
tems and the quantifiable output measures that they report are
among the practices that are most accommodating to this insa-
tiable need for more and more seemingly objective verification
[Porter, 1995; Power, 1997].

In this context it is somewhat paradoxical to find ourselves
often being criticized for the narrowness of our view of man-
agement accounting [Boyns and Edwards, 1996; Tyson, 1998].
For our distinctive emphasis has been on the constitutive role
of accounting practices and discourses in the widespread 19th
century development of the new kind of human performance
measurement which created “calculable persons” within mass
populations [Hoskin and Macve, 1986; Miller and O’Leary,
1987].2 If anything, we might have expected to be criticized
more for a tendency to see everything modern as yet another
accounting, thereby failing to identify important differences be-
tween the development of particular business accountings and
other modes of accountability and calculative routine.

What we do have here is a major historical question: what
is the connection, if any, between those business accounting
developments that both we and economic rationalist account-
ing historians have charted from the late 18th century and

ZPractices that we have labeled “grammatocentric” [Hoskin and Macve,
1994b].
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these wider developments in accountability and, in particular,
in calculative technologies??

If there is none, accounting’s history may still be important
purely from a business perspective although, as already ob-
served, the limited theorization to date of its importance within
the economic rationalist framework, both at the general level
and, more significantly, in respect of specific accounting tech-
niques, has so far prevented its entry into the mainstream of
business history and organizational theory. But a potentially
greater illumination still lies in identifying wider linkages to
changes in economic organization and society, to the phenom-
ena of increasingly global markets, and to rapid advances in
information technology, and new reflexivities between social
structures and individual actions and freedoms, now deemed
among the key characteristics of modernity [Giddens, 1991,
1999]. The quest may fail. But if it is to succeed, it suggests that
a priority for the accounting history research agenda is a focus
on the relationship between accounting developments and the
wider historical developments in creating “calculable persons in
calculable spaces” [Miller, 1992]. This focus has been central to
our own research agenda [Hoskin and Macve, 1994b], as well as
to our work with collaborators from a more economic rational-
ist tradition.

This has led us, when it comes to specific research ques-
tions, to argue that the historical crux is to identify the disconti-
nuity between early attempts at costings for accountability, de-
cision making, and control purposes, and what may be seen as
the modern approach based in a human accounting. Hence we
argue, in terms of tracing a new “normalization of human ac-
tion,” for the need to trace where, when, and why labor stand-
ards were first articulated and systematically implemented,
when the focus shifted from machines to men. Such standards
introduce new practices and a discourse which extends beyond
the engineering standards that assess materials and machine
efficiency to the establishment of norms of human performance
for modern managerial control [Fleischman et al., 1995].%° It is

24In this respect, Miller and Napier [1993] asked pertinent historical ques-
tions, even though we would argue that the conclusions they drew as to the
relevant archive were largely misplaced.

Reference to labor standards does not imply the full panoply of labor
standard costs and variance analysis that developed as part of the Taylorist
efficiency movement of the late 19th/early 20th century [Fleischman et al.,
1995, pp. 166-167]. Tyson [1998] here missed the point at issue (see below).
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only a first, but it is nonetheless a crucial, step towards invent-
ing the modern, increasingly internalized, human account-
ability, not just of labor but of all organizational participants,
including all ranks of management, in a “hierarchy of mutual
surveillance” that extends throughout and outwith the organi-
zation [Ezzamel et al., 1990].

It was in addressing this specific research question that
Fleischman et al. [1995] found that, although Boulton & Watt
was an engineering firm in the vanguard of BIR accounting
practice in the sophistication of its records, the transition from
highly sophisticated engineering standards for the material
components of constructed steam engines to comparable stand-
ards of economic performance and labor efficiency was not
achieved, despite an initial, impressive attempt around 1800.
The famous piece-rate regime for which the firm has become
renowned was found to be an isolated episode that did not
presage the birth of modern managerialism. The historical dis-
continuity, the crux which introduced systems of control disci-
pline of the kind that, through internalization of performance
norms, nowadays “quietly order us about” [Foucault, quoted in
Megill, 1979, p. 493] was still to occur.

Both Fleischman et al. [1995] and Boyns and Edwards
[1996] called for confirming evidence to support the findings
about Boulton & Watt in a wider application. And, as an ex-
ample, Boyns and Edwards’s own work [1996, 1997a] on the
Dowlais ironworks demonstrated that accounting control over
labor was not one of the features of the increasingly sophisti-
cated use of the accounting system there in the mid-19th cen-
tury.?® Clearly more work needs to be done, and indeed the
focus of various economic rationalist historians on unearthing
the range of early accounting developments is itself grist to our
mill. For the more evidence that is forthcoming of the sophisti-

2More recently, Fleischman and Macve [2000] have reexamined the
archive of the coal mines of the Northeast of England during the late 18th and
early 19th centuries. Their examination of the records shows, once again, that
detailed accounts were kept of output and of the efficiency of inputs of materi-
als and use of equipment (horses and engines). In this regard, their findings
reinforce the growing evidence of the sophistication of BIR cost accounting,
roughly dated 1750-1850, back to its origins in the 18th century. But, strikingly
absent is any correspondingly detailed examination of human performance to
provide a scientific determination of what should be a “fair-day’s pay for a fair-
day’s work” as a basis for setting the piece rates for the miners, a practice that
we have identified in particular U.S. contexts in the first half of the 19th
century [Hoskin and Macve, 1994a].
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cation of accounting developments in many other respects,
both in the U.K. throughout most of the 19th century and in the
U.S. before the Springfield Armory episode and the organiza-
tion of the railroads [Hoskin and Macve, 1988, 1994], the more
striking to us is the absence of what we call “human account-
ability.”?”

As we shall set out in our conclusions, this focus on the
specific research question of how this kind of human account-
ability was introduced does not constitute our whole research
agenda. However, we do regard it as a key piece of the jigsaw if
we are to understand how the new power of accounting has
changed both business strategy and its structure.

We now turn to the specifics of our critics’” attacks. In order
to avoid much repetition and the temptation to wander into
interminable byways of alternative refutations of possible alter-
native interpretations given by one author of another, we set
out here a highly simplified schema of our own view of the
crucial discontinuities and linkages in the development of mod-
ern management accounting. Certain points are already sup-
ported by our own research and that of others to date; other
components are still tentative and need further research, in-
cluding further reexamination of archives which others have
previously interpreted differently. We shall then be able to dis-
tinguish those of our critics’ arguments which we consider re-
flect a misunderstanding of our own position and those where
we have substantive disagreements to resolve. We therefore
present the following propositions which will be subsequently
referenced by the corresponding letter:

A)  Accounting has always embraced cost and management
accounting in the sense of analysis of activity and the use of
accounting information for choosing, planning, and controlling
activity.?® These purposes remained embryonic until choice be-
tween significant economic alternatives became available

?’While we have been criticized [Boyns and Edwards, 1996; Tyson, 1998]
for the “narrowness” of our approach, and apparently been ignored by Miller
et al. [1991] and Carnegie and Napier [1996], we would hope that accounting
historians who do not share our own theoretical lens would nevertheless find
value in the archival data that we and our collaborators have unearthed on the
range of accounting practices in the U.S. and U.K. enterprises that we have
ourselves examined. That is as much, perhaps, as an historian can legitimately
ask of professional colleagues, however strong his or her own theoretical pri-
ors [de Ste. Croix, 1981].

2We accept, of course, that such concepts are part of a modern mentality
which cannot be literally translated to earlier times [Miller and Napier, 1993].
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[Macve, 1985]. They clearly gained a new intensity in the indus-
trial revolution as technological innovation accelerated, as well
as acquiring a much more significant role in enabling the coor-
dination of large enterprises. The extent of those changes is an
important area of accounting history research. At the same
time, the financial aspect of accounting’s role also intensified
with the increasing separation of ownership and management
and the increasing replacement of individual capitalist entre-
preneurs by passive, dispersed shareholders [Yamey, 1977].

B) These 18th-19th century developments occurred in both
the U.S. and the U.K.,? but at different times and to different
extents, reflecting, inter alia, the longer persistence of family-
owned and managed firms in the U.K. and a greater emphasis
on informal and social methods of control in the U.K. versus
formal, rational, and objective methods in the U.S.3° The differ-
ing developments in management accounting are paralleled by
differing developments in financial accounting. The profes-
sional influence of auditors came earlier in the U.K.
[Armstrong, 1985; Matthews et al., 1998] while formalized
standardization and regulation of accounting and auditing
practice under the aegis of the SEC came much earlier in the
U.S. [Macve, 1997].

C) Aleading characteristic of modernity, certainly by the end
of the 19th century, is the creation of “calculable persons in
calculable spaces” [Miller, 1992], a new objectification of hu-
man performance and normalization of individuals within large
statistical populations, linked also to new modes of state inter-
vention in economic and business affairs. Given that rapid
population growth and mass employment are features of the
18th-19th century economy on both sides of the Atlantic, it is
relevant to enquire how far the significant discontinuity from
which this characteristic of modernity has emerged may be ar-
gued to have had its genesis nearer to the beginning rather than
to the end of the 19th century [Hacking, 1990; Defert, 1991;
Ewald, 1991], and how far it is associated with changes in the
management of business itself.

PThere is not space in this paper to consider developments in other 18th-
19th century industrializing countries, although we mention the case of France
briefly below.

3These characteristics, in turn, reflect the very different social history of
the two countries, especially given the largely indigenous population of the
U.K. versus the highly immigrant population of the U.S.
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D) “Ways of organizing and ways of calculating have devel-
oped hand in hand” [Miller, 1992, pp. 78-79]. In the U.S., sig-
nificant changes in the organization of business structure and
accounting, linked to changes in business strategy, have been
identified by Chandler at the Springfield Armory in the 1830s
and on the railroads beginning in the 1840s. Our own reexami-
nation of these archives has identified the most significant of
these developments, both at Springfield and on the railroads,
with engineers who were graduates of West Point, where their
education under the new system introduced by Superintendent
Thayer from 1817 was based on writing, examining, and grad-
ing all aspects of a student’s performance, within a highly
divisionalized and decentralized administrative structure. We
argue that this disciplinary experience was a major factor influ-
encing the approach taken by these graduates to the business
reorganizations in which they played a leading role. They incul-
cated a new “grammatocentric” power-knowledge regime of
management practices and discourses, which, following
Foucault’s [1977] analysis of modern knowledge and power in
society generally, may be seen as comprising a system of objec-
tification of human performance within a hierarchy of mutual
surveillance. Both Springfield and the railroads were also im-
portant centers for the diffusion of new technologies, including
these new technologies of management, so that the changes
there had a much wider influence. This new managerial dimen-
sion of human accountability, we argue, combined with the
existing technological and other economic factors that had al-
ready made Britain the wealthiest industrial country in the
world, now enabled the new managers of U.S. business rapidly
to overtake the U.K. in economic power during the 19th cen-
tury, albeit starting from a negligible base.

E) In the business context, the distinguishing features of this
new human accountability included, on the accounting dimen-
sion, the development of standards of work performance as a
basis for fixing piece rates and wages, thereby providing at the
shopfloor level both discipline and economic incentive to the
work force to internalize business goals so as to begin to be-
come governable persons [Miller and O'Leary, 1987]. At higher
levels of management, a comparable, increasing emphasis on
performance measurement reflected alignment with top
management’s emphasis on return on investment, linking the
accountability and incentives of top management through fi-
nancial accounting to owners’ returns. On the organizational
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dimension, a new emphasis on formal structures, which in the
U.S. culminated in the divisional or “M-form” organization of
profit centers, was reflected in linkages between accounting
and organization, and between strategy and structure.

F)  While the U.K. in many ways retained its distinctive man-
agement culture, it has always been fascinated by U.S. develop-
ments and been eager to import at least aspects of American
innovation. Today, the American model of calculative, manage-
rial enterprise dominates. This is not to argue for the “Ambrit”
fallacy criticized by Littler [1982, p. 50] and others [Boyns and
Edwards, 1996, p. 47]. As already argued, U.K. and U.S. ac-
counting and management practice developed in different ways
in the 19th and early 20th centuries. However, there was gradu-
ally increasing interchange, through the emergence of U.S. cost
accounting literature and scientific management at the end of
the 19th century [Fleischman, 2000]; through various British
governmental and other official attempts to investigate what
was held out as being American best practice; and, in the 20th
century, through U.K. chartered accountants “learning Ameri-
can cost-accounting principles and procedures,” whether as in-
dividuals working for American-owned firms [Matthews et al.,
1998, p. 210] or by officially visiting the U.S. to learn about
management accounting itself [Anglo-American Council on
Productivity, 1950, cited by Boyns and Edwards, 1996, p. 46].

G) The combination of these factors suggests the need for a
wide-ranging, theoretical and historical research agenda which
covers developments in both management and financial ac-
counting and links them to wider structural changes in busi-
ness, business education, and beyond [Gwilliam et al., 1992].
However, it may be that only some of the above propositions
can survive detailed examination of the historical evidence. Al-
most the whole chain of linkages would be shattered if certain
key links were destroyed. From the perspective of accounting,
the key links are clearly D and E. So here is where we have
focused the majority of our research to date. Given the critiques
that have been made of it already, as analyzed in the next two
sections, we need to be careful to spell out exactly what we are
saying at these points. We shall refer to them further in ad-
dressing the specific criticisms that have been made.

BOYNS AND EDWARDS

From a wide range of detailed conceptual and archival
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work by Boyns and Edwards and their collaborators on BIR
and French firms’ accounting, we focus here on two recent pa-
pers and one book which have directly or indirectly challenged
our own interpretation of the development of modern cost and
management accounting. Below we briefly summarize the au-
thors’ main arguments, with our own comments thereon pre-
sented within double bold brackets.

Boyns and Edwards [1996]:

o U.K. and U.S. accounting in the mid-19th century must be
seen as having developed in significantly different ways. [[We
agree, as this is an essential element of our own thesis. See B
and F above.]]

o Chandler’s history of the growth of multi-unit business en-
terprises (MBEs) in the U.S. focuses on the new function of
administrative coordination and allocation, the visible hand re-
placing the invisible hand of Adam Smith’s competitive market
economy. It is primarily concerned with higher levels of man-
agement coordination (departmental headquarters, central of-
fice, general office), not with control over the shopfloor, the
focus of later scientific management and Taylorism where our
own work on Springfield is located. [[We agree; see D and E
above. But, as we have argued in D above, Springfield repre-
sents a crucial first stage. While Boyns and Edwards themselves
accept the conclusions of our work on the link between West
Point and Springfield,’! Tyson [1990] has argued against there
being any significant West Point influence on the developments
at Springfield. Consequently, we have had to develop our argu-
ments on the nature of the changes in shopfloor discipline there
in considerable detail [Hoskin and Macve, 1994a]. Moreover, it
is clearly important to our defending the significance of the
West Point link to Springfield that we do not find similar devel-
opments elsewhere in the U.S. before then and that we do not
find similar developments in the U.K. until much later. The
necessary juxtaposition of the conditions of possibility for such
a transformation in human accountability may have occurred
elsewhere independently, but the only evidence and theoretical
explanation that we have at present is uniquely American, so
that the transmission to the U.K. (see F above) and elsewhere
occurred much later. Testing this thesis has been a large part of

3They do not accept the significance of our link between West Point and
certain railroads.
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the motivation for the papers on the Waltham-Lowell mills in
the U.S. [Hoskin and Macve, 1996] and on Boulton & Watt and
the Northeast coal mines in the U.K. (Fleischman et al., 1995;
Fleischman and Macve, 2000). Nevertheless, we agree that the
more important arena is that of higher levels of management in
MBEs, and we are currently focusing our work on the U.S.
railroads, developing the arguments previously put forward in
Hoskin and Macve [1988, 1994b] as to the significance of the
West Point link to the railroads and thence to the mid and late
19th century U.S. industrial-military complex.]] In this context,
Boyns and Edwards [1996, p. 41] noted, following Chandler,
that “information originally collected to enable efficient co-or-
dination of flows between departments was recognized as hav-
ing a potential to assess the performance of managers” but
warned that “its usefulness and efficiency in this respect is an
issue which has received little detailed examination by histori-
ans.” [[This debate is at the heart of our own enquiry into the
history of the present (C above), a present which is character-
ized by the proliferation of performance indicators [Power,
1997]1.11

o Boyns and Edwards [1996, p. 43] correspondingly argued
that our definition of managerialism focuses exclusively on
“control of the workforce,” contrasting Aucoin’s wider defini-
tion:

Managerialism, in contrast to the traditional bureau-
cratic ideal of ‘administration’, ... emerged in the pri-
vate sector, ... [because of] an increased concern with
‘results’, ‘performance’ and ‘outcomes’. Hence higher
priority is given to the ‘management’ of people, re-
sources and programmes compared to the ‘administra-
tion” of activities, procedures and regulations.

[[We disagree with Boyns and Edwards’ interpretation of our
position for the reasons already given and because Aucoin’s
definition essentially matches our own.? The important differ-
ence of insight lies in our focus on how this managerialism is
exercised “grammatocentrically” through “writing, examining
and grading,” as a “positive system of power which deploys the
feedback of expert knowledge to identify weakness and engi-
neer improvement” [Boyns and Edwards, 1996, p. 42]. We have

?2“Management refers to the effective co-ordination of both ‘men and
matériel’ (to use the military term)” [Hoskin and Macve, 1994a, p. 18].
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set this argument out more fully in Hoskin and Macve, 1990.]]
Boyns and Edwards [1996, p. 44] therefore asserted that our
“narrow focus” on “human accountability” [e.g., in Hoskin and
Macve, 1994a; Fleischman et al., 1995], in particular on estab-
lishing “the precise sequence of development that led to the
widespread adoption of standards for measuring human per-
formance that are the basis of modern managerial control,”
puts us at risk of “missing, or ignoring, significant develop-
ments and, possibly, discontinuities in accounting over the last
two centuries.” [[For the reasons already given, we reject this
characterization of our overall framework and research agenda.
We have explained above why we have given priority in much
of our work to date to the issue of standards of work per-
formance. However, our actual archival research, in order to
emphasize what we see as distinctive, has necessarily had to
look also at the related developments in other aspects of man-
agement and management accounting in the enterprises we
have surveyed. Where we differ in substance from Boyns and
Edwards and other economic rationalist accounting historians
is in how we interpret the relative significance of those different
kinds of changes in practice. The theoretical, evidential, and
historiographical reasons that form our own interpretation, as
in D and E above, have been previously discussed.]]

o Boyns and Edwards then proceeded to the heart of their
paper and examined the Dowlais ironworks in the mid-19th
century “to assess whether or not they used their system for
achieving human accountability or for other purposes,” essen-
tially as we ourselves might have done. The conclusions they
drew from the evidence, that the accounting system was not
used for labor control in the 1850s, are, however, very different.
They considered that we would regard this “lack of concern
with labour discipline and performativity to represent entrepre-
neurial failure,” while they would regard it as a rational deci-
sion by Dowlais management given the likely costs and benefits
of attempting to add this kind of accounting control to their
existing structure for work-force contracting and discipline, un-
der the prevailing conditions in the labor market. This same
argument was essentially used by Tyson [1990] with regard to
the Springfield Armory work force in the 1830s [Hoskin and
Macve, 1994a]. [[To this our response would be, there was no
entrepreneurial failure; rather, the conditions of possibility
which enabled the introduction of the new human discipline in
the U.S., particularly the West Point influence, were not yet
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manifest in the U.K. as they had not yet been in the U.S. at
Springfield under Lee’s superintendency:

To come to treat human performance like that of a
machine, functioning as if it is observable, measurable
and controllable in terms of efficiency, is to create a
new discourse and a new way of seeing, describing and
controlling the world [Fleischman et al., 1995, p. 174,
cited by Boyns and Edwards, 1996, p. 44].

Boyns and Edwards (similar to Tyson [1990] mutatis
mutandis) saw sufficient explanation for the lack of an account-
ing focus on human performance in the economic conditions at
Dowlais at the time. But to convince their skeptics, they would
need to identify what change in costs and/or benefits would
have been sufficient to make the change worthwhile. There is
certainly no doubt that Dowlais, like other 19th century con-
cerns, would have benefited from an improvement in labor dis-
cipline to minimize the cost disadvantages of downtime of ex-
pensive capital facilities [Boyns and Edwards, 1996, pp. 51-53],
especially under Clark’s strategy of increasing output to reduce
unit costs (see our discussion of Boyns and Edwards [1997a]
below). As Boyns and Edwards argued, the nature of 19th cen-
tury labor contracts, in particular the ways in which internal
contracting could substitute for accounting for and control over
individual workers’ labor costs, is an area where detailed
knowledge is still largely lacking. Nevertheless, if one always
assumes that accounting changes are an optimal response to
changing costs and benefits, it is trivially true to conclude that
any particular accounting configuration must have represented
a rational trade off of the costs and benefits as currently per-
ceived [Boyns and Edwards, 1996, p. 55]. We accept the tautol-
ogy, but we believe it has potential empirical content because
we have an historical theory of what it was that was missing
from the perceptions of the Dowlais managers. They were
trapped in the premodern discourse that could not yet see hu-
man performance in the same scientific terms as machine per-
formance (see propositions D and E above).]] From Boyns and
Edwards’ own perspective, of course, what is more significant
about Dowlais is the different way in which the accounting
system came to be used following the change in top manage-
ment in 1855. As this is also the substance of their 1997a paper,
we will discuss it under that heading.

Boyns and Edwards [1997a]: This paper was not structured pri-
marily as a critique of our own position, although the introduc-

Published by eGrove, 2000 127



Accounting Historians Journal, Vol. 27 [2000], Iss. 1, Art. 14
Hoskin and Macve: Knowing More As Knowing Less 119

tory and concluding sections repeated the observations that the
work of “Foucauldian writers” such as ourselves “has given par-
ticular weight to the specific developments at the Springfield
Armory in the 1830s;” that “there often appears to be an im-
plicit assumption” that “developments in Britain were . .. iden-
tical, either in form or timing, to those in America;” and that
“Foucauldians” have attributed the development of manage-
ment accounting “to the need for managers of corporations to
control and discipline labour by rendering their actions visible
and calculable. ... ‘managing by the numbers’ ” (pp. 19-21).
[[As already stated, we reject these interpretations of our posi-
tion. See A, B, E, and F above.]]

A more important target was Chandler. “It is directly im-
plied in his work that the direction of causation runs from
strategy, through structure to accounting,” although it is noted
that Johnson and Kaplan suggested the reverse causation and
“that developments in management accounting, rather than
having been a consequence of the emergence of large-scale
businesses, ‘may have facilitated the growth of large scale
firms’” (p. 20). Boyns and Edwards’ own conclusion was that,
“the link is more complex, possibly reflecting ... a symbiotic
rather than causal relationship” (p. 41). [[We would agree. The
relationship between strategy and structure in the new 19th
century managerial U.S. railroad corporations reflects the im-
pact of the West Point graduates on both [Hoskin et al., 1998].]1]

Boyns and Edwards were concerned to settle the definition
of management accounting, where they adopted the ICAEW'’s
1954 definition, “any form of accounting which enables busi-
ness to be conducted more efficiently” (p. 22). [[For the reasons
given at A above, we have no quarrel with this as a working
definition, as we do not believe our theoretical and historical
differences of substance relate to the definition of management
accounting, but to what have actually been its most significant
developments in the 19th and 20th centuries. However, we
would repeat our view that management accounting is more
than just business statistics.]]

The substance of Boyns and Edwards’ paper plots the
changes at Dowlais, one of the largest industrial enterprises of
the mid-19th century and a forerunner of today’s GKN plc,
where, following the death of Sir Josiah John Guest, direct
management responsibility passed in 1855 to G.T. Clark. Clark
was accountable solely to the trustees of the Guest family es-
tate, the family now becoming absentee owners. Clark revived
Dowlais’ fortunes dramatically by a strategy of which the major
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elements were (1) ensuring full use of capacity to reduce unit
costs; (2) successfully gambling on technological advance by
being the first manufacturer to adopt the new Bessemer con-
verter to move into more profitable steel production; (3) inten-
sifying the coal-mining activity to secure adequate supplies for
his enlarged furnaces, thereby also diversifying into a new
product for sale; and (4) abandoning the policy of the London
House of maintaining high prices for the sale of final output.

Boyns and Edwards saw the changes in management struc-
ture as less extensive than had been previously argued by other
economic and business historians, but they did see Clark pay-
ing much more attention to the implications of the cost ac-
counting figures in relation to adopting and monitoring his
high output strategy and to identifying the cost savings and
other benefits from diversifying. His new general manager, Wil-
liam Menelaus, was routinely requiring “from each department
weekly reports on a few centrally-determined strategic statis-
tics, such as output, costs and hours, and giving similar sum-
maries to Clark” (p. 29). The new accountant, William Jenkins,
was able, as he put it, gradually to “alter the system in the large
accounts of this place” so that “the transactions of the Com-
pany in the Books here are I think becoming more clear and
simple.” He began in 1860 providing Clark with annual reports,
supported by many pages of detailed analysis (p. 32). The un-
derlying cost accounting routines, however, may not have
changed very much. The cost sheets, of which the surviving
examples are all from before 1855, showed “the following three
fundamental features . .. : the company used, as far as possible,
transfer prices that exactly recovered costs incurred; the ac-
counting method used was total (absorption) costing; and, con-
sequently, profit recognition was delayed until products were
sold to the customer.” By 1851, the cost sheets reflected: “fig-
ures in terms of cost and quantity for inputs and outputs on a
total and per ton basis” and “inputs per ton of output expressed
in terms of cost and quantity.”?® It is also known that “the
information was extracted from the books of accounts kept at
Dowlais and that these were kept on the double entry basis”
(pp. 33-34).

Boyns and Edwards summarized the use of this informa-
tion: “Whilst some evidence exists, therefore, of the use of cost
information by the Dowlais management prior to the Clark era

3Similar information can be found in the “view-books” of Northeast coal
mines in the BIR [Fleischman and Macve, 2000].
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of control, it is not very strong and does not suggest any major
role for the accounting/costing system in management decision-
making. This situation was to change, however, when Clark
assumed control” (p. 36).

Clark’s response to the crisis he inherited was to undertake
extensive capital expenditure to refurbish the plant in order to
increase output and thereby reduce the cost of manufacture.
Improvement in profitability soon followed. For 1855-1856, the
accounting records had shown that the cost per ton of finished
iron had risen to nearly £7. 18s. 1.6d, while the selling prices
had declined below that cost by an average of more than 18
shillings per ton (p. 36). But in 1857, Menelaus prepared a
series of ad hoc reports for Clark based on figures supplied by
Jenkins and others demonstrating (1) the difference in yield
(i.e., improvement in output per ton of coal used and the conse-
quential cost saving of £28,000 per annum) achieved, in part,
through weekly monitoring of each furnace’s output as changes
in manufacturing methods were tried and through comparison
of yield figures with those of local competitors; (2) the improve-
ment in efficiency of use of other inputs from trying different
input combinations, measured per ton of iron produced, and
the consequential cost saving of £7,800. 14s. 8d per annum; and
(3) comparisons to show the falling total cost per ton of output,
although the computation of total cost was complicated by
some of the £23,643 cost of capital improvements having been
charged as current costs. There are also calculations of the
implications of now needing both to build the country’s most
powerful mill to exploit the potential for increased production
capacity and also to increase coal production.

By 1859, there are calculations by Menelaus of the benefit
of paying the asking price of £50,000 for another ironworks in
order to obtain cost savings on coal by exploiting its mining
lease and by substituting small for large coal, to secure coal
supplies, and also to obtain the benefits of diversifying into the
sale of coal. Boyns and Edwards summarized, “The specialist
reports made heavy use of costing information as a basis for
assessing the effect of previous decisions and as a prominent
input in formulating new plans. We also imagine that routine
data was used on a day to day basis by middle management to
identify inefficiency and waste, though insufficient material has
survived to prove conclusively that this was the case. We know,
however, that cost and yield analysis featured prominently in
the annual reports prepared by Jenkins for Clark....” (pp. 40-
41).
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Their conclusions to the paper were that the use of ac-
counting information at Dowlais developed in an evolutionary
fashion from existing systems in order to meet changing man-
agement needs, so that the relationship between strategy, struc-
ture, and accounting change is more complex than Chandler
had proposed. Clark introduced a clear, new strategy, sup-
ported by costing and other production data. Although there
were some top management changes, Dowlais was already, and
remained, a multi-unit business with distinct departments.
While the use of accounting information intensified, there was
no marked change in the system itself.

Pointing out that there is no evidence of the use of the
costing system “directly to monitor and control the perform-
ance of individual workers, be they unskilled labourers ... or
the managers of different departments” (p. 42), Boyns and
Edwards again argued that this suggests “fundamental differ-
ences between the British and American approaches to man-
agement accounting” and called for “comparative research”
which “could yield some important findings for contemporary
debates” (p. 43). [[As already noted, exploration of such differ-
ences underlies some of our own work [e.g., Fleischman et al.,
1995; Fleischman and Macve, 2000].

As to the central issues, Boyns and Edwards clearly
handled the evidential issues very carefully. Whether one
adopts the perspective of our work, that of their other studies
[e.g., Boyns and Edwards, 1997b], or that of others [e.g.,
Fleischman and Parker, 1992, 1997], their major conclusions
about the changes at Dowlais fit well with the general picture of
U.K. management accounting developments around this time.
They also fit with our main thesis as to the different pace of
developments in the U.S. and UK. (see B and F above). In
generalizing from Dowlais to modern issues, one would, how-
ever, need to take into account some significant factors about
Dowlais as Boyns and Edwards describe it. It was still a private
company, and Clark himself observed that he would not have
been able to persuade a meeting of stockholders in a limited
company to endorse his strategy. While the operations were
divided between departments with middle managers, Clark’s
own dominance was total and “despotic” (p. 41), quite contrary
to that now prescribed by codes of corporate governance. Al-
though a manager himself, he appeared to share the entrepre-
neur/owner’s outlook as expressed by his neighboring
ironmaster, William Crawshay II, who wrote to his son in 1860
[as quoted by Pollard, 1965, p. 22]:
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I know what the Master’s Eye is—nothing can go long
without it and I dread the consequences of your longer
continued inability to personally look after the large
concern at Cyfarthfa.?*

As to the historical insights from identifying Clark’s use of
the costing information in support of his strategy to rescue
Dowlais and secure its long-term survival, the main plank of the
strategy did not really require any more sophisticated analysis
than that greater volume of output reduces unit costs. Precisely
what those costs were was less important, as illustrated by the
accounting treatment of new work and consequently of depre-
ciation. There was also plenty of mileage in the direct cost sav-
ings from the more efficient use of cheaper coal and other raw
material inputs. Complex profitability calculations of price and
volume do not seem to have been undertaken. Clark’s faith in
cutting prices was not shared by the London House agent re-
sponsible for sales (p. 28):

we have never yet arrived at an understanding of the
comparative loss of reduced make’ and ‘full make at
losing prices’. The result of the latter are those which
are more prominent here to our eyes—the former to
yours—and I can well understand the difficulty of com-
parison is great.*

Clark’s own remuneration was incentive-compatible with
his chosen strategy [Gietzmann, 1995]. In 1858, he proposed, in
addition to his salary, a commission based on sales above
60,000 tons of iron per year (p. 27).

Finally, the observation that use of cost accounting infor-
mation is intensified during crises, or when owners/managers
suddenly discover a need to get control and find out what is
going on, is paralleled in earlier examples such as Wedgwood’s
pottery [McKendrick, 1970] and Boulton and Watt’s Soho
Foundry [Fleischman et al., 1995]. It is not always clear how
intensively the information continued to be used after the crisis

3Dufaud reported in 1823 that at Cyfarthfa, “all costs are known,” but this
was the result, not of “extensive costing systems but via subcontracting rates
established between the mine owners and entrepreneurs in the mines who
hired their own labour on the basis of independently determined wage con-
tracts” [Bhimani, 1998b, fn. 4]. Further discussion of such internal contracting
appears below.

3At this period on the U.S. railroads, such comparative calculations were
commonplace and a particular feature of Haupt's strategic thinking on the
PRR [Hoskin and Macve, 1994b].
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had passed, and how far one can generalize to the likely routine
use of such information by other industrial concerns.*

At the routine level, as Boyns and Edwards [1996, p. 48]
put it, Dowlais’ multi-unit structure meant that it “had a need
for administrative co-ordination and to keep the production in
the various departments ‘in balance.” ” As we see it, much of
this need would presumably have been met by physical rather
than monetary accounting measures.?” Clearly routine account-
ing records have many actual and potential uses (our proposi-
tion A above), and it is interesting to have these various uses at
different times and in differing circumstances illustrated. How-
ever, we would still argue that the development that gave them
their most powerful, continuous, modern role, going way be-
yond that of statistics or simply organizational routine, was the
development of what we have called human accountability
within a defined organizational structure. The negative evi-
dence from Dowlais set out by Boyns and Edwards in respect of
human accountability and labor control confirms our own
work on other U.K. enterprises, and on U.S. enterprises before
the Springfield Armory episode.]]

Boyns, Edwards, and Nikitin [1997a]: This valuable study [see
also Boyns et al., 1997b] charted developments in France and
Britain, and illustrated (p. 18) the now generally well-accepted
thesis that French 19th century accounting texts were ahead of
French practice. By contrast, U.K. accounting practice was of-
ten well ahead of accounting texts, which only began to appear
towards the end of the century [Boyns and Edwards, 1997b].
Clearly, from our own perspective, research on accounting de-
velopments in France is of particular interest, given the devel-
opment of the pedagogic regime at West Point from French
models.?® There is not space here to discuss all the issues that
the authors raised in examining the possible reasons for this

%As Loft [1995, p. 22] recounted from an interviewee who had been a cost
accountant between the two World Wars: “If the business was making a profit
they weren’t concerned with all my records...in my time, I gathered a lot of
statistics which have never been used.”

3See also Payne [1988, p. 32] re Cyfarthfa in 1825, citing Jones [1985, p.
136].

3¥For a history of Gribeauval’s experiment with interchangeable-part
manufacture of French artillery, see Alder [1997]. The potential links to Eu-
rope go deeper given the Prussian development of professional examinations
for military officers from 1808, reflecting the existing university-based training
of civil officials [Hoskin et al., 1998].
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differential development. We simply note that, in their intro-
ductory chapter, the authors complained that “Foucauldian ac-
counting historians believe that their methodological approach
is broader than that followed by other accounting historians,
and are particularly critical of what they call ‘traditional’ ac-
counting history.” The authors went on to state that, while they
themselves adopt an essentially economic rationalist approach,
they are nevertheless “willing to acknowledge the potential in-
fluence of other factors, including the socio-political and his-
torical contexts of a period” (p. 6). In their concluding chapter,
they repeated their criticism of our focus on “shopfloor labour”
and the Springfield Armory as an “incomplete” analysis of man-
agement accounting’s development (pp. 180-181). [[We have re-
butted this criticism above. Here we do no more than note
Bhimani’s [1998a, p. 397] surprise, in his review of this book, at
the authors’ summary dismissal of the Foucauldian approach.]]
Boyns et al. do, however, confirm that they had found no posi-
tive evidence in Britain or France of accounting before 1880
being used principally to control labor (p. 181).%

TYSON

We have previously responded [Hoskin and Macve, 1994a]
to Tyson’s [1990] critique of our work on the Springfield Ar-
mory, where he received support from Boyns and Edwards
[1996, p. 43], so we do not repeat our arguments here. We have
also challenged Tyson’s [1992] conclusions concerning the use
of cost information at the Waltham-Lowell mills [Hoskin and
Macve, 1996], but Tyson [1998] has now restated his own case,
and it is to this paper that we now briefly reply.

Tyson [1998]: At the Lawrence Manufacturing Co. in the 1840s,
the costings included six-month schedules, integrated with the
double-entry ledgers, analyzing profits and costs by each of five
mills for nine individual varieties of cloth. The main thesis of
our 1996 paper was the contention that the sophistication of
these Waltham-Lowell companies’ cost analyses, and the extent
of their use for management purposes, had been overstated by
previous researchers. The accounts had been taken as evidence
that a modern managerial approach was already being adopted
in manufacturing contexts for the purpose of developing a re-

MFurther research is needed on Decazeville [cf. Hoskin and Macve, 1988,
p- 641].
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gime of cost control and performativity within the factory. We
suggested that they have a different explanation, as calculations
made for classic mercantile purposes to track flows of money
spent and received in manufacturing. Their arithmetical preci-
sion reflected the conditions under which the calculations had
to be carried out and verified rather than their economic sig-
nificance. It is important for accounting historians to allow
modern intent in such accounting only after the most stringent
scrutiny of the evidence.
Tyson [1998] responded in three main ways:

° Our narrow interpretation of managerialism and manage-
ment accounting is focused on the development of labor stand-
ard costs and variances, ignoring other important managerial
functions and corresponding uses of accounting information.
[[We have dealt with this argument, which we consider to be a
basic misunderstanding of our position, above in relation to
Boyns and Edwards’ criticisms (see also our propositions A and
E above). Anyway, it is irrelevant to the thesis in our 1996
paper that there is no evidence of the supposed other uses of the
information by the mill owners/managers.]]

e  We “wrongly imply that decision making based on subop-
timal information cannot be perceived as rational,” although
this line of argument is only “suggested but largely undeveloped
in the current [i.e., Tyson’s] paper” (p. 212). [[Although it is not
developed further, we have discussed this issue from a theoreti-
cal perspective above. One of the major motivations for our
own work has been to try to understand how such “inherently
problematical” information [Ezzamel et al., 1990] has come to
play such a powerful role in modern corporate life.]]

o Tyson’s primary argument was that evidence from outside
the accounting records themselves does in fact demonstrate
that Waltham-Lowell owners/managers were using their ac-
counts in “a variety of decision-making, management control
and problem-solving scenarios” (pp. 211-212). [[The production
of such evidence would indeed refute our 1996 arguments
where we adduced evidence [from Lubar, 1984] that the mill
agent at Lawrence, for example, did not regard the costings as
of any great significance beyond demonstrating a full and hon-
est accounting for monies received and spent:

expenses are not easily distributed with entire accu-
racy, nor is it of much importance whether it is so or
not, so long as it can be fully documented that the
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funds have been faithfully applied and correctly ac-
counted for.

Tyson [1998] did not comment on this first-hand observation.
Neither did he adduce any substantial evidence of the use of the
costing figures for management decision making and control.*°
Tyson cited a number of secondary opinions, but when he
turned to the primary sources, rightly looking for evidence “be-
yond the ledger,” the best he could come up with was (1) an ad
hoc report at Merrimack Manufacturing Co. which, if anything,
suggested that the apparent cost should be ignored in making
the most economically favorable decision (p. 217 and fn. 15),
and (2) a surmise that “it is not unreasonable to assume that
Nathan Appleton read the cost reports he received regu-
larly ...” (p. 217). See our comments on evidence above.

To be fair, Tyson admitted (p. 218) in relation to the de-
tailed information about mill and product costs that, “it is un-
clear whether or how it was used in deciding which mill should
manufacture particular grades of cloth” (spare capacity may
have been the decisive factor) and “unfortunately, the available
evidence does not permit a more precise conclusion about the
actual use of cost information” although “it can also be argued
that summary reports*'! contain information that, when ex-
tracted, could be used for production control” (our emphasis
added). While Tyson unsurprisingly was able to find correspon-
dence and minutes in the archive which exhibited awareness of
considerations of quantity and cost on the part of mill owners/
managers in making decisions, he adduced no primary evidence
of the costs reported in the formal accounting system being
directly utilized for any such management purpose, however
widely defined. He merely repeated the assertions and conclu-

“While Tyson quoted (p. 215), from Lubar’s Ph.D. thesis [1983, p. 150],
Lubar’s own opinion as: “Cost accounting enabled managers and owners to
communicate the results of the mill operations. It allowed them to evaluate
technologies, to assess the productivity of employees, and, more generally, to
establish and maintain control over the operations of the mill,” Tyson was left
speculating over the paradox that Lubar appeared to be describing a so-called
“Hoskin and Macve” type managerialism when there is actually no evidence of
accounting for labor discipline at the Lawrence mills (p. 215). When it comes
to secondary opinions rather than primary sources, we would place more
weight on a refereed article such as Lubar [1984] than on a dissertation.

“"We do not understand why Tyson [1998, pp. 218-219) appeared to argue
that we ignored the six-monthly “Analysis of the Profits,” when this was the
major focus of both Porter’s [1980] and our 1996 paper. However, Tyson again
only conjectured potential uses of the information therein.
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sions of other historians who probably failed to understand the
reasons for which such cost analyses evolved out of traditional
mercantile records.]]

VERSIONS OF THE NEW ACCOUNTING HISTORY

Boyns and Edwards [1997b, p. 7] have commented: “In her
otherwise admirable survey of the different methodological ap-
proaches—traditional, neo-classicist, Johnson and Kaplan,
labour process and Foucauldian—Loft (1995) does not attempt
to present a new, consensual view of the development of ac-
counting.” We ought therefore ourselves to review in detail the
growing number of recent overviews of accounting history re-
search in an attempt both to indicate where we believe our
approach complements those of other accounting historians,
and where substantive differences remain. A fuller version of
that project must await another paper as, at this meta-level of
critique, the various overviews do not directly criticize our own
approach, although clearly such criticism is often a logical im-
plication of the views expressed [e.g., Oldroyd, 1999]. We there-
fore restrict ourselves here to an abbreviated, nonspecific “re-
view of reviews” of accounting history research. We identify
three common themes in these reviews:

e  While there is often polemic between “traditional” and
“new” history, and between differing degrees of “critical” his-
tory (but also collaboration; e.g., Fleischman et al., 1995), the
new conventional wisdom is that plurality of conceptual per-
spectives, research questions, and methodologies is now to be
regarded as a sign, not of intellectual weakness, but rather of
both the maturity of accounting history and of its consonance
with the state of social science research and wider historical
research. Hence Boyns and Edwards should not be surprised
[cf. 1997b, p. 7] that “Loft (1995) does not attempt to present a
new consensual view of the development of accounting.” An
exception is labor process and Marxist critical history which
has a singular, clear, and exclusive, albeit monochromatic, view
of the main driver of capitalistic development and of
accounting’s role as its accomplice.

o The “new” history frequently focuses on individual, appar-
ently unconnected incidents in which changes in accounting, or
new accountings, emerge in order to explore the discursive and
institutional factors that underlay the “event,” to reveal the “en-
semble” of techniques and practices that constitute new forms
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of social and economic calculation, and to demonstrate the his-
torical contingency of what is called, or operates as, accounting
at different times and in different places, including the present.
e While new historians respect the archive, rightly arguing
its extension beyond traditional ledgers and accounting texts,
their particular interest in theoretical interpretation has so far
meant that much of the new history has primarily comprised
reinterpretation of existing histories and other secondary
sources rather than revisiting the primary archive to examine
whether it will bear the weight of the new interpretations.

In relation to these three themes, we ourselves neverthe-
less adopt historico-theoretical positions which in several re-
spects are closer to those of “traditional” historians [e.g.,
Fleischman et al., 1996; Oldroyd, 1999]:

o First, we approach our own study of accounting history
from a unifying perspective of seeking to understand the rela-
tionships between accounting change and a theorization of eco-
nomic and social change from antiquity to the present day. We
focus in particular on forms and modes of writing and calcula-
tion, and on how, through their interplay with certain other
practices (particularly pedagogic ones), they engender new
modes of discourse and new institutional forms, thus constitut-
ing particular kinds of power-knowledge interrelation. We build
on the work of Michel Foucault, but, given his own ignorance
of accounting and his other historical misunderstandings, have
developed our own theoretical view [Hoskin and Macve, 1993;
Hoskin, 1993, 1994]. Clearly such a view stands in contradic-
tion to other “unitary” views of accounting history, be they
“capitalistic”/economic rationalist or “labor process”/Marxist.*?

o Second, we believe that in any significant interpretive his-
tory of an accounting event, there should be an implicit, if not
explicit, attempt to understand its relationship to events at
other times and in other places, a hypothesis at least of how it
might fit into a broader conception of the history of account-
ing.** Without such a conceptual grounding, there is no way of
identifying what might or might not be a significant event in

“We have countered the criticisms made of us by the former school above.
We shall deal with the latter in a further paper, although we comment on the
inadequacy of its interpretation of changes in labor practices at the Waltham
Watch Company in our concluding coda below.

Although we ourselves have such a substantive conception, we consider
that this second requirement holds even if the researcher’s theory is that there
can be no such broader conception [e.g., Oldroyd, 1999].
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the sense, for example, that it illustrates the coming together of
significant linkages between discourses, practices, and institu-
tions. Implicit in our own approach to understanding what
have been the significant discontinuities in the history of ac-
counting is a parallel conception of what have been the conti-
nuities.

o Third, there must be a primacy of respect for the evi-
dence.** While the evidence may often be inconclusive, and
while it may be that many interpretations are plausible, never-
theless historical rigor demands that new interpretations dem-
onstrate that they are at least not incompatible with the surviv-
ing, primary evidence. Also, proponants of new interpretation
should have made the effort, in the spirit of Popper and scien-
tific “falsification,” to uncover and investigate sources of evi-
dence that might have the potential to discredit them.

Our larger project is therefore to write, or at least to con-
tribute, to a “new” history of accounting.*® We have begun by
seeking to identify the major discontinuities in that history that
claim priority on our attention. As we have argued above, our
work on the 19th century is not only or even primarily a “gene-
alogy” of the Springfield Armory event [cf. Miller and Napier,
1993]. At the same time, if we have interpreted that event
wrongly in the sense that there is no discontinuity discoverable
there, the rest of the endeavor would probably be built on sand.
However, if we have interpreted it correctly, and there is a ge-
nealogical link from West Point both to Springfield Armory
production and to multi-unit management on the railroads,
then our continuing genealogical task is to trace out how the
increasingly complex networks of change agents extended from
those sites into different spheres.

CONCLUSION

What then are the priorities now for accounting history
research? We would argue that tracing the networks of influ-
ence by which the new 19th century accounting transformed
individuals and organizations, first in the U.S., then in the U.K.
and Europe, and now globally, still requires much work to
build a coherent picture out of the pieces of the jigsaw. We have

4As we have previously affirmed in Hoskin and Macve [1994a, pp. 22-23].

#The late 18th century and 19th century period will be the subject matter
of Hoskin and Macve [2000]. Here we shall challenge Levenstein’s [1998] re-
cent revision and extension of the Chandlerian thesis.
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reviewed here a number of the negative findings from BIR his-
tory and early 19th century U.S. history. We need more positive
findings from U.S. history in the later 19th century and early
20th century. So we conclude with a coda, an example of how
the extension of the network of the newly significant discursive
practices might be traced. It is only a tentative example, as we
have not ourselves revisited the relevant archive, but it is sug-
gestive.

We do so, while re-echoing the calls in Fleischman et al.
[1995] and Boyns and Edwards [1996] for continuing investiga-
tion on both sides of the Atlantic, as well as in Europe and
beyond [cf. Boyns et al., 1997a, 1997b; Bhimani, 1998b], to
trace the conditions of possibility for the emergence of the key
defining characteristics of modern accounting’s power. Ac-
counting’s history must be further rewritten. While we must
discard some currently cherished knowledge along the way so
that there is a sense of loss and of “knowing less,” we hope that
thereby we and other researchers will indeed arrive at “knowing
more.

CODA: THE WALTHAM WATCH COMPANY AS A MOMENT
IN MANAGERIALISM’'S EMERGENCE

The Waltham Watch Company (WWC) has been celebrated
by U.S. historians as a major site for both managerial and tech-
nological innovation [Clawson, 1980; Hoke, 1990]. Recently,
Fleischman and Tyson [1996] have looked more closely at how
accounting may have contributed to this process. Their particu-
lar interest was stirred by the fact that the WWC, founded in
1849, still employed inside contracting (IC) up to the mid-
1870s. Given that it was both an innovative and successful en-
terprise, as the first mover and then global market leader in the
mass production of watches into the 20th century, this is an
intriguing finding. IC has frequently been seen as a premodern
form of organization. From an economic rationalist point of
view, it has been seen as less efficient for managing large, com-
plex businesses than full-blown, bureaucratic, managerial con-
trol, supported by cost and management accounting systems
[Chandler, 1977; Johnson and Kaplan, 1987], and as maintain-
ing a “producer ethos” inadequate to meet the forces of compe-
tition and insufficiently responsive to consumer choice
[Fleischman and Tyson, 1996, p. 64]. From a labor process per-
spective [Braverman, 1974], IC has also been seen as
premodern, an interim step on the way to the full capitalist
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subjugation of mass labor within managerial hierarchies. At
WWC, however, IC appears in the context of a highly modern
technological and economic success story. Fleischman and
Tyson therefore saw this as a strong refutation of both the eco-
nomic rationalist argument as to IC’s inefficiency, and the labor
process thesis [Hopper and Armstrong, 1991] that the elimina-
tion of IC was effected primarily as means to secure the control
of labor, with accounting as its tool [Littler, 1982, p. 66], rather
than to introduce a more economically rational means of man-
aging production.*®

We share much common ground here with Fleischman and
Tyson’s presentation of the operation of, and then change from,
IC at WWC. We have argued above for our own view of the
disciplinary nature of accounting control, and why we find the
economic rationalist explanation to be insufficient. We also re-
ject the labor process theory, not because more powerful con-
trol of labor was not an outcome of the elimination of IC (or
later of management based or standard costing, target costing,
ABC systems, etc.), but because the theory so preemptively nar-
rows an understanding of accounting’s significance.*” From our
disciplinary standpoint, accounting becomes a powerful knowl-
edge precisely as it begins to deliver cost and productivity
gains, as well as both work force and manager discipline, simul-
taneously. So Fleischman and Tyson concluded (p. 74) that at
WWC “the co-operation reflected in the raising and lowering of
wage rates, as well as partial operative ownership of the enter-
prise,*! was more suggestive of a power nexus to attain the

“In the light of Fleischman and Tyson’s [1996] work, the relationship
between IC and accounting-based modes of managerial control requires a
more comprehensive consideration than we can give it here. Further discus-
sion with regard to 18th/19th century U.K. mining practices is given in
Fleischman and Macve [2000] and to the Soho works of Boulton & Watt,
around 1800-1802, in Fleischman et al. [1995].

4Karl Marx demonstrated, from his own observations of factory condi-
tions in early 19th century England, how capitalist owner/managers sought to
extract more surplus value from labor through stratagems such as lengthening
the working day (“absolute surplus value”) or intensifying the rate of work
(“relative surplus value”) [Macve, 1999, p. 596]. This did not, as such, require
any use of sophisticated accounting practices, although accounting systems
could be deployed to facilitate such “sweating” once organizations became
much larger and individual workers became less directly observable to “the
Master’s eye.” But accounting could facilitate other modes of efficient manage-
rial coordination and control equally as well.

“In 1871, over 40% of the work force were shareholders [Fleischman and
Tyson, 1996, p. 69].
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common good [the firm’s wellbeing] than the labour process
vision of single-purpose exploitation.”

Fleischman and Tyson’s analysis of WWC also suggests that
the presence of IC as such was not such a significant feature in
defining the absence or presence of managerial control. Corre-
spondingly, its abolition did not signify a significant intensifica-
tion of managerial control, and in particular of accounting, for
whatever purpose. They cited (p. 73) Englander’s [1987, p. 445]
comments “about the uniqueness of company or industry fac-
tors,” so that each case needs to be examined in context. To
clarify that, however, we suggest that what is perhaps required
is a closer differentiation between modes of inside contracting,
noting that such quasi-market-based forms of control and coor-
dination as ROI and contracting out, nowadays called
outsourcing, are clearly compatible with the modern manage-
rial regime, as well as being frequently justified in transaction
cost terms.

The traditional IC model was for owners to strike a deal,
usually a labor contract with an overseer or manager, who was
then left to establish the work/reward ratio and the level of
potential personal profit in negotiating further deals with pro-
spective workers. However, Fleischman and Tyson’s analysis of
the IC model at the WWC (p. 68) challenged the view held by
Clawson that the system was traditional in this way.** Instead,
their interpretation of the limited evidence suggests that a very
different set of work relationships may have been in play both
while IC was in place and after its demise.

By the 1880s, when IC had been replaced and the internal
contractors had become salaried foremen, an eyewitness ac-
count by Fitch in 1883 [Fleischman and Tyson, 1996, p. 68]
describes a hierarchical control system where department fore-
men reported regularly to the superintendent:

monthly cards are prepared by the superintendent for
each foreman, stating the number and kind of watches
to be made. Each foreman makes a daily report of
work done and of the transfers of work between the
several departments, and to facilitate this each foreman

“Clawson [1980, p. 116] claimed that at WWC “the contractor of 1870 was
simply given a sum of money based on the contract price and the number of
units delivered. The contractor had complete control over this money and paid
his employees. The company had no records or formal way of knowing the
number of the contractor’s employees...or how much money the contractor
kept for himself.”
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has a bookkeeper, who is responsible to the superinten-
dent (our emphasis).

In other words, by this time at the WWC, there was a highly
disciplinary nexus. Centrally decided plans were relayed down
to each foreman, from whom daily reports were relayed back.
The production of each department and the coordination of
production overall were both open to continuous examination
and evaluation, with correction or improvement where neces-
sary. In addition, a formal objectivity was conferred on the
information generated through the separate definition of the
bookkeeper’s role as part of a staff (not a line) function. Thus,
workers, foremen, and bookkeepers would seem to have been
rendered calculable and calculating subjects of constant surveil-
lance and judgment through being brought within the interplay
of writing, examining, and grading.

But the historical question then is, when and how did this
disciplinary nexus emerge? Did it actually predate the abolition
of IC at WWC? Here Fleischman and Tyson tried to trace the
emergence of the IC model back to the early days of the com-
pany, but found (p. 68) that there is little direct evidence one
way or the other (no written inside contracts survive in the
archive) so that it is not clear how, or indeed whether, IC con-
tributed to the company’s success from the 1860s. However,
they cited indirect evidence from the reports of R.E. Robins, the
company’s treasurer.’® As early as 1862, Robins’ reports indi-
cate that “WWC executives were knowledgeable about the total
costs of IC” (although this knowledge refers to no more than
knowledge of the costs being paid to the internal contractors,
rather than how the piece rates for individual job workers were
determined). Job workers’ rates certainly do appear in the 1874-
1875 wage book, the earliest to survive, and reconcile with the
figures in the payroll book, indicating that there was an “inte-
grated record-keeping system.” Fleischman and Tyson [1996,
pp. 69-72] argued that, although the extant wage books only
date from the period in the 1870s during which the transition
from IC to direct employment was gradually being introduced,
the comparability of the “before” and “after” wage bills in the

Robins is clearly an important figure since he had rescued the WWC,
first founded in 1849, from a financial collapse suffered in the Panic of 1857,
buying it at auction [Hoke, 1990, p. 188]. He then teamed up with the original
founders, Aaron Dennison, the so-called “Father of American Watchmaking,”
and Edward Howard, to relaunch the company.
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accounts suggests that “the firm knew the wages paid by the
subcontractors to the underlings before their transition to day
rates.”

The evidence available therefore remains incomplete as to
what, if any, was the impact of IC, and of its subsequent de-
mise, on the success of WWC. Fleischman and Tyson suggested
in their conclusion (p. 72) that, while the conventional “eco-
nomic efficiency” arguments and the alternative “labour proc-
ess” analysis both seem implausible for explaining what went
on at the WWC, a “Foucauldian perspective may contribute to
enrich the discussion.”” We would agree, both in a general way
and with regard to the specifics of the WWC story. We would
suggest that their interpretation of the limited evidence for the
nature of the detailed changes in accounting and control sys-
tems for labor there can be buttressed by looking beyond the IC
process itself to locate it in what is known of the early
company’s wider technological and organizational develop-
ment. In particular, we can trace the influences of Springfield
Armory practices on both these dimensions of its development.
We suggest that these influences are far more substantial than
has been recognized, and that what they reveal is WWC re-
making itself, in a general way, as a locus of disciplinarity.

Historians of technology have already celebrated the fact
that Waltham was the first watch company to have taken up the
interchangeable-part manufacture approach, as developed at
the Springfield and Harper’s Ferry Armories [Smith, 1985], and
then to have adapted it to the very different, high-precision
demands of watch making.’> An initial debt to Springfield is
clearly acknowledged in that WWC'’s cofounder, Dennison, first
had the idea of mass-producing watches when “inspired by a

SIFleischman and Tyson observed (p. 72) that “historians of the
Foucauldian persuasion have not addressed specifically the issues of IC in
early US industrialization.” We agree that further examination is necessary,
but we have examined the case of the Springfield Armory which, right from its
beginning at the start of the 19th century, had its own managed work force,
even though IC was normal for the industry and was used at Harper’s Ferry
Armory [Ezzamel et al., 1990, pp. 158, 160].

2As Hoke [1990, pp. 181-182] pointed out, this entailed adopting the
system’s key features as “a model-based system” which therefore required
“gauges made to fit the model, interchangeable parts, manufacturing to fit the
gauges,” and then adapting this to the machine production of watch parts. This
required both the design of unprecedented machines and machine tools, and a
radical redesign of gauges which could pass good parts at the required
microlevel of accuracy.
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visit to the US Armory at Springfield” [Hoke, 1990, p. 181].
However, this visit alone did not make for a successful enter-
prise since the company, as noted, went under in 1857 before
being rescued by Robins. It appears that, as with arms manu-
facture before it, the technological transformation problems
proved unanticipatedly huge and vastly expensive in both time
and money terms.>

It is at the subsequent stage of relaunch, however, that a
move to disciplinarity, largely shaped by Springfield Armory
technical and organizational practice, seems to have gathered
momentum. The historical record indicates that the company
moved impressively fast, from 1858 on, to solve its technical
problems and to become economically successful. By the early
1860s, it had achieved step increases in productivity. Whereas
in 1854, it took 21 man-days to produce one watch, by 1862 the
time was down to three days [Hoke, 1990, p. 250]. The associ-
ated savings in cost per unit were dramatic, if unrepeatable.
Subsequent to 1862, when another financial failure loomed
with the onset of the Civil War, production levels and profits
soared. The original company had produced less than 5,000
watches from 1849 to 1857, but now WWC produced 38,103
watches in 1864 and totaled over 18 million by 1910 [Hoke,
1990, p. 184].

No doubt a number of factors contributed to this turn-
around. The increasing success of the move towards automated
part-production was one. The contingent intervention of the
Civil War was another, as the market for domestically produced
watches took off with the virtual disappearance of foreign
watches.”* A third factor would seem to have been an insightful

3We have noted before [Hoskin and Macve, 1994a, p. 24, fn. 10] Smith’s
[1985, p. 86] estimate that the arms-making uniformity project involved a total
investment of over $2 million in 19th century prices, spread over 40 years
before reaching success in the 1840s. The time and dollar investment was
much less for this second-phase industry, but we note the comments of
Dennison’s partner, Edward Howard. Reflecting well after the financial col-
lapse and rebirth of WWC, he observed [Hoke, 1990, p. 189]: “When I look
back ... I am astonished at the endurance and perseverance with which I
stuck to the task. ... Could I have seen beforehand the trials and tribulations, I
never should have made the first movement. Millions would not tempt me to
go over the same ground.” These constitute two interesting asides on the vi-
ability of the theory that we criticized above that successful organizational
transformations are the result of the rational, comparative calculation of trans-
action costs.

%The effects of the Civil War initially included huge financial hardship,
hence a near collapse in 1862. The work force, Robins notes, agreed to forego
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application of strategic thinking given this sudden market op-
portunity. On the one hand, production seems to have been
targeted to maximize consumer choice and capture a wide
swathe of the market. A full product line was on sale by 1864,
led by the $13 Wm. Ellery grade which acquired brand value as
“the so-called Soldier’s Watch” [Hoke, 1990, p. 248].5° By 1867,
there were 24 grades of watch, basically assembled from the
same standard parts and differentiated by the quality of rela-
tively few of these, such as the jeweling, balance type, and regu-
lator type [Hoke, 1990, p. 183]. On the other hand, Robins, and
presumably the Board, evinced a strong sense of the impor-
tance of investing to maintain technological leadership, even to
the detriment of short-term dividends. In 1862 the dividend was
passed, and in 1867 it was cut back.>

Thus, by 1870, WWC had become a highly profitable and
productive company, resurrected from the ashes of a dozen
years before; a company, furthermore, which was well aware of
the joint importance of long-term thinking and short-term
effectiveness. A drive towards automation via research and in-
vestment was one priority, but this was matched by consider-
able market awareness and an effective approach to coordi-

up to 50% of their wages that year, contributing greatly to keeping the concern
going [1862 Report, cited by Fleischman and Tyson, 1996, p. 69]. At the same
time, no 1862 dividend was declared [Hoke, 1990, p. 251]. Given that in 1871
over 40% of the work force were shareholders, it is possible, if not likely, that
some in 1862 took a double hit. Subsequently, the War had beneficial effects,
not only in terms of the market opportunity it created, but also through an
inflation which helped to ease debt repayment. Striking dividend rewards en-
sued in 1864-1867.

>This strategy casts doubt on the allegation that IC systems reflect a pro-
ducer rather than a customer-oriented or marketing ethos, reflected, for ex-
ample, in Brown’s comments cited by Fleischman and Tyson [1996, p. 64].
Somewhat surprisingly, a similar allegation was still being made about WWC
in the 1880s, after the demise of IC there [see Moore’s comments cited by
Fleischman and Tyson, 1996, pp. 67-68].

In the 1867 report, Robins notes that the Board has resolved to “vigor-
ously press the manufacture” via increased mechanization, as “the only way
open to us by which to recede the cost of manufacturing,” even should the
“result of such a course ... be naturally to leave us temporarily without divi-
dends” [Hoke, 1990, p. 316]. In this regard, it is interesting to contrast the
belief of Clark at Dowlais in the 1850s that he would never have been able to
persuade a stockholders’ meeting of the necessity of a similar long-term strat-
egy of belt-tightening, investment, and expansion to overcome imminent disas-
ter.
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nating a low-unit-cost, high-productivity, production regime.’’
WWC might therefore be seen, in the context of its time, as a
pioneer of world-class manufacturing.

The value of a disciplinary analysis, certainly in compari-
son to a labor process one at least, seems clear. Controlling the
labor process was only one factor. WWC’s success came
through the first-mover advantages it achieved and then main-
tained by the application of differing forms of disciplinary
knowledge, including engineering knowledge, financial calcula-
tion, and market-sensitive planning. It was the interplay of this
set of disciplinary practices that made this an organized entity.

At the same time, the fashioning of business opportunities
out of Springfield disciplinary practices is striking. To give just
one example, one procedure followed at Springfield was stamp-
ing a serial number on each musket, both to keep track of
issues and to facilitate the provision of appropriate replacement
parts. As early as 1858, WWC had turned this process into a
marketing opportunity, advertising replacement parts by mail
purely “by sending the serial number and describing the part”
[Hoke, 1990, p. 246]. This implies that batch production to
stock was large enough, or replacement-part production reli-
able enough, to produce any required part to order. In addition,
as Hoke [1990, p. 246] observed, it implies that “the company
had a sufficiently sophisticated record-keeping system to pro-
vide the needed data.”

But it is in the wider integration of record keeping with
target setting into a general systematization of work across the
factory that the Springfield Armory precedents seem particu-
larly influential. At this early stage, productivity gains and cost
reductions were not achievable through automation alone,
since, as Hoke [1990, p. 182] stressed, only part manufacture,
not assembly, was automated, down through the 1880s at least.
As yet:

... Waltham’s mechanics, like their counterparts in the
typewriter industry, perfected the techniques to mass

5’Both goals come across in the data set out in Hoke’s [1990] tables. Ma-
chinery investment goes up year on year even in the crisis year of 1862. The
reduction in man-days of labor per watch continues though at a lower rate,
down to 2.2 in 1883 and 1.5 in 1905. The ratio of labor to output appears to
have been tracked as an important key to profitability. Robins, in his 1867
report, observes that “the gain in number of watches made [has been] ... forty
percent, while the average number of hands has . .. increased . . . about 12+%”
[Hoke, 1990, p. 248].
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produce parts, but still relied heavily on hand assembly
and adjusting.

Much of WWC’s economic success therefore came from its
success in implementing system across this great divide. That
system was not simply given, but made. Based on Hoke’s evi-
dence, it appears to have been made by directly copying the
Springfield disciplinary organizational regime, along with
adopting its commitment to developing as much automation as
possible, via research in the machine shop. As Hoke [1990, p.
181] put it: “The most important transfer of technology from
the armories to the watch factories was the imposition of a
rigid system of organization and the elevation of the machine
shop to a position of supremacy.”>®

From among the skilled mechanics hired following the refi-
nancing of 1858, Hoke [1990, pp. 189-190] singled out a few key
individuals, in particular James Shepard, who was hired di-
rectly from the Armory, and Ambrose Webster, who “came via
the Springfield Tool Company having served an apprenticeship
at the Springfield Armory.” According to Edward Marsh, who
came as Webster’s apprentice and later rose to be general man-
ager and the company’s historian, Webster was the most signifi-
cant single individual in the reorganization of the work process,
the man who realized “the imperative need of ‘system’ in creat-
ing and maintaining a successful manufacturing enterprise”
[Hoke, 1990, p. 191]. Marsh credits Webster with the two cru-
cial innovations: (1) securing agreement for treating the ma-
chining department not as a “burden” but as the potential
source of competitive advantage via its research into automa-
tion; and (2) applying “system” via a standardizing principle.
This he introduced first within the machine shop which then
“led to the standardization of sizes of certain ‘spindles’ and

The manufacturing situation was, in this respect, precisely analogous to
that at Springfield where, up until the Civil War, parts were also increasingly
manufactured by machine but still assembled manually. But then, the whole
point of Tyler’s study there had been to impose time and performance stand-
ards on each individual task, whether manufacturing or assembly, in order to
speed up and smooth the overall production of the musket as a whole, includ-
ing the transfer of work-in-progress from shop to shop. This was the heart of
the Springfield system, where the outcome had been that even highly skilled
manufacturing tasks undertaken by hand, such as barrelwelding, showed the
disciplinary outcome of productivity rises combined with falls in unit costs
from 1841 on [Hoskin and Macve, 1988, pp. 44-45].
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‘bushings’ which were common to a variety of uses” [Marsh,
cited in Hoke, 1990, p. 191].

This standardized approach to parts was combined with a
normalization of activity within departments and its coordina-
tion across the whole manufacturing process. It is not clear if
Hoke saw this as all due to Webster. On the one hand, he [1990,
p. 191] credited Webster for having been “able to structure the
work within the factory, and insist on a series of standard
measurements to which the individual operatives were required
to conform.” On the other, when discussing factory organiza-
tion in more detail, Hoke [1990, p. 242] simply said:

At least as early as 1863, and probably by 1857, the
Waltham Watch Company developed functionally
differentiated departments staffed by a highly skilled
and specialized workforce coordinated by the Super-
intendent.

In either event, Hoke was here describing an organizational
setup precisely like that implemented at Springfield in 1841-
1842 under Daniel Tyler’s direction [Hoskin and Macve, 1994a].
Furthermore, as at Springfield, the primary evidence indicates
an immediate and dramatic economic effect, with the fall in
man-days production per watch from 21 to 3. In the absence as
yet of clear archival proof one way or the other, our own appli-
cation of Occam’s razor would suggest that the most likely
source of this whole set of innovations, technological and or-
ganizational, is the Springfield Armory, with the means of its
adoption being the men who had worked there.

What we therefore perceive, in more general terms, is a
translation of disciplinarity in both its aspects. As we see it, the
expert disciplinary knowledge of the engineer was put to work
to solve a new series of technological challenges which, if
solved, were seen as having huge potential economic payoff.
The coordination and control of work, period by period and
project by project, was made subject to constant writing, exam-
ining, and grading. Whatever its precise form may have been,
accounting was clearly integral to this process. At the strategic
level, there was a value calculus within which possible future
outcomes were weighed, while in the everyday practice of man-
agement there was planning and appraisal of cost and produc-
tion levels. Thus, a new industrial mass-production sector was
born, wherein the visible hand would henceforward rule and
where, as Chandler has recognized, new entrants could only
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compete by adopting and hoping to improve on the same vis-
ible-hand advantages.>

What, then, was the significance of the IC system in the
WWC story, and how does a disciplinary analysis enrich our
understanding of it? We suggest, tentatively, that the continua-
tion of IC until the 1870s may well have been one of those
contingent outcomes that frequently accompanies a major
transformation. Given the prevalence of IC systems in early
19th century private-sector companies, we surmise that IC was
already widely established in the watch-making industry.

Given the dependence on hand assembly, there would be
no particular reason for its abandonment, and perhaps some
cost in dissatisfaction among key worker/managers. Therefore,
so long as work coordination could be rendered susceptible to
system, it was unimportant whether the IC system itself was
replaced or not. What mattered, in implementing system, was
the panoply of disciplinary practices. What specifically made
the organizational difference was the importation of the range
of such practices from Springfield through the insider knowl-
edge of men such as Webster, supported by the Board. The fact
that an IC system had not been used at the Springfield Armory
would therefore be of no real significance.

We may suppose that, as a tradeoff, an existing culture of
IC was allowed to remain in place, except that, as in so many
classic tradeoffs, the existing culture was thereby irrevocably
remade, given its relentless circumscription by the new disci-
plinary regime. Here Fleischman and Tyson’s [1996] arguments
about the level of managerial knowledge about labor at WWC
under IC fit with our own interpretation. IC was then, presum-

*Unsurprisingly, the first would-be competitor firm, the Nashua Watch
Company, was formed by a breakaway group of WWC mechanics in 1859 who
“attempted to manufacture the first mass produced precision American time-
keeper” [Hoke, 1990, pp. 189, 197]. Unlike WWC, Nashua did go bankrupt in
1862, and many of its key workers were then hired back, along with their
expertise and design improvements. Indeed, a “Nashua Department” remained
as a separate wing within WWC, “producing the company’s high grade + plate
movements” [Hoke, 1990, p. 255]. (We do not know whether or not this was
also an IC unit.) In any event, competition, and the hiring away of key employ-
ees, continued apace. WWC’s major competitor from the mid-1860s was the
Elgin National Watch Company, founded in 1864, which hired seven WWC
men, including Charles Moseley as the factory’s superintendent. Thus, a
Latour-style network [Latour, 1987] of expert men and knowledge developed
new nodal points in a way that made the boundaries of particular organiza-
tional “structures” supernumerary.
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ably, maintainable into the 1870s because it was not a serious
detriment to the effective management of the company, either
at the day-to-day or strategic levels. Equally, though, it appears
from Fleischman and Tyson’s analysis not to have commanded
any great allegiance by then. It seems to have been discarded
with minimal disruption, with the foremen becoming straight-
forward line managers within the hierarchical structure. Per-
haps the erstwhile contractors had indeed become, as Fleisch-
man and Tyson suggested, members of a managerial hierarchy
in all but name, and so were relieved in the end to be freed
from any residual demands of the IC system. Perhaps its de-
mise was connected with the advancing automation of the pro-
duction process and with the new managerial challenges posed
as assembly also became increasingly automated.

In any event, what we would then see is a more general
dissemination of the disciplinary practices first introduced into
the economic world at Springfield, as on the railroads, to begin
remaking the economy in general.®® By 1900, production at

®We recognize that not all have bought this scenario, even where the
evidence appears strong. For instance, Hoke himself [1990, pp. 253-254] con-
cluded his analysis by saying that, although “watch factory mechanics and
entrepreneurs were initially enthralled with armory practice, and several me-
chanics employed at Waltham had previously worked at the Springfield Ar-
mory,” in the end “these mechanics borrowed very little from the Armory
directly.” At the same time, Hoke’s overall thesis is that the rise of the Ameri-
can System of manufactures was really the result of private-sector effort, car-
ried through by the “Ingenious Yankees” of his book’s title. Against that con-
clusion, we would point out that, on his own evidence, the two sectors where
genuine modern, high-tech manufacturing was successfully achieved were
watch and typewriter manufacturing. In both, one may discern the importance
of the Springfield Armory connection, once one abandons a focus on industry-
specific emendations of the Springfield template. We have summarized the
evidence concerning WWC here. The typewriter case is perhaps less crucial,
since it comes later, with the first successful handmade, mechanical typewrit-
ers dating to the early 1870s, and the first version of mass production at
Remington’s, to 1873 [Hoke, 1990, pp. 146-149]. But Remington, of course,
had its own earlier Springfield connection. Having begun as an arms manufac-
turer, it was now looking to expand its generic skills to new potential products
and markets, such as sewing machines. Its first move in each case was there-
fore, on the Springfield model, to produce a “pattern machine, by which the
rest are to be manufactured.” It is not clear how effective the work-discipline
was at Remington. Perhaps because of this diversification, it failed and was
relaunched in the 1880s. The application of system may nonetheless be dis-
cernible in the organization of typewriter production; by 1886, Remington
carried out subassembly in three departments before final inspection [Hoke,
1990, p. 167]. But by this time, a more generalized move to work-discipline
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WWC was driven by “pneumatically controlled, self-feeding,
self-acting, self-gauging, automatic machine tools.” Perhaps as
early as 1890, women were sitting at banks of automatic ma-
chine tools on “roller chairs.” These were set on “miniature
railroad tracks in front of some benches which allowed an op-
erative to slide her wheeled chair past a row of automatic ma-
chines, inserting wire into one end of each machine and collect-
ing finished, interchangeable parts from the other end” [Hoke,
1990, p. 181]. At which point, the genealogy of managerialism
moves on yet another generation, reproducing Dennison’s own
experience on his visit to the Springfield Armory. As Hoke
[1990, p. 255] remarked, in concluding the WWC episode:
“Henry Ford was reportedly inspired to manufacture automo-
biles by his trip through the WWC.”¢!
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INTRODUCTION

In the early 1990s, there emerged a growing view, popular-
ized through the pages of important research journals such as
Accounting, Organizations and Society and Critical Perspectives
on Accounting, that traditional historical accounting research
was in some senses inferior to the “new accounting history.”!
The term “new accounting history” encompassed a number of
methodologies designed to produce what has become known as
“critical accounting history.” Among these methodologies, the
work of Foucauldians, particularly that of Professors Hoskin
and Macve, focuses on areas of particular interest to ourselves.
We address their literature in some of our work? for the follow-
ing interrelated reasons. First, we found it difficult to under-
stand the precise direction of their arguments concerning the
position of human accountability in the development of
modern managerialism and the relationship between human
accountability and modern management accounting. As
Funnell [1996] argued, language can create barriers, and we,
like others, found this a factor in our inability to interpret in a
meaningful manner the messages that Hoskin and Macve
wished to convey. Second, we were keen to encourage an inter-
change of ideas between historians of different persuasions.

'This was the title of the introductory article [Miller et al., 1991] to a
special issue of Accounting, Organizations and Society.

2Among our own publications, however, only Boyns and Edwards [1996] is
specifically devoted to a consideration of the application to 19th century Brit-
ish business of Hoskin and Macve’s broadly contemporary findings in the U.S.
context.
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Third, we perceived unwarranted criticisms from critical
accounting historians of traditional accounting history.?
Fourth, certain groups of earlier researchers were categorized,
in an apparently derogatory fashion, through the use of labels
such as “traditional,” “economic determinist,” and “economic
rationalist.”

BOYNS AND EDWARDS’ RESEARCH

Our research has been predicated on the conviction that
good management accounting history should be founded on
archival evidence, widely defined. We have therefore concen-
trated our attention on knowing more about the use of account-
ing and accounting techniques in British business from the in-
dustrial revolution period, through the second half of the 19th
century and into the 20th century, via archival-based research.
If this should, at a later stage, make it possible either for our-
selves or others to carry out grand theorizing, then this will
reinforce our feeling that the research which we have under-
taken has proved useful and contributed to “knowing more.”

In particular, our work on 19th century British manage-
ment accounting, through the analysis of archival records in-
formed by our interpretation of contemporary texts and studies
of accounting’s past, has been directed at the following:
¢ to discover the accounting practices followed by business en-

tities and to understand the context in which particular pro-
cedures were developed and others discarded;

e to demonstrate that there is a form of accounting outside
“human accounting” that might make a serious claim to
serve as an effective basis for managing a business enter-
prise;

e to test the impression conveyed, “perhaps unwittingly”
[Boyns and Edwards, 1996, p. 40], that 19th century British
developments in accounting were the same as in the U.S,;

e to press the point that accounting practices employed in Brit-
ain fit reasonably comfortably within a definition of manage-

3For example, see Miller and Napier’s [1993, p. 631] accusation of “a priori
limiting of the field of study to accounting as it currently exists, or to a particu-
lar accounting technique such as double-entry bookkeeping,” and Hopper and
Armstrong’s [1991, p. 405] concern that “[t]raditional management accounting
history has been fixated on a search for origins, on the questions of who did
what first, and when.”
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ment accounting. Here, the concern was to counter the im-
pression conveyed by earlier Foucauldian-based analyses
that the failure of businessmen to embrace human account-
ing meant that they were not “doing” management account-
ing.

In pursuing this research agenda, we have not adopted a
purely “economic rationalist” stance and have only devoted lim-
ited space to a direct consideration of the contribution of the
Foucauldian school. As pointed out in Boyns et al. [1997], al-
though we would locate ourselves within Loft’s “neoclassical
revisionist” school, we nevertheless accept that economic fac-
tors might not be the only ones influencing the adoption of
particular practices or modes of accounting at specific points in
time or space. We are aware of the fact that businessmen are
not atomistic profit maximizers even if “control of costs be-
came an essential fact of economic life for those businesses
operating in a competitive environment” [Boyns and Edwards,
1995, p. 32]. Also, we have specifically acknowledged the fact
that the socio-political and historical contexts of a period could
significantly influence events and outcomes [Boyns et al., 1997,
p. 5]. Hence, we consider it disingenuous for critical accounting
historians to imply, as part of the legitimization of their own
work, that traditional accounting historians have ignored non-
economic contextual factors. We are equally puzzled by the
idea, expressed in Hoskin and Macve’s paper, that we have “at-
tacked” their work. At most, we have argued, perhaps defen-
sively, against the idea that management accounting amounts
to nothing more than human accounting. But the allegation of
a “summary dismissal of the ‘Foucauldian’ approach” suppos-
edly contained in Boyns et al. [1997], incorrectly attributed to
Bhimani [1998] who we feel was equally mistaken in his finding
of a “terse critique levelled at mainly Foucauldian accounting
historians” [Bhimani, 1998, p. 397], is at odds with the relevant
content of that text [Boyns et al., 1997, pp. 5-6].

A notable feature of Hoskin and Macve’s analysis of our
own research findings to date is the demonstration of
complementarity rather than conflict, most significantly that, in
their view, our revelations concerning British company
accounting practices in the 19th century support, chronologi-
cally, their now more clearly articulated overall thesis. We have
no problem with this finding since, despite Hoskin and Macve’s
implication, the aim of this research was not to try to prove or
disprove their thesis. As indicated above, however, our princi-
pal research aim was to discover what was going on in Britain
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within the limitations of our own research paradigm. Our
findings of an absence of human accounting based on labor
standards at Britain’s largest industrial company, the Dowlais
Iron Company, in the mid-19th century [Boyns and Edwards,
1996] led us to consider what other mechanisms were em-
ployed to manage a labor force that rose from 5,200 in the
1840s to 8,500 by 1866. We are more than happy if our main
finding, that the management of labor in Britain at this time
was carried out not through human accounting but through
agents, subagents, contractors, piece rates, and the sliding
scale, has helped to improve the stock of relevant case studies
on which to base a theory of accounting development by
accounting historians viewing the past through a different lens.

HOSKIN AND MACVE'’S PRESENT POSITION

We do not wish here to challenge Hoskin and Macve point
by point, an approach which might serve only to highlight dif-
ferences not necessarily of any great significance. Rather, we
consider some of the implications of their presently published
position.

Hoskin and Macve’'s most recent paper is, in our view, a
welcome clarification of their theory, formulated on the basis of
a number of scholarly papers published over 15 years, of
accounting’s development from the beginning of the 19th cen-
tury. For us, and many others, the precise direction of their
arguments has not always been entirely clear. The current pa-
per is therefore to be welcomed for attempting to set out the
key stages in the development of “human accountability” in a
more transparent manner, even though many of the links be-
tween the various stages still remain to be demonstrated.

The essence of Hoskin and Macve's research agenda, as
now defined, stems from Miller’s notion of “calculable selves in
calculable spaces” [Miller, 1992]. To support their hypothesis, it
will be necessary for them to prove the diffusion of human
accountability from Springfield Armory, through the U.S. rail-
roads, to Chandler’s big business, and then to society as a
whole. Whether or not these links can be established is a matter
for future empirical research. We would see a particular prob-
lem to be whether the socio-economic context of believed re-
cipient organizations was amenable to the adoption of account-
ing techniques developed within a single government military
establishment. According to Hoskin and Macve, “Once forms of
what we have called ‘human accounting’” began to become inte-
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gral to the accounting field, accounting as knowledge discov-
ered its modern status as a discipline in its own right” (p. 95).
The implication here is that human accounting has become all-
pervasive in business [cf. Drury et al., 1993] and, indeed, society
in general. This hypothesis would seem to require evidence to
show that human accounting was used extensively in the U.S.
and, subsequently, through transmission to Britain.* Our
present work on management accounting and decision making
in Britain in the 20th century will, hopefully, disclose new
knowledge that will help test aspects of their “historical theory.”

In their paper, Hoskin and Macve suggest that the current
plurality of approaches in accounting history implies that the
subject has grown to maturity (p. 128) and stress that new
accounting history, which has contributed to this plurality, has
a “particular interest in theoretical interpretation” (p. 129).
While we would not wish to disagree with the view that ac-
counting history has come a long way during the last 15 to 20
years, and that the new accounting history has made an im-
portant contribution to this process, we would question
whether the knowledge base is sufficiently robust to support
broad theoretical constructions of the kind attempted by
Hoskin and Macve. Indeed, the fact that Hoskin and Macve’s
future research agenda is to be mainly directed at filling impor-
tant gaps in their newly articulated theory implies that, as yet,
our knowledge of what actually happened is deficient. Indeed,
the failure of the evidence to support any of the links of their
developmental chain of human accountability, not merely
whether they have got the Springfield Armory case right, would
mean that their theory will collapse.

In our view, the preferable route towards theory construc-
tion starts with the collection of a range of relevant evidence,
an approach which reflects our conviction that historical re-
search method should be driven primarily, though of course not
entirely, by an inductivist rather than deductivist approach. De-
spite our skepticism, we would not of course wish to deny any
historian the right to develop a broad theory of accounting’s
development and then to establish a research agenda which
helps them to prove its validity. We nevertheless feel that, given
that the examination of British and U.S. business archives, let

“Even those who perceive accounting controls as rooted in struggles as
firms attempted to control labor processes in various epochs of capitalist de-
velopment believe that such arrangements are “increasingly being questioned”
[Hopper and Armstrong, 1991, p. 434].
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alone those in other countries, is still in its infancy, what looks
like “grand theorising” may prove to be premature.

Hoskin and Macve indicate that there is an understand-
able concern among people who hold conventional views that
reinterpretations of the evidence, in connection with the
development of new ideas and theories, will inevitably appear
to them as being a loss of “currently cherished knowledge”
when, in fact, we will end up knowing more. We agree that the
rewriting of history is an integral part of the historian’s trade,
and this has been a marked feature of our own work. For
example, we have rewritten history when overturning views
such as those of Pollard and Yamey regarding the effectiveness
of accounting during the British Industrial Revolution (an
outcome also effected by Fleischman and various collaborators,
especially Fleischman and Parker, 1997), and the link between
costing theory and practice in the late 19th century espoused by
R.S. Edwards and Solomons. However, in the same way that we
have rewritten the past, we expect future historians to rewrite
it, adding to our work, possibly overturning our interpretations,
and thereby generating more knowledge. The same, of course,
can be expected of the work of other historians.

Finally, despite the impression conveyed early on in Hoskin
and Macve’s paper, and only partially rectified later, we do not
accept all, or even many, aspects of Chandler’s thesis of the
development of big business globally [Chandler, 1990], and we
hold parallel reservations relating to their Foucauldian-inspired
analysis. While, in common with Hoskin and Macve, we find
the Chandlerian framework a useful basis for locating and dif-
ferentiating the nature of our own analysis, our single paper
[Boyns and Edwards, 1997] directly dealing with his major
works cast doubt on his espoused relationship between strategy
and structure. We see Chandler’s theory to be probably tenable,
insofar as it applies to the U.S., but to break down when at-
tempts are made to apply it more widely, whether to Britain,
Europe, or the rest of the world. In other words, we see
Chandler’s M-form business as a particularly U.S. phenomenon
during a specific historical period (say, ¢.1890s-¢.1970s); that is,
it was time and spatially specific, reflecting the prevailing eco-
nomic, social, and historical contexts within which it flour-
ished. Similarly with Hoskin and Macve’s theory, tied as it is to
Chandler’s concept of the “visible hand,” we remain to be con-
vinced that it does not suffer from precisely the same criticisms
that can and have been levelled at Chandler’s theory [see, for
example, Hannah, 1991; Supple, 1991].
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CONCLUSION

Although pursuing a different research paradigm than that
of Hoskin and Macve, there are possibly more areas of agree-
ment between us than their paper might indicate. We agree
with them that the basis of historical enquiry should be the
examination and sifting of evidence contained in surviving ac-
counting archives. Furthermore, and in contrast to the negativ-
ism of Miller and Napier [1993, p. 639], we would agree with
Hoskin and Macve that there is validity in searching for origins.
In our view, what is required is more archival-based research
not less, as the need for Hoskin and Macve to fill in the gaps in
their chain of development of human accountability shows. To
date, in our view, there has been too little rather than too much
archival-based research of accounting practice in business or-
ganizations in the 19th and 20th centuries (our area of interest)
for all countries. We also concur with Hoskin and Macve’s as-
sertion that “economic rationalism [is] an insufficient explana-
tion of accounting’s role in the historical development of big
business” (p. 101). Furthermore, contrary to any impression
that may have been given, we favor a plurality of methodologies
to enable the nature of business activity to be viewed through
different lenses so as to produce complementary and competing
interpretations of how and why things happen in a particular
time and place. Reiterating our concluding comments in Boyns
and Edwards [1996, p. 57]:

One way forward, therefore, is not to attempt to re-
place the traditional historical approach by either
Foucauldian, Marxist or any other approaches, but
rather to find a balanced approach which allows all
types of history to flourish and contribute to informed
discussion between historians with differing view-
points. For this to happen, in regard to the historical
development of management accounting, we feel that a
vitally necessary first step is for all those concerned to
adopt a common and, we would argue, broad-based
definition of the subject area.

It is only in this way that we will all know more.
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Abstract: Hoskin and Macve (H&M) continue to accredit certain
events in the early 1840s as enabling the creation of norm-based
accounting and its use to control labor and improve productivity at
the Springfield Armory (SA). Although critics have refuted H&M'’s
interpretation of these events and reproached their use of inflated
language, H&M maintain their unique perspective with undimin-
ished fervor. This rejoinder further questions the validity of H&M'’s
perspective of U.S. accounting history. It identifies the many con-
ventional business historians who refute it and emphasizes that no
other evidence has been presented to indicate that norm-based ac-
counting was ever employed in the U.S. before the early 1900s. It
also describes how H&M have tried to bolster their position by cit-
ing several contemporary and more critical scholars who in fact
refute it. More substantively, the paper emphasizes that the core
debate between H&M and their critics is not simply over the timing
of particular events at SA. Rather, it centers on the nature of histori-
cal evidence and the distinction between history and historicism.

INTRODUCTION

Hoskin and Macve (H&M) continue to argue that certain
events at the Springfield Armory (SA) have been largely unrec-
ognized for marking the first use of accounting to control labor
and improve productivity in the U.S. Their core belief, un-
changed from earlier papers [H&M, 1988, 1996], is that the
confluence of performance norms and managerial discipline
first occurred in 1841 at SA and transformed accounting’s role
from mercantilism to “managerialism.” In their latest paper,
H&M seek to rebut critics of this uniquely Foucaldian perspec-
tive of U.S. accounting history.

In previous papers, I have argued that H&M distorted the
historical record [Tyson, 1993] and refuted their contentions
that 1) norm-based accounting effectuated SA’s subsequent pro-
ductivity increases [Tyson, 1990], and that 2) accounting infor-
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mation was not used for decision-making purposes before the
early 1840s [Tyson, 1992, 1998]. Although H&M, in a previous
draft, acknowledged that “the historical evidence does indeed
illustrate a growing array of sophisticated cost and manage-
ment accounting practices being developed in the early 19th
century,” they still misrepresent the historical record and insist
that events at SA were transforming.!

In the present rejoinder, I discuss the more substantive
issue underlying the debate between the Foucaldian and eco-
nomic rationalist perspectives of accounting history—the na-
ture and role of historical evidence. The main point of this
rebuttal is that no evidence can sustain H&M'’s theory that ac-
counting was used to discipline labor in the U.S. in the early
1840s. In actuality, norm-based accounting was first employed
in the early 1900s when standard costing and other scientific
management principles became socially acceptable. Owner/
managers controlled labor and other costs of production at SA
and other 19th century establishments by increasing mechani-
zation, utilizing economies of scale, and/or reducing piecework
wage rates. Even if owner/managers had wanted to identify star
performers and use their methods and productivity as the
benchmark for other laborers to emulate, the economic, social,
and political climate of the mid-19th century work place pre-
cluded the use of accounting for labor control purposes. Skilled
labor shortages, the use of internal contracting, and cost-ben-
efit criteria are among the most important factors that explain
the absence of norm-based accounting.?

The balance of this rejoinder is organized as follows. The
next section describes the key role evidence plays in developing
and sustaining theory and identifies the scholars who refute
H&M'’s position on the timing of norm-based accounting. The
paper then provides a brief overview of the U.S. industrial work

'H&M continue to inflate language regarding both Daniel Tyler’s time-
study procedure and their critics’ remarks. For example, they substitute the
word “ought” for the word “could,” which Tyler used in the description of his
own work [Tyler, 1883]. Clearly, the word “ought” has a normative component
whereas none existed in the original record. H&M (p. 115) also bend language
when they write that Boyns and Edwards [1996] “themselves accept the con-
clusions of our work on the link between West Point and Springfield.” Boyns
and Edwards [1996, p. 42] actually wrote that they accepted the “analysis of
the links,” but that “we are not convinced that it is sufficient, in terms of their
[H&M’s] disciplinary thesis...”

2See Boyns and Edwards [1996] and Tyson [1990] for a fuller discussion of
these factors in the U.K. and U.S., respectively.
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place of the 19th century and explains why human accountabil-
ity in the form of norm-based accounting was not employed.
The concluding section addresses the distinction between his-
tory and historicism and explains why H&M'’s perspective of
U.S. accounting history is so untenable.

THE NATURE OF HISTORICAL EVIDENCE

Evidence is a concept central to the empirical sciences.
Whether to believe, or even take seriously, a scientific
hypothesis or theory depends on the quantity and char-
acter of the evidence in its favour [Achinstein, 1983, p.

1].

As Achinstein indicated, and most other historians concur,
evidence plays a central role in evaluating new theories and
testing unproven hypotheses. Although empirical tests cannot
be performed to evaluate theories about the past, interpreta-
tions that seek to countervail conventional paradigms, like eco-
nomic rationalism, must utilize historical evidence to gain
broader acceptance. Radical antipositivists might argue that
evidence in the form of archival records is inherently unable to
explain the past because of its subjectivity. H&M (p. 97, fn. 7)
appear to ascribe to this view when they write that:

We therefore find profoundly problematic any theory
that takes as its objects of analysis the subject as ra-
tional, the organization as structure, and information
as objective.

Clearly, archival evidence in the form of documents, letters,
memoranda, etc. must be evaluated carefully since it could con-
tain major factual errors or omissions, either by accident or by
intent. Furthermore, important countervailing evidence might
be unexamined, leading the researcher to form inappropriate
conclusions. Particular evidence might also be so clearly biased
or unreliable that the researcher must reject it out-of-hand. His-
torians acknowledge these caveats about evidence, but they do
not reject its crucial role in developing and assessing theory. If
all evidence were perceived as inherently biased and unreliable,
then scholarly historical research would have no purpose or
essence. Ginsburg [1991, p. 83] described how the rejection of
evidence threatens history:

Instead of dealing with evidence as an open window,
contemporary skeptics regard it as a wall, which by
definition precludes any access to reality. This extreme
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anti-positivistic attitude, which considers all referential
assumptions as a theoretical naivete, turns out to be a
sort of inverted positivism.

In the midst of the ten-year debate about particular events
at SA, it was gratifying to see that H&M [1996] called for evi-
dence that would support interpretations of U.S. accounting
history that differ from their own. Tyson [1998] responded to
the challenge by enumerating many specific points that refuted
H&M'’s perspective. H&M now disregard many of these remarks
as they maintain their perspective with vigor, although in-
dependent scholars have yet to provide a single example of
“human accountability” at other 19th century locales. H&M
(p. 100) still call for additional evidence but in a significantly
different form. They now place their unique perspective on the
same plateau as widely accepted, conventional paradigms:

Our thesis remains as subject to falsification by evi-
dence yet to come as any other. An accumulation of
such evidence therefore remains essential in order to
enable us to piece together more of the jigsaw of our
theoretical understanding of how such developments
occurred.

H&M'’s latest invitation begs the question as to the type of
new evidence that could refute a theory of human accountabil-
ity, managerialism, and norm-based accounting at SA. It is not
as if SA operated in a vacuum and its activities were unknown
to outsiders. Deyrup [1970] described how arms-making tech-
niques and cost figures were routinely shared with private ar-
morers in the early 1800s. Hindle and Lubar [1986] noted that
SA inspectors held key positions at the Waltham Watch Com-
pany (WWC) and were hired for their ability to enforce work
discipline. Surely, if norm-based accounting had produced the
large productivity gains at SA that H&M claim, WWC and other
large factories would have implemented norm-based account-
ing to achieve similar results.

It is also worth noting that the terminology “standard(s),”
“norm(s),” or “accountability” never appeared in the SA or
WWC archives or in any pre-1890 documents that have come to
light. In actuality, these and comparable terms were first used
in conjunction with the scientific management movement that
began over 50 years after certain transforming events were
“discovered” at SA. The absence of any confirming evidence
surely refutes a theory that is based entirely on the interpreta-
tions one set of authors attribute to productivity data that can
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be explained by a variety of factors other than norm-based ac-
counting.? Clearly, the burden of proof in the form of confirm-
ing evidence rests with those proposing a new paradigm rather
than those rejecting it in favor of established views.

At present, evidence and expert opinion that refute H&M’s
theory, impact, and time dating of human accountability at SA
are both compelling and overwhelming. Renowned business
historians [Chandler, 1977; Hounshell, 1984; Nelson, 1991] con-
sistently have dated the first appearance of norm-based ac-
counting in the U.S. to the early 1900s. Others [Faler, 1974;
Nelson, 1981; Prude, 1983; Rosenberg, 1969] have explained
why labor shortages and the lack of an industrial work ethic
precluded owner/managers from employing accounting norms
to control labor costs. Regular attendance, conscientious per-
formance, and general sobriety were still problematic in the
mid-late 19th century at SA and other factories. Achieving these
attributes was a necessary prerequisite to the use of accounting
norms. Furthermore, historians who discussed SA activities in
summary [Benet, 1878] and in detail [Deyrup, 1970; Smith,
1977] attributed no special significance to Daniel Tyler’s 1832
rate-setting activities that H&M embellish.

Perhaps most damaging to H&M’s perspective are the
views of contemporary and critical accounting scholars, even
though H&M strongly intimate that these scholars support
them. For example, H&M (p. 112) cite Miller [1992] to bolster
their remarks that, “a leading characteristic of modernity, cer-
tainly by the end of the 19" century, is the creation of ‘calculable
persons in calculable spaces.” However, Miller [1992, p. 65]
wrote that, “Managerial or cost accounting as addressed here is
a twentieth century phenomenon that has had a relatively dis-
tinct trajectory in comparison to financial reporting.” Miller
[1992, p. 70] also stated that,

An early and decisive moment in the invention of the
calculating self is the reformulation of cost account-
ancy in the factory between 1900 and 1930 ... The no-
tion of standard costs, entailing the calculation of pre-
determined ‘normal’ costs against which actual costs
can be compared, was at the heart of this transforma-
tion. (emphasis added)

3See Tyson [1990] for a detailed discussion of rationales that explain post-
1841 labor productivity improvements at SA.
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H&M also reference Miller and O'Leary (M&O) [1987] to
support their view that human accountability first appeared at
SA in the 19th century.* A careful examination of M&O [1987]
failed to uncover any statement indicating that “calculable per-
sons” were “created” in the 19th century. In point of fact, M&O
[1987, pp. 239-240] unequivocally dated the first appearance of
norm-based accounting to the 20th century:®

Accounting is, we argue, an important aspect of this
development of a range of calculative programmes and
techniques which come to regulate the lives of indi-
viduals at work in the early twentieth century...It is our
contention that one can understand the emergence of
standard costing and budgeting in the early years of the
twentieth century by situating it within this more gen-
eral shift in the form of social life which occurs around
the turn of the century. (emphasis added)

M&O cited several noted accounting authors (Dickinson,
Garcke and Fells, Harrison) who had discussed why standard
costs were needed to improve efficiency. They cited these au-
thors to support the conventional view that human accountabil-
ity was an innovation that first appeared in the U.S. during the
early 20th century [M&O, 1987, p. 242]:

For our concerns in this paper there is one crucial di-
mension to this innovation. The principle of standard
costs made it possible to attach to every individual
within the firm norms and standards of behaviour.

(emphasis added)

H&M might respond that M&O were not apprised of their
“discovery” at SA before submitting their seminal 1987 article
for publication. However, Miller [1992] and Miller and Napier

“Specifically, H&M (p. 108) write that, “our distinctive emphasis has been
on the constitutive role of accounting practices and discourse in the wide-
spread 19th century development of the new kind of human performance
measurement which created ‘calculable persons’ within mass populations.”
(emphasis added)

SAitken [1985, p. 12] provided the conventional view, which M&O [1987]
clearly supported, of the conjoining of norm-based accounting with scientific
management in his description of Frederick Taylor’s work: “The introduction
of the Taylor system of management at Watertown Arsenal was not merely a
technical innovation. It was also a highly complex social change, upsetting
established roles and familiar patterns of behavior, establishing new systems
of authority and control, and creating new sources of insecurity, anxiety, and
resentment.”
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[1993] were surely aware of H&M'’s perspective by the time
these later articles were published, and they could have disasso-
ciated norm-based accounting from scientific management. As
the following statement indicates, their thinking had not
changed from the 1987 paper [Miller and Napier, 1993, p. 6441]:

Rather, what is important is the alliance formed be-
tween standard costing and Taylorism in seeking to
make notions of efficiency operable within the enter-
prise so that the actions of the individual could be
given a financial visibility and be related to expected
standards and norms.

In summary, H&M’s perspective has been refuted by
prominent business historians who tie norm-based costing to
scientific management in the early 1900s, and by those who fail
to impute the same meaning to the 1832 and 1841 events at SA.
Independent scholars have yet to provide other examples illus-
trating the use of norm-based accounting in the 19th century at
SA, other federal armories, or private establishments. In es-
sence, the lack of confirming evidence, the absence of other
examples, and the lack of support from other scholars com-
pletely isolates H&M'’s unique perspective of U.S. accounting
history. The next section provides an overview of industrial
work in the U.S. during the 19th century and indicates why
norm-based accounting was not a 19th century phenomenon.

INDUSTRIAL WORK IN THE 19TH CENTURY

Owner/managers who employed nonfamily employees and
operated in competitive markets have always attempted to con-
trol the costs of production. Throughout the 19th century, they
used piecework wages and inside subcontracting to control
labor costs. Piece rates were set either for complete jobs or
specific tasks that both attracted appropriately skilled workers
and generated suitable profits for the contracting agent or
employer. Laurie [1989, p. 64] noted that first-generation U.S.
manufacturers often used the putting-out system whereby work
was done in a laborer’s household rather than a factory. Absent
protective legal statutes or the ability to resist the wage cuts en
masse that strong unions would have afforded, piece-rate re-
ductions often forced household laborers to work 12 to 14-hour
days to earn a decent living wage. As consumer markets in-
creased and transportation networks improved and expanded, it
became more cost effective to conduct work in large, integrated
facilities rather than in craft shops or in domiciles.
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During the pre-Civil War period at SA and other factories,
owner/managers were compelled to automate production in the
face of continual shortages of skilled labor [Licht, 1995].¢ Once
automation was more fully achieved, owner/managers could re-
duce piece rates for factory laborers without experiencing
shortages since less-skilled workers were more abundant and
could do the work that previously required skilled craftsmen. If
owner/managers wanted to improve productivity, either to in-
crease profits or in response to competitors, they did so by
stretching out the workday or speeding up the pace of work.
Hindle and Lubar [1986, p. 198] described how machine pacing
and market effects combined to control labor costs:

The great cost of the machines meant the mills had to
be kept running, even when the market for the product
was weak. That often meant cuts in the workers’ pay.
And most important, the machines’ steady motion in-
sisted on a machine-like pace for the workers. The
managers set the speed of the machines, and the
machines set the pace of work.

Mechanization, specialization, subdivision of labor, and
full integration increasingly characterized large-scale manu-
facturing facilities over the course of the 19th century. Facto-
ries that produced boots, shoes, clothing, and other consumer
goods expanded dramatically, aided in part by technological
advances and the use of steam power. Mass production tech-
niques and interchangeable parts were two key features in the
arms-making, timekeeping device, sewing machine, and similar
industries. Whereas owners of small businesses had been able
to perform most managerial functions themselves, owners in
large factories now had to employ managers and supporting
staff to oversee increasingly complex and costly operations that
included marketing, production, administrative, and purchas-
ing activities. Despite their ability to control costs through
piece-rate cuts, owner/managers also needed a regular factory
work force that was both predictable and disciplined in order to
keep machines running and to generate the output needed to

®According to Hindle and Lubar [1986, p. 157], both large and small U.S.
businesses favored mechanization. “Mechanization was encouraged by the
economic resources of the United States. Waterpower and later steam power
were cheap and available, and so American business turned to waterwheel and
steam engine to drive machinery. Labor was scarce and thus expensive, and so
machinery was substituted where possible.”
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cover the high fixed costs of capital. Thus, as Hindle and Lubar
[1986] suggested, H&M correctly link the large productivity
gains at both SA and WWC to greater managerial discipline
that West Point training facilitated at both establishments.”
But, in the absence of any supporting evidence, H&M go much
too far when they conjoin norm-based accounting to manage-
rial discipline either at SA, WWC, or any other 19th century
factory.

Fleischman and Tyson [1996] examined the archives of
WWC, a U.S. company that was organized in the early 1850s
and was described by Clawson [1980, p. 78] as, “the first com-
pany anywhere in the world to produce watches through exten-
sive use of machinery and interchangeability.” By 1885, WWC
employed 2,400 workers and operated in a highly competitive
market that faced continually falling market prices for watches
over time. Fleischman and Tyson examined WWC'’s records and
did find detailed records of individual and total labor costs, but
they found no evidence to suggest that norm-based accounting
was ever employed. Share ownership and inside subcontracting
were the mechanisms used to provide factory discipline, create
incentives, and reduce labor costs. During the economic de-
pression of the 1870s and subsequent deflationary period,
WWC'’s subcontracting system was eliminated and former sub-
contractors were paid far smaller day wages. Thus, in good
times and bad, and in an environment that appeared ideal,
there was no evidence to indicate that accounting norms were
ever contemplated, developed, or used. As H&M now note,
Fleischman and Tyson [1996] found large productivity gains
that were brought about, in part, by improved factory disci-
pline. However, while West Point training enabled WWC super-
intendents to be more effective disciplinarians, which in con-
junction with technological advances and economic forces led
to significant productivity improvements, there is simply no evi-
dence to support a perspective of norm-based accounting that
H&M promote so fervently.

"For example, Hindle and Lubar [1986, p. 232] accredited West Point
training to tighter discipline at SA, noting that “the system of inspectors was
part of a new, more tightly controlled system of labor at the armories ... the
managers of the armories introduced new work rules and new management
techniques along with new machines. Time and materials were carefully ac-
counted for; each workman was held responsible for his work.”
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DISCUSSION, SUMMARY, AND CONCLUSIONS

H&M'’s unique theory of accounting history has been pre-
sented in a series of papers and has drawn equally passionate
rejoinders. To some, the debate may appear to be academic
antler clashing at its worst, with neither side willing to let the
other have the last word on a matter of little interest or impor-
tance. Hopefully, readers will recognize that the issues under
debate extend far beyond whether norm-based accounting first
occurred at the SA in the early 1840s or at some later date. The
real issue is the far more substantive one—the use of historical
evidence and the distinction between history and historicism.®

Historians believe in the accumulation of knowledge, the
importance of evidence, and the ability to uncover truths about
the past. Historians also believe that primary source materials
are best able to reveal past events as they transpired. They rec-
ognize that there may be more than one interpretation that can
be inferred from the same evidential material and that evidence
must be evaluated carefully. Notwithstanding these caveats, his-
torians form and defend their conclusions on the basis of the
evidence (i.e., documents, reports, letters, memoranda, etc.)
they examine.

Historicists are far more concerned with developing and
sustaining a particular social theory or philosophy of history.’
They are generally less encumbered to ensure the accuracy of
particular events they cite since, to many, historical knowledge
is inherently subjective and no accurate account of the past can
ever be forthcoming. While historians prioritize facts, histori-
cists tend to discount them in the belief that the boundary be-
tween fact and fiction is unclear and inconsequential. In the
case of historicists like H&M, their Foucaldian perspective in-
tertwines power and knowledge, discipline and punishment,
and accountability and consequences, all of which are embod-
ied in norm-based accounting.

Although H&M and I continue to dispute particular events,
referents, and semantics, the rhetoric of our debate can be col-
lapsed into several core issues. In 1986, H&M proposed a
unique interpretation of accounting’s potential to marry power

8See Walsh [1962] for a full discussion of history and historicism.

“Burke [1992, p. 3] attributed these perspectives to the different training
that historians and sociologists receive: “Sociologists, for example, are trained
to notice or formulate general rules and often screen out the exceptions. Histo-
rians learn to attend to concrete detail at the expense of general patterns.”
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and knowledge into a form of human accountability they call
managerialism. In 1988, H&M described the confirmatory evi-
dence they discovered and interpreted as conjoining at SA in
1841 to form accounting norms. They argued that norm-based
accounting was an effective disciplinary device because of the
dramatic productivity improvements that occurred subse-
quently. H&M have promoted their theory of managerialism
ever since, but neither they nor others have provided a single
example of norm-based accounting at other 19th century lo-
cales. Is it unfair to conclude that this new theory is creative
accounting history at best, an intentional delusion at worst, or
more likely the emanation of extremely clever imaginations?'°

The historical record is clear — not one independent scholar
has provided evidence that either 1) confirms that events tran-
spired at SA as H&M suggest, 2) provides other examples of
norm-based accounting in the 19th century, or 3) explains why
events that transpired at SA were not duplicated for over 50
years. H&M call for evidence to refute their theory, but a theory
lacking any supporting evidence is simply an untenable hypoth-
esis. In essence, H&M have artfully constructed a new set of
emperor’s clothes, multicolored, beautifully woven, elaborately
crafted and layered. In reality, they remain just an illusion,
except to the emperor that is!
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REMARKS
by
Oscar Gellein
Haskins & Sells, retired

I first met Mike Cook a little over 30 years ago (I was older
then than he is now) when he was a senior accountant in a
Florida office of Haskins & Sells. I recall thinking then that
Mike likely would rise to the top leadership position in the firm.

The merger movement of large accounting firms was rum-
bling and underway when Mike became the managing partner.
The eight large firms had their own personalities; some referred
to separate cultures. The personalities mirrored the perceptions
of strong-minded founding partners. Perceptions about profes-
sionalism and marketing of accounting services were divided.
(Some believed that the ideal merger would result from the
merger of widest differences; others thought that it was one
with the narrowest differences. Perhaps time will tell.)

Mike was the right person at the right time to deal with the
problems of unification in a merger. As CEO of Deloitte & Tou-
che, he soon made it a bedrock mission of the firm to render
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the best possible services to all clients and to establish unity
around the world. The office of the chairman was created to
monitor effectively engagements with large clients. Programs
were adopted to retain and reward talented women. Mike found
the formula for the required personality of the newly merged
firm.

Had I not known about Mike’s talents, his energy, his com-
mitment, and certainly his endurance, when I read the citation
prepared by Dan Jensen, I would have thought that it cited the
achievements of two or more persons. I now shall read the
citation.

CITATION
written by
Daniel L. Jensen
The Ohio State University

This champion of the accounting profession was born in
New York City in 1942. He was encouraged and mentored in
his study of accounting at the University of Florida by J. T. Ball,
then professor of accounting and taxation. Working as a caddy
at the Lake Placid Club one summer, he met Hall of Fame
member John Queenan, then managing partner of Haskins &
Sells and chairman of the AICPA. A conversation with Queenan
about the importance of the accounting profession and the role
of the AICPA made a lasting impression on the young student.

Upon graduation with honors from the University of
Florida in 1964, he joined the Fort Lauderdale office of Haskins
& Sells. In 1974, at the age of 31, he became a partner. On
assignment to the firm’s national office in the 1970s, he worked
closely with Hall of Fame member, Oscar Gellein, and Kenneth
Stringer, and he remembers the important role they played in
his professional development. After leading the firm’s Florida
practice, in 1983 he was named national managing partner of
Deloitte, Haskins & Sells; he became chairman and CEO of the
firm in 1986. In 1989, he directed the merger of Deloitte,
Haskins & Sells and Touche Ross and was named chairman
and chief executive officer of Deloitte & Touche. He also served
as chairman of the Deloitte & Touche Foundation and a mem-
ber of the board of Deloitte Touche Tohmatsu, the global or-
ganization with over 82,000 people in more than 130 countries.

During his ten years at the helm of D&T, the U.S. firm
more than tripled its annual revenues to over $5 billion and
earned national prominence as one of the profession’s best
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places to work. He received numerous awards for his commit-
ment to the advancement and retention of high-talent women
in business, including the CEO Recognition Award from
Women in Technology International and Working Mother
magazine’s Family Champion of the Year Award. He was
named as the only male member of the President’s Commission
on the Celebration of Women in American History. Through his
leadership, Deloitte & Touche was ranked No. 8 on Fortune
magazine’s 1999 “100 Best Companies to Work for in America,”
up from No. 14 in 1998—the only professional services firm on
the Fortune list both years—and one of Working Mother
magazine’s “100 Best Companies for Working Mothers” for five
consecutive years. In 1995, Deloitte & Touche was the recipient
of the prestigious Catalyst Award.

Known as a strong and effective spokesperson on tough
professional issues, he has written and spoken extensively on
international accounting standards, the globalization of busi-
ness, auditor independence, corporate governance, gender
equality in the work place, tort and securities law reform. He
has often testified before Congress on professional issues. He
led the profession’s efforts that resulted in the enactment of the
Private Securities Litigation Act of 1995 and its counterpart
Uniform Standards legislation in 1998. This legislation signifi-
cantly changed the standards for accounting litigation. He was
the youngest chairman of the American Institute of Certified
Public Accountants, serving during its high-profile centennial
year. He was a member of its Auditing Standards Board and
chairman of its SEC Committee and is a lifetime member of its
Governing Council. In 1992, he chaired the World Congress of
Accountants. He was the longest serving Trustee of the Finan-
cial Accounting Foundation (1990-97) and served as chairman
and president of the Foundation in 1996 and 1997, a position
from which he vigorously defended private-sector standard set-
ting for accounting and financial reporting. He also served on
the Advisory Council of the International Accounting Standards
Committee, the Executive Committee of the Securities Regula-
tion Institute, the Conference Board, the U.S. Council for Inter-
national Business, the National Association of Corporate Direc-
tors’ Blue Ribbon Commission on corporate governance, and as
a trustee and international councillor of the Center for Strategic
& International Studies. He is a member of the American Ac-
counting Association and has championed his firm'’s support of
accounting education.

His commitment to the profession is equaled by his dedica-
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tion to civic organizations and educational institutions. He
served as chairman of the Board of Catalyst, the nation’s lead-
ing organization for the advancement of women in business. He
also served as chairman of the Board of Governors of United
Way of America, the nation’s leader in health and human ser-
vices. He is a director of the STAR Foundation to Advance the
Retarded and Handicapped, a director of the National Forum
for Health Care Quality, Measurement and Reporting, and was
a member of the New York City Partnership and vice chairman
of its Drugs Don’t Work Program. In addition, he has been
chairman of the board of the United Way of Tri-State and a
member of the boards of trustees of the Central Park Conser-
vancy and the New York City Ballet. He has served on the
Board of Overseers of the Columbia Business School, the Busi-
ness Advisory Board of the University of Florida, the Board of
Directors of the Associates of Harvard Business School, and the
Board of Trustees of the University of Miami. In recognition of
his firm’s commitment to public service, D&T received United
Way of America’s prestigious Spirit of America Award.

His many honors and awards include the Columbia School
of Business Botwinick Prize in Business Ethics, Yeshiva
University’s Distinguished Leadership Award, and Monmouth
College’s Distinguished Business Leader. In 1986, he was
named Distinguished Alumnus by his alma mater, the Univer-
sity of Florida, and is a Distinguished Alumnus of its Beta Al-
pha Psi and Fisher School of Accounting.

He and his wife Mary Anne live in Greenwich, Connecticut,
near their daughters, Jennifer and Angela, and son, Jeffrey. He
is the 62nd member of the Accounting Hall of Fame, Jay
Michael Cook.

RESPONSE
by
J. Michael Cook
Deloitte & Touche, retired

Thank you, Oscar, my mentor, partner, and friend. Your
participation this morning with Nettie Belle is a very special
part of a very special occasion for Mary Anne and me.

I thank the Board of Nominations for the great honor be-
stowed on me today. Like many of the previous inductees, I'm
not sure I am worthy of this recognition, but I certainly would
not miss the opportunity to join such a prestigious and accom-
plished group. Thanks to Dan Jensen for his assistance and
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support and to Tom Burns for all he did to make the Hall of
Fame what it is today.

This event and my recent retirement after 35 years at
Deloitte & Touche have led me to reflect on my career in this
great profession. In doing so, I realize how fortunate I have
been and what wonderful opportunities I have had, often for no
obvious reason other than being in the right place at the right
time.

The first such circumstance led to the most important hap-
pening in my life—meeting Mary Anne at the University of
Florida. She has been my full partner every step of the way,
proving the adage that behind every successful man stands an
astonished spouse, who deserves most of the credit for that
success; certainly true in my case.

My real interest in accounting began largely by chance. In
the summer of 1962, T worked at the Lake Placid Club. One day
I was asked to caddy for a particular twosome because one of
them, Haskins & Sells partner Fred Halstead, was a member of
the same college fraternity displayed on my tee shirt that day.
His playing partner was Hall of Fame member John Queenan,
managing partner of the firm, who was then the president of
the AICPA. John took an interest in this fledgling business stu-
dent and spent much of the afternoon talking to me about the
profession that was so important to him. Back at the University
of Florida, my new interest in accounting was further sparked
by Professor J.T. Ball, who made an introductory tax class both
interesting and challenging at a time when all too often such
basic courses sent students to other areas of study. After gradu-
ating in 1964, I began my career with Haskins & Sells in its
Florida practice.

While it was a wonderful place for a young family to live,
Ft. Lauderdale was not the ideal training ground for a develop-
ing professional. Once again, good fortune intervened when
Julius Phoenix came to South Florida to lead our practice in the
late 1960’s. Jule had worked with John Queenan on the APB
and had led the firm’s Research Department which Oscar
Gellein had founded in 1953. Seeing some potential in a young
manager, Jule collaborated with Oscar and Oscar’s successor-
to-be, Ken Stringer, and in 1972 sent me off to our national
office to work with them. While others may contend for these
positions, I have always believed that in Oscar and Ken I
learned from the best accountant and the best auditor in our
profession. These associations led to many new experiences and
opportunities for me, such as in 1975, when Ken went out on a
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limb to nominate this new partner for the Auditing Standards
Board, and when Hall of Fame member, SEC Chief Accountant
Sandy Burton, tapped me to be a member of the first-ever,
SEC-appointed, peer-review panel.

One learning experience led to another and after working
closely with my predecessors Mike Chetkovich and Charlie
Steele, I was chosen in 1986 to lead Deloitte Haskins & Sells
and soon thereafter to chair the AICPA in its centennial year,
1986-87. Two years later, I was honored to be chosen to lead
the newly formed Deloitte & Touche.

Among the highlights of my years in the profession have
been the opportunities to work with Hall of Famers from
academia such as Bill Beaver, Norton Bedford, Sid Davidson,
Chuck Horngren, Don Kirk, and Bob Sprouse, who honor us by
their presence this morning. And it is very special for me to be
paired with my colleague and good friend, Ray Groves, in the
class of '99. Ray is truly “the consummate professional.”

I express a special salute to my partners who are Hall of
Fame members, the giants on whose shoulders I stand—the
legends, Mr. Sells and Mr. Foye; my friends and teachers, John
Queenan and Oscar Gellein; and my partners acquired by the
pooling method, George Bailey, Howard Ross, Robert
Trueblood, and William Werntz.

Finally, I thank my D&T partners. For over 25 years they
have supported and encouraged me in my professional and
civic endeavors. There was never a question of benefit to be
derived or the amount of time to be spent because my partners
have always shared my commitment to fulfill our professional
and social responsibilities and to represent our profession in
the broader business community. With Mary Anne and my fam-
ily, each of them shares this honor with me.

I am proud today beyond my ability to express in words. I
can only say thank you again with sincere appreciation for this
invitation to join the Accounting Hall of Fame. For a profes-
sional, there can be no higher honor than this.
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RAY J.
GROVES

REMARKS
by
Dennis R. Beresford
University of Georgia

Four weeks ago today, I received a voice-mail message
from Dan Jensen telling me that Ray Groves had been elected to
the Accounting Hall of Fame. While that was wonderful news, it
got even better for me when Dan went on to say that Ray had
asked that I be his presenter. I've had more than my fair share
of professional recognition but, clearly, no higher honor than
this opportunity to present Ray today.

T've known Ray for almost 28 years. I can actually pinpoint
the date as October 1, 1971, when we both reported for service
in the national office of Ernst & Ernst. Ray had moved across
the hall from the Cleveland-practice office to become senior
technical partner of the firm. My own new position was much
less exalted, a manager in audit research.

To my great benefit, Ray took me under his wing almost
immediately. Thus began probably the most exciting five years
of my life, working directly with Ray as he developed a compre-
hensive national technical function for the firm.
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The official citation, which I will read in a few minutes,
lists many of Ray’s professional accomplishments. They are cer-
tainly sufficient to warrant the high honor he receives today.
But the official record may not capture personal characteristics
of the man. In thinking about how best to do that, I started
developing a list of words and terms that help describe him.

One obvious characteristic is his high energy level. T still
remember my first out-of-town trip with Ray. We ran three
blocks to his parking garage, each of us with a suitcase in one
hand and a full briefcase in the other, in order to then speed to
the airport and make a flight by about three minutes.

Another characteristic is his superb ability to communicate
clearly and succinctly. One assignment we worked on together
was to summarize, for the CEO of a major corporation, all of
the rules on accounting for business combinations, on a single
wallet-sized card!

Still another important reason for his success is his out-
standing listening skills. His powers of concentration are amaz-
ing. When you are explaining something to him, you almost feel
as though he is somehow reaching inside you to pull out the
best you have.

When I asked my wife to read these comments, she said
that the best way to describe Ray was that he always made you
feel that you were important and a friend. Some other words
and terms to describe Ray are:

* Smart (extremely so)

* Disciplined

* Demanding

* Creative

* Focused
* Loyal

* A big-picture thinker

* An internationalist
But for those who had the opportunity to work closely with
Ray, I think there is one skill above all that distinguishes him.
That is his ability to truly empower all of those who worked
with him, years before empowerment became a popular man-
agement notion. Ray gave us plenty of responsibility and ex-
pected us to perform at a higher level than we thought our-
selves capable.

Recently I heard that Ernest Hemingway once said, “Some-
times I have good luck and write better than I can.” Those of us
who have worked closely with Ray recognize that we were in-
deed lucky as he helped us to perform better than we could.
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When Ray retired from Ernst & Young in 1994, 1 sent him
a letter thanking him for his friendship and support for over 20
years. Let me close my comments by reading one paragraph of
that letter:

I recall the many enjoyable partner meetings at the
firm. My favorite part always was the dinner when re-
tiring partners reflected on their careers. Those presen-
tations were often very entertaining. But from my per-
spective as a young partner at the time, the biggest
impression was realizing how great an accomplish-
ment it was just to complete a 35-40 year career with
one firm. With that perspective in mind, for you to
complete such a successful career and to lead the firm
for 17 years is almost unbelievable in today’s complex
world.

You were my mentor and my role model, Ray. Your elec-
tion to the Accounting Hall of Fame was a slam-dunk, in my
view. So let me now read the citation.

CITATION
written by
Daniel L. Jensen
The Ohio State University

This national and internationally respected leader of the
accounting profession was born in 1935 in Cleveland, Ohio. He
attended Cleveland public schools where he studied French
from the second through the tenth grades. He began his career
at The Ohio State University in the arts and sciences college but
transferred to business in his second year. His interest in ac-
counting was stimulated and encouraged by the excellent teach-
ing and advice of his introductory accounting professor and
mentor, James McCoy, who recommended him for a General
Electric scholarship and arranged for him to work part-time at
a local public accounting firm. He also found time to serve as
president of his Beta Alpha Psi chapter and pitcher-manager of
his dormitory’s baseball team. During his senior year, he ob-
tained an internship with Ernst & Ernst in Cleveland. Upon
graduation with honors in 1957, he decided to forego an oppor-
tunity to attend law school and joined E&E on a full-time basis.
Former E&E chairman and Hall of Fame member Richard
Baker recalls, “I did a lot of recruiting for the firm in those days
and the only person who had a straight-A record was this young
man from Cleveland.”
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In 1966, at the age of 31, he was promoted to partner,
becoming the youngest person in firm history to be admitted to
the partnership. In 1968, he was named North Central Regional
Director of Accounting and Auditing and, four years later, he
became National Director of Accounting and Auditing and SEC
Practice and chair of the firm’s Technical Committee. During
this period of rapid change and development in accounting
principles, he spearheaded an extensive and influential series of
publications on accounting, auditing, and related topics. Dur-
ing one 12-month period in the early 1970s, his department
issued 100 publications. In 1976, he became deputy chairman
of E&E and, upon the retirement of Dick Baker the following
year, he became chairman and chief executive officer, a posi-
tion he held from 1977 through 1994.

As chairman and CEO, he set about preparing to meet the
challenges of the coming 1980s—an emerging global market-
place, new industry focuses, and increasing competition in fi-
nancial services. He recalls, “We agreed that there were three
things we had to do to meet these challenges—establish a much
stronger presence and size capability in New York, create an
international firm, and strengthen our marketing efforts.” In
1978, E&E merged with the New York firm of S. D. Leidesdorf
& Co. and in 1979, with the English firm of Whinney Murray &
Co., changing the new partnership’s name to Ernst & Whinney.
And in 1989, Ernst & Whinney merged with Arthur Young &
Co. to form Ernst & Young. During his 17 years at the helm, he
led a national firm with particular strength in the midwestern
U.S. to become one of the world’s dominant professional ser-
vices firms. He also led his firm out of the difficult and litigious
period following the savings and loan industry collapse, while
maintaining the firm’s commitment to quality, client service,
and professional integrity.

His dedication to the betterment of the accounting profes-
sion is reflected in his distinguished record of professional ser-
vice. Following service to the American Institute of Certified
Public Accountants as a member of its board of directors and
council, chairman of its SEC practice section, and chairman of
its Committee on Relations with the SEC, he was named chair-
man of the Board of the AICPA for its 1984-85 year. As chair-
man, he was instrumental in the creation and appointment of
the Treadway Commission that undertook to improve financial
management and deter financial fraud. As chairman, he also
expressed his long-held concerns about accounting disclosure
overload and advocated the need for financial reporting and
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auditing that accommodates changing and diverse needs for
financial information. His extensive record of professional ser-
vice also includes membership on the Board of Trustees of the
Financial Accounting Foundation, the Board of Governors of
the American Stock Exchange, the Board of Governors of the
National Association of Securities Dealers, and numerous com-
mittees of the U. S. Securities and Exchange Commission in-
cluding its Advisory Committee on Corporate Disclosure.

His personal dedication to service on behalf of academe
and the community at-large is reflected in his extensive record
of volunteer leadership in organizations through membership
on their boards and committees. A long-time supporter of
higher education, he has served on the advisory councils and
boards of many colleges and universities including his alma
mater, The Ohio State University, the University of Pennsyl-
vania’s Wharton School and Center for Study of the Service
Sector, the University of Chicago’s Graduate School of Busi-
ness, and Ursuline College. He currently serves as vice-chair of
the Board of Directors of The Ohio State University Founda-
tion. His many public service activities include councilman for
the City of Lyndhurst, Ohio; chairman of the Board of Trustees
of Leadership Cleveland; chairman of the Fishman-Davidson
Centre for Study of the Service Sector; and membership on the
boards of the Business Council of New York State, the Business
Council for the United Nations, the New York State Public
Policy Institute, and the Council on Foreign Affairs. He also
serves as a managing director, executive committee member,
and secretary-treasurer of the Metropolitan Opera Association.

His many honors and awards include the Gold Medal of the
American Institute of Certified Public Accountants and count-
less awards from the colleges, universities, and professional and
service organizations to which he has given so generously of his
time and energy over the years.

Currently, he is chairman of Legg Mason Merchant Bank-
ing, Inc., a private equity fund, and serves on seven New York
Stock Exchange company boards of directors. In addition to a
deep interest in the opera, he enjoys hunting, golf, reading, and
supporting his wife’s interest in American and European an-
tiques. He lives with his wife, Anne, in New York City and
Connecticut; they have three sons, David, Philip, and Matthew.
He is the 63rd member of the Accounting Hall of Fame, Ray
John Groves.
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RESPONSE
by
Ray J. Groves
Ernst & Young, retired,
and Legg Mason Merchant Banking, Inc.

In accepting this honor, I wish first to thank Denny
Beresford for his very generous comments. It has been a per-
sonal as well as a professional pleasure to have been associated
with Denny for more than 25 years. I also wish to thank Profes-
sor Dan Jensen for his tireless commitment to maintaining the
historical purpose and importance of the Accounting Hall of
Fame.

There are so many people who have contributed to my edu-
cation and career—academics, professional colleagues in my
firm and in the profession, government officials, corporate of-
ficers, AICPA staff, and certainly my wonderful family. I wish to
thank them all very much for their support over many years.

With your permission, I would like to devote the remainder
of my comments to some thoughts on accounting education. In
my opinion, accounting education is the foundation of all
achievements in accounting—past, present, and especially the
future. Ten years ago, the then “Big Eight” firms issued a White
Paper on accounting education (which, Mike Cook, my fellow
honoree today and I both signed). The White Paper led to the
creation of the Accounting Education Change Commission and
included a significant financial commitment to support the de-
velopment of stimulating and relevant curricula. The foreword
to the White Paper started with the following two sentences:

We have developed this paper because of our concerns
regarding the quality and number of accounting gradu-
ates available to the public accounting profession. At
the same time, questions are being raised by the aca-
demic community regarding the effectiveness of ac-
counting education.

In the decade since the White Paper was issued, much progress
has been made in teaching an integrated way of thinking about
business. I congratulate all who have contributed to this mean-
ingful progress.

However, the greatest challenge for accounting education
continues to be the pace of change. Whether it is e-commerce
or distance learning, change is occurring at an incredible rate.
Future graduates may be performing work that has not yet even
been identified. The Journal of Accountancy characterized the
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environment well in a recent issue (May 1999, p. 4):

The education a CPA got in the 1980s is a fraction of
what he or she needs to know today. CPAs in industry
have burst out of a once narrowly defined area and
become corporate strategic planners and decision mak-
ers. CPAs everywhere are doing more for their clients
and their employers because the marketplace demands
more.

So I am using this forum and this opportunity to encourage
strongly the public accounting firms, together with the corpo-
rate and financial communities, to renew and expand their
commitment to accounting education. These professional and
business communities must work even closer together today
than they have in the past. They need to forge effective partner-
ships with accounting educators to continue to enhance ac-
counting education and to capitalize on the opportunities pre-
sented by the expanding domain of accounting and the rapidly
developing information and communication technologies. This
commitment is necessary if the future graduates are to be pre-
pared and qualified to be the future business leaders of our
society.

The increased commitment that I urge the business com-
munity to embrace must include not only more financial re-
sources, but also a much more generous sharing of the time of
the most talented people within firms and companies. Faculty
development is of greater importance today and in the future
because the technology of accounting practice is changing so
fast that it is very difficult to codify it for inclusion in curricu-
lum. It’s a race to get this technology to the campus before the
technology becomes obsolete.

The marketplace does indeed work—not always in the
chronology that we wish—but it works. The marketplace is
again calling for the partnership of education and business to
move to a higher level of support post-2000. I urge the leaders
in education and business to exercise their leadership in re-
sponding to this challenge.
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