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An Effective Way

to become worth more money

You want to get ahead; to deserve and get higher pay. Every man does who has an
ounce of ambition.

Getting ahead in business is very largely a question of training; of being equipped and
ready to handle big responsibilities.

You don’t need any one to convince you that accountancy is a profitable profession.
You are interested in how to obtain thorough, sound training; in a way as effective, as
quick, as inexpensive as possible.

We are providing that effective way, for the thousands who want to get ahead in life.
Walton training 1s sound — spare time spent in home study fits you for the big jobs.
The best proof of the soundness and sureness of Walton training is what it has done for
others, and we have a right to be proud of the Walton record; a record on whlch we
invite comparison.

— 582 Walton students have passed the — Eighteen times since 1924 Walton stu-
C.P. A, C. A, or American Institute ex- dents won medals for high honors, in the
aminations (counting only once students i?;::annual Ilinos C. P. A. examina-

successful in more than one). -

— Walton Courses are endorsed and used
— Every year— 1917, 1918, 1919, 1920, .by ‘more than 5o leading educational
institutions; from Massachusetts Insti-
; RN tute of Technology in the east to the
ton students won special distinction in Universities of Washington and Oregon

American Institute examinations. in the west.

Easy to get the facts

It will pay to get a free copy of “The Walton Way to a Better Day.” You will find it a remarkable book;
and every moment spent in reading it, time well spent. It tells about the Walton School, its ideals and
methods. It outlines Walton Courses. It tells of the accomplishments of Walton graduates as executives,
comptrollers and auditors in important industrial concerns; and as members of leading accounting firms. It
lists many of the Certified Public Accountants who endorse Walton training; and the numerous universities
and colleges which are using Walton Courses.

1921, 1922, 1923, 1924, and 1925 — Wal-

Day and Evening Classes and Correspondence Instruction

WAITON S€eH@®L
COMMERCE .

306-316 McCormick Building, Chicago

CLIP, SIGN AND MAIL FOR FREE BOOK
WALTON SCHOOL OF COMMERCE Jof A-11-25
306-316 McCormick Building, Chicago ’

Without obligation on my part, please send me a copy of ‘' The Walton Way to a- Better Day"”
and suggestions as to what you can do to help me advance in the business world.

Name. ..ot it it et I O Correspondence Instruction
. am
Address....................cciiieiiiiin. ... .. interested ¢ O Resident Day Classes
in
Occupation. .....ccovveuevennnenn... Age....... O Resident Evening Classes

- When writing to advertisers kindly mention THE JOURNAL OF ACCOUNTANCY




THE JOURNAIL OF ACCOUNTANCY

Send for the Books

4

Analyzing

Financial Statements
By SrepuEN GiLman, C.P.A.

A NEW and notable book. Gives complete, well
rounded procedure for analysis of balance
sheets and profit and loss statements. Its viewpoint
is that of the accounting officer, public accountant,
executive, or investor who must form his judgments
without access to information other than that con-
tained in properly constructed financial statements.
Using ratios, percentages, and similar comparisons,
it makes possible from the facts available definite,
accurate conclusions regarding specifie trends and
ailments existing in a business. The author is a well
known authority on accounting matters and a
former credit man of extended experience. His book
is unusually clear, well organized, and forceful. It
meets squarely all problems of statement analysis.
The simplicity, quickness, and interpretative value
of the methods presented have been demonstrated
by practical application, over a period of many
months, to hundreds of balance sheets. Cloth. 225
pages. $3.50.

Accountants’ Handbook
Edited by E. A. SALIERs

ORE than 45,000 copies of this reference man-
ual are in use today by men in every type of
position. The steady, widespread demand for the
book stamps it as easily one of the most important
publications in many years to those concerned with
accounting. It assembles and presents in highly
condensed form basic data on all subjects account-
ants meet in their daily work. Its 33 sections cover
adequately, in explicit
statements of policy and
method, not only ac-
counting, but office prac-
Fice, credits, law, bank-
ing, and allied activities
as the accountant must
understand them. Ex-
haustively indexed. As
necessary in the modern
office as any piece of
labor-saving equipment.
1675 pages. Flexible bind-
ing. $7.50.

EASALERg
®ormog

C. P. A. Law Questions

(of the Board of Examiners, American Institute of
Accountants)

And Answers
By Jon~ C. TEEVAN, LL.M.

$ invaluable and much needed help for those
4X preparing for the degree of Certified Public
Accountant. It consists of the law questions asked
in the examinations of the American Institute of
Accountants since 1917, and the answers by an
authority who in that time has given special atten-
tion to this section of the examinations. The ques-
tions, 244 in all, cover a wide range of important
legal rules and principles, as contracts, negotiable
instruments, bankruptcy, corporations, partnership,
taxation, agency. Thoroughly indexed so that the
reader can easily check up on any desired point
and refer to questions and answers involving similar
or related points of law. No candidate should enter
an accounting examination without study of these
questions and answers both for substance and form.
A Ronograph (No. 36). Cloth. 170 pages. $1.25.

Accounting

Theory and Practice
By Roy B. Kgester, C.P.A.

THIS set of three volumes constitutes a carefully
developed progressive explanation of the prin-
ciples of accounting. Thoroughly up-to-date in every
respect, valuable alike for reference or intensive
study. Volume I presents first the balance sheet and
profit and loss statement as the goal toward which
all record keeping looks. The reader is trained to
analyze business facts and conditions. He is then led
through the ledger, books of original entry, and
business papers. Volume II, recently revised, is
primarily a study of accounting for corporations,
although most of the material is equally applicable
to other types of organization. Special points such as
consolidated statements, no-par-value stock, de-
preciation, and the voucher system are fully ex-
plained. Volume III applies to specific industries
the principles laid down in the first two. 3 Vols.
Cloth. $12.50. (Vol. 1, 625 pages, $3.00; Vol. 11, 855
pages, $4.50; Vol. 111, 718 pages, $5.00.)

Use the Order Form on Opposite Page

ZA >

Publishers ”

’

The Ronald Press Company

4 15 East 26th Street, New York, N. Y.

When writing to advertisers kindly mention THE JoURNAL OF ACCOUNTANCY
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1 hat You

Wish

Cost Accounting

Principles and Practice
(Revised Edition)
By J. P. Jorpan and Gourp L. Harris

NEW edition of this standard work, completely
revised to include all important recent develop-
ments in its subject. Its methods, organized from
the personal experience of many years, are de-
signed to be of the utmost service, not only to the
accounting department, but to the management.
The cost system is controlled to supply needed
operating facts and call attention to results at the
teme operations take place. The volume covers every
aspect of organizing for cost work, compiling costs,
and presenting the results: departmentalization,
selecting cost bases, specifications, controlling ac-
counts, burden, indirect expenses, sales costs, and
scores of useful technical points not found in any
other publication. It anticipates problems that
cause trouble and provides a positive disposition for,
every item entering into costs. 562 pages. Cloth.
$4.00.

Auditing
Theory and Practice

By Roserr H. MoxtcoumEery, C.P.A.

HIS standard work offers complete, detailed

procedure for making audits and investigations.
To accountants and auditors it constitutes a manual
of business analysis and control, showing what to do,
how to avoid unnecessary work, and how to distin-
guish the vital from the incidental. Nowhere else
can you obtain such a wealth of clear and authori-
tative information. In two volumes, the first out-
lining general principles, and the second dealing
with special applications for more than 60 typical
lines of business. Over 60,000 copies are in use by
managers and accountants. 2 Vols. Cloth. $10.00.
(Vol. I, 730 pages, $6.00; Vol. 11, 559 pages, $4.00.)

R+
Accountants’
Reports
(Revised Edition)

By WiLLiam H. Berr, C.P.A.

| JELIABLE  information
, on the best current
usage regarding form, ar-
rangement, and content of
reports, including all recent
developments. Seventy-seven
forms, drawn {rom estab-
lished practice, illustrate the
principles brought out.
Among them are 20 balance
sheets, multicolumnar, de-
partmental, and comparative;
19 statements of income and
profit and loss, both detailed
and condensed; 4 consolidated
balance sheets and statements; 20 miscellaneous
statements, including supporting schedules. How to
place and phrase comments to arrest attention; use
of graphic charts; accepted forms of certificate and
presentation; and a complete specimen report. 386
pages. Cloth binding. $6.00.

Accountants’
Working Papers

By Lesue E. Patmer and Winniam H. BeLL

IVES flexible methods developed by experienced
practitioners. Ninety-four plates reproduce in
facsimile handwriting all schedules, analyses and
papers required in the ordinary audit, with many for
special occasions. Ten chapters of brief, adequate
comment. 194 pages, 83" x 11", Flexible binding.
85.00.

Have the books you wish sent postpaid for examination —

——— —— ———— QT T[S ORDER FORM " — s o —— — — —

The Ronald Press Company, 15 East 26th Street, New York, N. Y.

You may send me postpaid, the book or books checked below:

l J Analyzing of Financial Statements — $3.50.
[ Accountants’ Handbook — $7.50

I 0 Cost Accounting — $4.00

I O Accountants’ Reports — $6.00

[ Accountants’ Working Papers — $5.00

I Within five days after receipt of the books I will remit prices quoted on those I decide to keep and return any others to you.

l Name (please print) . . ... . ...............

Business Address. . ... . .

[0 C.P.A. Law Questions and Answers — $1.25

[0 Accounting Theory and Practice (3 Vols.)
0 Vol. I, $3.00; [ Vol. 1I, $4.50.

[0 Auditing Theory and Practice (2 Vols.) — $10.00;
O Vol. 1, $6.00; ] Vol. 11, $4.00.

When writing to advertisers kindly mention THE JourNAL oF AccounTaNcy
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PAY CHECK and PAY ROLL or
CHECK and CHECK REGISTER

ONSIDER all that it means in time, cost, and
labor saving to secure all of THESE FIVE RE-
SULTS IN ONE OPERATION.

But we don’t have to leave this to your imagina-
tion. Conclusive tests by actual users have proved
a time saving of 30 to 75 per cent—combined with
100 per cent of protection, accuracy, and efficiency.

Consider also the elimination of all risk and dan-
ger involved in the transportation and handling of
large sums of money for pay roll purposes. These
considerations have made the combined writing of

checks and pay rolls or register one of the most
important developments of modern mechanical ac-
countancy. And the advantages offered by the New
Model 23 Remington Accounting Machine for this
purpose are decisive.

Send to us for our illustrated booklet, “All in One
Operation.”” This booklet describes the successful
use of our machine for this purpose by large insti-
tutions with big pay rolls all over the country. A
demonstration of the machine is yours for the ask-
ing at any time.

REMINGTON TYPEWRITER CO., 374 Broadway, New York—Branches Everywhere

New Model 23 REMINGTON
ACCOUNTING MACHINE

When writing to advertisers kindly mention THE JourNAL OF AccOUNTANCY
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THE GRADE CHART

they bec

. INDE
| the RIGHT Bond Paper:
__atthe RIGHT price B

- for the Purpose |8

e

THE SPECIFICATION CHART

Juy 15, 195,
60,000 Shipping Departaent Forma

"The contenta of thls pao

Blner Myufaoturing Company

sk that these be printed on better ¥ Sesrad g .

rade of Yond paper than heretofore.

R ks

Saperinteraent of PIark Woid x S

Whic/z{ Bond Paper
-and WHY)

ETTER sheets for the exec-
utive offices, contract
forms, new stock certifi-
cates, purchase orders,
form letters, file copy

she:ets, or memo slips — just a few
of the many uses for bond paper in
the business year. Someone must
decide which bond paper and why
— in every case.

If it is a fair questicn, how much
do you know about bond paper
values? Do you buy by persgnal
preference, precedent or price?
And this rs a fair question, because
hardly one man in a hundred buys
bond paper to his own best interests
— purpose and price considered.

There are nine Eagle-A Bond
Papers — essential grades made to
cover every bond paper need. The
Specification Chart shows you how
to use these grades purposefully,
intelligently — how to get the most
out of bond paper — at the least
cost. It takes the guess work out of

QUALIT
This watermark idennfies Eagle-A Bonds

buying and assures you ‘the right
paper for the purpose’.

And the Eagle-A Watermark
guarantees you the right price. For
these nine Eagle-A Bonds are pro-
duced in volume by the world’s
largest makers of fine writing papers.
The elimination of non-essential
grades; this concentration on stand-
ardized units has made possible
enormous savings in both produc-
tion and distribution.

The Specification Chart and the

Eagle-A Watermark assure you of
the right paper at the right price.
Your Printer, Lithographer, En-
graver or Stationer can furnish these
standardized Eagle-A Bonds. Spec-
ify each by name.
May we send you three paper buying guides—The
Chart,—a booklet *“The Correct Use of Bond
Papers’ and sample Portfolio of Eagle-AjBond
Papers?

AMERICAN-WRITING PAPER-COMPANY

Mabkers of Eagle-A Writing, Printing,
Specialty and Industrial Papers
Holyoke, Massachusetts

AGLE-A
Bond PAPERS

When writing to advertisers kindly mention THE JoUurNAL oF AccouNTaNCY
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any accounting plan.

This is the Elliott-Fisher Accounting
Machine, wsed in more than goo different
lines of business. No change in system is
necessary to install it. It fits right in with

You can install this accounting machine

without changing your client’s system

HERE is one accounting ma-

chine that you can install without
changing your client’s system. It fits
right into any accounting plan with a
minimum of rearranging. It is the
Elliott-Fisher Accounting Machine.

There is no other accounting machine
like the Elliott-Fisher. Its flat writing-
surface -— an exclusive feature — en-
ables it to keep the books in type-
written form. Many separate book-
keeping operations, such as entering
the charges on the ledger, making out
the monthly statement, recording the
daily sales, become one operation on
Elliott-Fisher. It does more than just
enter amounts — it #ypes the full ex-
planation.

At the end of the day, books
kept on Elliott-Fisher Ma-
chines are up to date and in

absolute balance. As a by-product,
Elliott-Fisher furnishes, by means of
the exclusive Automatic Audit Sheet,
the totals of all sales, purchases, cash
receipts, cash payments, inventory
movements, cost data, payroll activi-
ties and general ledger information.
Next morning the President can have
this information on his desk.

We have prepared special booklets
on ‘the application of Elliott-Fisher
Machines to many different kinds of
business. If you will let us know what
industries you are interested in, we shall
be glad to send you these booklets, or
additional information, upon request.
Elliott-Fisher Company, 342 Madison
Avenue, New York

ELLIOTT-FISHER

Service and Supplies are second only in importance to machines. You
can depend absolutely on E-F Service and EFCO Supplies.

When writing to advertisers kindly mention THE JOURNAL OF ACCOUNTANCY
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How long can you continue to use
paper that “fuzzes” and tears un-
der the strain of constant erasing?

Fuzzy and torn—ordinary
Ledger Paper erases poorly.

Note the firm, clea
ture of Parsons Paper.lt
erases smoothly.

‘These Photo - enlargements tell
an amazing story of bookkeeping inefficiency

THE two squares above show samples of
ledger paper—one the average product—
the other Parsons Defendum Ledger. They
were photographed after the same sized ink
spot had been erased from each.

The astonishing difference is a warning to
buyers of business papers. Parsons
erased quickly—surface smooth and clean—no
blots or blurs when written on.

The other paper failed completely. One erasure
so roughened and weakened the paper that fur-
ther writing on it was blurred and mussy. It
couldbeeasily broken with theslightest pressure.

Don't let your bookkeepers continue to pay
this penalty of false economy. Cheap paper
wastes time. It spells inefficiency.

Parsons Defendum not only erases smoothly
but it also has the advantage of a Perfect Hinge
that helps to keep those loose-leaf ledger papers
flat.

Compare Parsons Defendum with the paper
you are using at present and notice the differ-
ence. Note the splendid writing surface the
ease of erasing—see the Perfect Hinge. We
recommend Buff for ease on the eyes. Parsons
Paper Company, Holyoke, Mass.

FOR EASE ON THE EYES WE RECOMMEND BUFF

PARSONS

BETTER BUSINESS PAPERS
for Ledger «work use “Defendum

When writing to advertisers kindly mention THe JoURNAL OF ACCOUNTANCY
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Four Big Printings Required to Supply the

re-Publication Demand Alone

Financial
Handbook

Robert H. Montgomery, Editor

Author of Income Taxr Procedure and of Auditing Theory and Practice:
Counselor-at-Law; Certified Public Accountant; Member of the firm of
Lybrand, Ross Bros. & Montgomery; Past President, American Associa-
tion of Public Accountants, and of New York State Society of Certified

Public Accountants; ete.

Assisted by 32 Contributing Specialists

Covers All Questions
of Financial Management

THE JOURNAIL OF ACCOUNTANCY

P —

FINANCIAL
HANDBOOK

EVER until now has a financial handbook been avail-

able.

This new volume meets the need by concen-

trating between two covers trustworthy information on all

aspects of practical financial management.

Few, if any,

questions of principle or detail, policy or working method,
can arise to which it will not supply basic data for a reliable

answer.

Under the Editorship of a Nationally Known Authority

No one could be better qualified
to edit such a Handbook than
Robert H. Montgomery. As a con-
sulting accountant, he has for over
twenty-five years played a promi-
nent part in the financial manage-
ment of hundreds of well known
companies. The results of these
years of intimate contact and expe-
rience he has drawn on freely in
editing this great work.

In its preparation, he has worked
over a period of two years with a
group of thirty-two contributors and
editors, each an able specialist in
his field.

A Reference Volume
of Tremendous Scope

The matters with which the Financiar
HanpBoOK deals are those which come
up daily in the operations of every com-

To Secure Immediate Delivery
Place Your Order Now

Every executive or accountant will want a copy of this newly
It sells for $7.50 — an almost incredibly
low price for the vast amount of information contained.

To get your copy promptly, you need to send in your order
The Handbook will be mailed postpaid, and you can
send us your check for the price within five days after the book
reaches you. Or, if the volume is not in every way satisfactory,

published Handbook.

at once.

ship it back. Use the form at right.

pany, of whatever size, The list of
sections, 34 in all, as given at the right,
will show you the amazingly wide field
which it covers.

Throughout the volume whole pages of
material have been compressed into
paragraphs. Wherever possible, forms
and tables have replaced extended text
descriptions. Even with this extreme
condensation, the information presented
fills 1749 pages, equivalent to fully 4000
of ordinary style. Over 7500 subject
references are included in the 65-page
Index.

Designed for
Convenient Everyday Use

In every detail, this Handbook has been
designed to save the time of the men who
use it. The typography has been selected
for easy reading and arranged to bring im-
portant points to your notice at a glance.
Binding flexible style, strong and durable
for hard continual use. Page size, 43" x
71, makes book, for all its 1749 pages,
surprisingly easy to handle.

The Ronald Press Company
Publishers r 15 East 26th St., New York, N. Y.

b

34 Sections

Financial Statements and Reports
Mathematics of Finance
Fundamentals of Business Economics
Control of Current Operations
Capital Structure and Policies
Fixed Capital Expenditures
Control of Sales and Sales Policies
Budgets Insurance Protection
Types of Business Organization
Controlling Inventory Investment
Credits and Collections
Security Markets Business Law
Import and Export Procedure
Foreign Exchange and Financing
Dealings with Embarrassed Debtors
Real Estate Transactions
“Blue Sky"” Laws Federal Taxes
Transportation Rates
Treasurer- -Comptroller—Secretary
(Functions, Duties, etc.)
Banks and Their Uses
Profit-Sharing Plans
Accounts and Audits
Abbreviations of Business Terms
Federal Regulation of Business
Investing Surplus Funds
Business Statistics
Fiduciary Relations
Purchase and Sales Terms
Purchasing Traffic Management

1749 Pages Gilt Edges
Flexible Binding

r-—--——-USE THIS ORDER FORM w mm s s s s s

| THE RONALD PRESS COMPANY

| 15 East 26th Street, New York
l Send me postpaid a copy of Robert H. Montgomery's
Financial Handbook. Within five days after its receipt,
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The Board of Tax Appeals and the Certified
Public Accountants*

By J. GILMER KORNER, JR.

For three years next preceding the creation of the board of
tax appeals I was connected with the office of the solicitor of
internal revenue, and during that time I made the acquaintance
of your profession and worked more or less with you. The advent
of the board of tax appeals continued that acquaintanceship and
at the same time created a new relationship between us. It is
concerning this new relationship that I desire to talk with you
this afternoon.

The policy with respect to the admission of certified public
accountants to practise before the board of tax appeals was
adopted after careful consideration. I was one of the original
appointees of the board and took part in that consideration and
in the adoption of that policy. Neither I nor any member of
the board has had occasion to regret the action taken. The
certified public accountants of our country have met this new
situation in a manner which merits the admiration and respect of
all who have observed it. What I have to say, then, should not
be taken to be a criticism of your work before the board, nor as an
indication that the board feels that its policy just referred to was
not a wise one. Neither is true. Furthermore I do not wish to
be understood as holding a brief for my own profession in the
matter of practice before the board. This is equally far from
my thoughts.

During the course of my membership on the board, I have on
frequent occasions had members of your profession ask me how
and in what way a certified public accountant can best serve the

* An address before the New York State Society of Certified Public Accountants, New York,
October 14, 1925,
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interest of his client in handling an appeal -before the board.
Such a question covers too much territory for me to answer even
if I felt able to do so. However, this question has been the sub-
ject of a great deal of discussion among the members of your
profession and on many occasions I have discussed it with them.
There appears to me to be a feeling among many who stand high
in your profession, and in the councils of your societies, that there
is a danger of your extending the sphere of your professional
practice into a field where i¥ cannot do full justice to itself and that
thereby the welfare of the client is in possible danger of being
jeopardized.

Those discussions have been of a character most frank and
earnest and I am impressed that there are many among you who
entertain some real concern along this line. Not being a member
of your profession I do not feel at all qualified to offer any advice
and it is not my intent to do so. At the same time I have been
impressed with the seriousness of the thought given to this subject
by those of you who have so frankly discussed it, and at their
suggestion I have undertaken to outline briefly a few observations
that have been evolved in these discussions.

As a premise I may lay down the proposition that the client’s
interest is your first concern. All other considerations should be
subordinated to that. As I view it there are two parallel courses
leading to this ultimately desired end. These two courses are not
divergent but convergent. To this extent they are not precisely
parallel but do go hand in hand. One is the compilation, analysis,
and marshalling of all the facts constituting the whole truth of
the taxpayer's case. The other is the presentation of these facts
in orderly and logical array, under certain prescribed rules of
practice, to the tribunal hearing them. This latter constitutes
advocacy. Each of these duties requires a particular and special
training. But to my mind there is a more fundamental difference
than merely that of training.

If I understand aright it is the duty and aim of your profession
to ascertain every fact and every truth bearing on the tax liability
of a client—irrespective of whether or not such facts and truths
are favorable or unfavorable to his own contention. I am
advised that the ethics of your profession demand that every
fact be exposed and that none be concealed, and that your pro-
fession stands back of the work of each member who observes
these ethics, as a guarantee of the fairness and accuracy of the
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profession. No higher standard could be set for any profession
than this. The aim of such an exalted standard is of course to
invite and command the confidence and respect of all men in the
work of every certified public accountant. Such a consummation
is devoutly to be wished and any act or thing which would tend
to blunt or even slightly to dull this fine edge of confidence and
respect should not be lightly undertaken.

Now on the other hand, the duty imposed upon an advocate is
different. His is the duty to see that his client’s case is fairly
and accurately presented in its favorable aspects, leaving to his
opponent the duty of detecting and exposing its weaknesses and
of presenting in a similar manner the favorable aspects of his
side of the case. So long as an advocate does not resort to deceit,
unfairness or treachery, his duty is accomplished when he has
presented his client’s case as above outlined, and in so doing he
has practised within the ethics of his profession. No invidious
comparison can be made as between the two codes of ethics.

- Each profession has a different function to perform and the faith-
ful and honest performance of that function fulfills the require-
ments and the ethics of that profession.

The apprehension, which has been expressed to me by prominent
members of your profession, is that the certified public accountant
by becoming an advocate will of necessity feel constrained to
adopt the practice and the ethics of the advocate and in that
process lose sight of the obligations and ethics of his own profes-
sion to which I have just alluded. The question is, Can any man
fill two capacities with separate and distinct requirements and do
justice to himself and his client in both? With the corollary query,
can he, under these conditions, do justice to both professions
which for the time being at least he represents? The apprehen-
sions are not, as I gather it, due to solicitude for the standard of
the profession of advocacy but for the maintenance of that
severe ideal sought for the profession of accountancy.

By reason of the high standard of ethics that your profession has
set for itself, it has established such a reputation for accuracy,
probity and full disclosure of all facts, that the certified statement
of one of your members is relied upon and accepted without
reservation by bankers and other extenders of credit. This is
evidence not merely of an ideal, of something to strive for, but of
an actual accomplishment, a goal reached. It is jealousy of this
confidence and respect, this accomplishment, which is causing the
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apprehension of some of your members to which I referred a
while ago.

I have often heard the jocular inquiry as to which has the better
chance of success—a good case poorly presented or a poor case
ably and skilfully presented. I donot know the answer. On the
whole, perhaps it is an even break. I can say this, however:
There may be an excuse for the latter but there can be nothing
but regret and disappointment growing out of the former. The
board of tax appeals has had the experience of hearing all kinds.
There have been good cases well presented, good cases poorly
presented, poor cases well presented and poor cases poorly pre-
sented. Whether the board has been able to find the right answer
in all of them is a matter on which I do not here express an
opinion. If it has not done so in the first situation it is the
fault of the board. As to the other three, the board has at least
a defensible ground for failure. You will note that of the four
given, there is only one in which the board has the full opportunity
to do justice to itself. It may do justice to the parties even in
the other three but it is at the expense of great labor and even
uncertainty, at best.

And now, aside for a moment from the consideration of any
effect on the standards of the profession of accountancy which
may be involved in certified accountants acting as advocates, let
us consider the case purely from the standpoint of the taxpayer.
He is your client and to him, of course, is your first duty. To
see that your client gets exact justice is your aim. He goes to
you because you are a specialist in the complicated economic
structure within which we live. He goes to you for the further
reason that he has confidence in your skill and attainments to
tell him with exactness what taxes he should pay. Assuming he
is an honest client, you advise him fully of his liability and show
him all the details—the details which work in his favor as well
as those which do not. If he is not an honest client and you are
not able to satisfy yourself that you know the truth and the whole
truth, you would of course decline his case. Having fully satisfied
yourself of the true condition of your client’s liability and so
advised him, what is your next duty? It is to present it to the
tribunal designated to hear it. If you are not fully equipped for
that duty, then no matter how carefully and accurately you have
prepared his case, the client is in danger of sustaining a loss of
his appeal. Itis just here that I feel the certified public account-
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ant should carefully weigh in his mind his responsibility to his
client.

I have been told by some certified public accountants that
since the organization of the board of tax appeals, they feel the
need of the study of the law of evidence, and that they intend to
enroll in a law school and take special courses in pleading and
evidence. That is all right as far as it goes, but I fear that it
does not go far enough. A knowledge of pleading and evidence
is very helpful, but a mastery of them is difficult and comes only
with long experience and practice. There are men who are
native advocates, who by instinct have the flair of advocacy.
But, as I view it, there is a more fundamental necessity in the
presentation, argument and briefing of a case. Let us advert
again to the point where you are weighing in your mind your
responsibility to your client. If his case, in addition to the
facts of accountancy of which you have the mastery, involves
the interpretation of a contract under a statute or the com-
mon law of a given state, or perhaps involves the even more
difficult problem of real property, your knowledge of pleadings
and evidence would perhaps not serve to protect your client’s
rights.

The experience of the board shows that comparatively few
appeals involve issues of pure accountancy. By that I mean
issues in which no questions of substantive law are presented.
Well-nigh every appeal involves such law questions and these
run the whole gamut of law-——corporations, trusts, domestic
relations, banking, torts, partnerships, contracts, real property,
negotiable instruments, receivership and bankruptcy, and even
criminal law in cases in which fraud is involved. Each and every
one of these enumerated branches of the law has been presented
to the board not once but repeatedly. Any advocate who is not
thoroughly grounded in these subjects is at a grave disadvantage
in presenting cases in which they are involved. You can see
from this, that a superficial or even a thorough training and
understanding in pleadings and evidence would not enable you
to do justice to yourself, your profession or your client.

As I stated at the outset, what I have said here is not in
criticism nor is it intended in a spirit of gratuitous advice. That
is neither my province nor my intent. But, I am interested in
the success of the board of tax appeals. I am anxious beyond
measure for it to fulfill in every possible way the functions for
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which it was created. I want to see its decisions respected for
their merit and justice. The care and accuracy with which a
case is prepared contributes immensely to the ability of the board
to render such decisions, and the same is true of the clarity and
skill with which it is presented. It is therefore of great interest
to me to see cases both well prepared and well presented. As I
said a while ago, each requires a special kind of training. There
is ample room and reason for men of both classes of training to
work together for the desired end, viz.; the better trial of tax
cases.

Of late I have talked with the heads of accounting firms and
also of law firms and I am struck with the similarity of the
realization brought home to both, viz.; that in the preparation
and trial of tax cases both are at a grave disadvantage without
the help of the other. Only a short time ago the head of one of
the largest law firms engaged in the tax practice said to me that
his firm had long since realized the absolute necessity of associat-
ing with themselves certified public accountants in the preparation
and presentation of every tax case in which they are employed.
He said that the first advice given by his firm to a client is that
such an accountant should be employed. If the client does not
want to do this, the firm does it on its own responsibility. He
then called my attention to the success which his firm enjoyed in
the practice both before the board and in the bureau of internal
revenue and stated that he attributed such success largely to this
policy. On the other hand, I have had conversations with
certified public accountants, both individual practitioners and
members of prominent accounting firms, and they have stated in
almost exactly the same language that their experience had
taught them the necessity of associating legal counsel in tax
cases before the board, as well as in the bureau of internal reve-
nue. One of them remarked to me that he had come to believe
that nothing could present a more helpless picture than a certified
public accountant attempting to present a real tax case without
the assistance of a lawyer, or a lawyer attempting to present a
tax case which he had attempted to prepare without the advice
and assistance of a certified public accountant.

Personally, 1 feel that these two important professions are of
necessity complement to each other in the tax practice. I have
seen the combination work so satisfactorily to both professions
and to the board (and, I might add, to the client as well) that I
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am reminded to quote from Hiawatha (without fully adopting
the ultimate conclusion):

‘“ As unto the bow the cord is,
So unto the man is woman:
Though she bends him, she obeys him,
Though she draws him, yet she follows,
Useless each without the other!"

And now let me take a few minutes more of your time and
turn to the matter of what the board is doing. As you know,
the board was organized on July 16, 1924. The first case was
heard about the middle of August of that year. However, it
was approximately the middle of October before we began hearing
cases with any degree of regularity because of the few cases
coming to issue in the formative stages of our existence. It was
not until about the first of this year that the board really took
its stride. There were twelve members of the board until April
1st of this year, at which time four new appointees took office.
The resignation of one member at that time made the board
membership fifteen. This number remained constant until
September 1st, when one new member took office. A week later,
however, another member resigned, so that the number remains
at fifteen.

Since our organization and until October 1st of this year, 7,664
appeals have been filed. Of this number, to the same date,
approximately 3,000 have been heard and disposed of. This is
almost fifty per cent. As I said a while ago, the board did
not begin at once the hearing of cases after its organization. A
vacation period of approximately six weeks was observed from
the middle of July to the first of September of this year, so that
the work indicated above covers approximately 914 months of
activities, or about 400 cases a month. It has not been
easy to accomplish this amount of work and it has been possible
only by dint of the utmost exertion and industry on the part of
the members as well as of the entire personnel of the board.

The board is calendaring appeals for hearing approximately
four months from the date of issue and is hearing and disposing
of them as they come on for hearing. In view of the intricacy
of the problems presented and the care and thought required in
their solution, this is perhaps not an unreasonable period in which
to reach appeals after their coming to issue. When a case can
be heard approximately four months from the date of issue, it is
in a real sense current—or practically so. Our experience shows
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that the average taxpayers, indeed most taxpayers, desire a period
of from four to five monthsin which to prepare for trial. And even
at that there are numerous delays brought about by continuances
requested by taxpayers. Many appeals could be, and would be,
reached sooner if the parties were at all times ready to go forward.

There have come to my attention lately stories and rumors to
the effect that the board is four or five years behind in the hearing
of its calendar, and that to date approximately 600 cases out of
over 7,000 have been disposed of. From what source this misin-
formation originates, I do not know. All of the records of the
board are open to the public and there would seem to be no reason
for inaccurate and misleading statements to become current when
exact information is so readily obtainable.

You may be further interested in the work of the board from
the standpoint of dollars. Some time ago I caused a compilation
to be made of 1,500 appeals. These were not picked cases but
were taken bodily from the files in accordance with their docket
numbers—the run of the mine, so to speak. A review of these
appeals shows that the average deficiency per appeal is $15,264.
On this basis the total number of appeals filed to October 1, 1925
(7,664 in number), involve deficiencies of $116,983,296. And on
the same basis the appeals heard and disposed of involve $58,-
000,000. As I said before this represents approximately 914
month’s work or an approximate average of $6,000,000 a month.

The board and every member of it are conscious of the mag-
nitude of the task in hand. The income-tax law is necessarily
intricate because of its breadth of scope and universality of its
application to a wide diversity of subjects and persons. The
problems it presents are many and difficult of solution. The
board is striving hard to solve these problems correctly but it
need not be said that to do so it must have the assistance of a
high degree of technical skill. This assistance the certified public
accountants are able to give us. With the quality of assistance,
which a profession with such exalted and severe standards as
yours can give us, our task will be made easier and the complex
problems of taxation may be brought to a more exact science,
to the satisfaction of all the taxpayers of our country and to the
government of which they are a part.
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By F. W. THORNTON

Some recent writers have pointed out misapprehensions as to
the relative position of bonds and stocks as investments. They
have done much to clear the public mind, although much remains
to besaid. Itisintended to show here something of the variation
among differing classes of common stocks, and for that purpose a
short review of the whole situation, covering bonds as well as
stocks, seems needed.

Perhaps accountants are about as well fitted as anyone to
point out popular gross accounting errors in matters of invest-
ment. Should the question be asked: What are the safest forms
of long-term investment? the answer would almost surely be:
life insurance, good bonds and mortgages, savings bank deposits,
good preferred stocks, good common stocks—and about in that
order. Accountants are not a little responsible for this general
classification of investments. Figures for the last twenty years
show that the order should be reversed.

Consider first the position of the bonds. If a person in 1913
had bought a gilt-edged bond, say, U. S. Steel sinking fund 5%,
he would have received in interest $600, which, with return of the
capital, would amount to $1,600. How much better off is a man
with $1,600 in 1925 than he would have been with $1,000 in 1913?
What was the real income available to buy things to eat and wear?

Fortunately, there are available figures to show this. So-called
“index figures’’ showing the cost of all commodities and of the
cost of living as compared with 1913 are published by Harvard
university, Fisher, Bradstreet, bureau of labor statistics, and
others. All concur in a figure for 1925 indicating the costs as
compared with 1913 to be about 155 per cent. This means that
$1,550 would buy of general commodities as much as $1,000
would have bought in 1913. Our bondholder has received in
twelve years $50 of income in excess of that needed to preserve
the value in necessaries of his original $1,000.

Suppose the money had been put in the savings bank at 4%,
interest. - Compounding the interest his present deposit would be
almost exactly $1,600. Again the real return is $50 in twelve
years.
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Our investor might well have wrapped his talent in a napkin—
bought steel rails, washing soda, window glass, anything—and
stored it in his cellar till now; he would be about as well off.

In time of severe stress, such as Europe has been passing
through since 1918, the case is worse. An instance cited to me
was that of an Hungarian family with an income from industrial
bonds—I think it was 5,000 kronen—sufficient to enable them to
get enough to eat and wear and to maintain a certain gentility
albeit a little shabby. Since the war their coupons are sufficient
to buy a small sandwich once a year.

True, they would have lost had their investment been in the
stock of the company whose bonds they held; but not nearly so
severely, for the stock represented some assets which remain and
are not the sport of debased currency nor subject to the steady
loss of value that all currencies have suffered in all countries at
all times ever since the laborer got one penny, his full union rate
of hire for a day’s work in the vineyard. Who can point to a case
of increased purchasing power of a monetary unit over a period of
100 years? I have sought it in vain.

He who buys a bond or mortgage, life insurance, non-partici-
pating preferred stock, or acquires in any way a future right
to a specified amount of money is gambling on the chance thata
money unit, gold or other, will retain its purchasing power—a
losing bet for a thousand years.

But, suppose our investor had put his money into good common
stock—to continue the parallel let it be U. S. Steel common,
although any good stock would do. First, his immediate return
would have increased from $5 to $7 a share annually; not enough,
truly, to compensate for the increased cost of living, but an in-
crease. Next, his stock is still represented by assets (aside from
profits retained in the business) that would be worth as much,
measured in the world's goods, as those that represented it in
1913. And, finally, it is probably represented by two additions,
one being the undistributed profits and the other the amount
represented by the loss in real value of the bonds and preferred
stock arising from the fact that they with their interest and
dividends are repayable in a less valuable monetary unit.

If a steel furnace costing $200,000 in 1913 were then bonded for
$100,000, the bondholders would own half of it and the stock-
holders would own the other half. If it were now replaced, as
such furnaces often are, and were constructed no worse and no
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better than before its cost would be perhaps $400,000. Now our
bondholder owns one quarter of it, the stockholder three quarters.

It is true that common stocks fluctuate in price much more
than bonds, but it is equally true that over any long period the
net effect of all the fluctuations of common stocks is a rise in
money value more than equal to the rise in the index figure for
general commodities.

It is also true that common stocks sometimes become worth-
less. The remedy is to spread an investment over many stocks.
Upon the whole the gain on those that do not fail is more
than enough to compensate for loss on those that do, provided
that the stocks are chosen with a moderate amount of judgment.

Bonds are not altogether free from losses. Whenever such
losses occur in the case of trustees’ investments there is no com-
pensating gain on other bonds, such as has been spoken of in the
case of common stocks; the principal of the trust is irremediably
depleted, even on the dollar basis. At the present time we have
some bonds that either are or have been considered gilt-edged, to
which attention might be directed—What price Chicago, Mil-
waukee & St. Paul 49, Erie 49,, New York Railways 6%, Chi-
cago & Northwestern 3149,?

A danger to which investors in common stocks are subject is the
temptation to sell when a profit appears, in short, to speculate.
It is pretty well resisted by the owners of large fortunes. Every
accountant knows that the really wealthy choose their common
stocks carefully and keep them long; that they are not affected by
the daily fluctuations in price but hold their stocks with a view to
development over many years. That is the difference between
investment and speculation.

Looking broadly at the investment situation as it affects trus-
tees, the prescribed investments under the laws governing trusts
are such as to insure with all but absolute certainty the eventual
realization by the beneficiary of a sum not greater in dollars and
less in purchasing power than the sum originally deposited in the
trust.

Let it be admitted that the instances cited are extreme—they
are. War conditions have hurried forward the rising tide of
prices, and for a few years we may look for a period of relatively
slow loss of purchasing power of monetary units. None the less
these instances, while exaggerated, are highly characteristic of
the whole financial history.
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Not everyone is fooled. Our financiers know better than to
bury their money in bonds. They know that falling money
values favor the debtors of the nation and so they become the
debtors. At the same time the professional friends of the poor,
from Jack Cade to Bryan, with the childlike idea that the poor are
the debtor class, have urged the cheapening of the currency.
The relatively poor put their money in savings banks, which in
turn buy bonds issued by corporations; small investors buy bonds
themselves; they buy life insurance, their premiums being in-
vested in bonds; and they do not borrow, partly because nobody
will lend them anything. So, when the value of the dollar
decreases, as it always does, they lose, and those who borrow
their savings win.

To induce the small investor to buy bonds, graphs are made
up to show the relative steadiness of the prices of bonds as com-
pared with stocks, and the return on bonds if held to maturity is
given with great accuracy, always on the assumption that a dollar
is a dollar and forever worth the same. The decrease of dollar
value which has averaged five per cent a year for twelve years is
not thought worth mentioning.

We also have professors, with their Sprague’s tables and loga-
rithmic formulz, who tell us to the hundredth of one per cent
what return a fifty-year bond bought at 101 15/16 will give us;
and what part of the interest must be set aside on a basis of
scientific amortization to maintain the principal unimpaired.
Will they tell us what that principal will buy when the bonds
mature? If one were measuring the cubic content of the pyra-
mids these professors would come running up with half a brick
saying, ‘See, you have left this out,” with eyes unseeing that the
rule had shrunk by half and was shrinking.

They have measured the national wealth and income with their
lessening measure and after a time measured it again; and they
cry: ‘“How great the growth, how rich we are,” and government,
willingly enough, taxes the increase.

Life insurance has been referred to, but it is only as an invest-
ment that the remarks have been intended to apply. There are
those who have taken upon themselves such responsibilities that
it is imperative on them to make provision against possible early
death. For them the premiums they pay have two components:
one a portion paid for protection, the other a portion paid as an
investment. For the company there is but one component; the

332



Investments

number of their policy-holders is so great as to establish a statis-
tical average upon which they can rely. A man is 61; so far as
the company is concerned it may say with certainty that for their
purposes he has 1314 years to live; so that for an insurance of
$1,000 he must pay annually a sum that will amount in 1314
years, at some previously fixed rate of interest, to $1,000. Ex-
amination of life-insurance rates with an annuity table will show
the rate of interest allowed. It is always less than bonds would
pay, as indeed it must be since the premiums are invested largely
in bonds and out of the interest must be taken commissions, oper-
ating expenses, profits and those monumental buildings that
adorn our cities. '

As a protection, then, life insurance is a necessity to some;
they pay for it. As an investment it is an absurdity, largely so
because life-insurance companies must invest their funds in
precisely those securities that are the poorest investment for
others. The excuse is, of course, a mythical safety attached, in
the minds of our lawmakers, to evidences of indebtedness as
compared with the part ownership of material things.

The matter is perhaps now more clear. If we buy bonds we
invest in futures of a commodity—money—that has been falling
in purchasing power since the memory of man runneth not back
to the contrary. If we buy common stocks we invest in actual
existing things that may be expected to rise in price—not in real
value—just as fast as the cost of living rises, with further gain, if
the stocks are preceded by preferred stock and bonds, of the
amount lost by them in the rise of prices.

Which is the conservative investment? Is it conservatism
to assume that some loss is necessary and choose the least of the
losses, while another course is open without loss but with gain?

Altogether one is reminded of Teufelsdrockh:

“Toward anything like a Statistics of Imposture, indeed, little as yet has
been done; with a strange indifference our Economists, nigh buried under
Tables for minor Branches of Industry, have altogether overlooked the
grand all-overtopping Hypocrisy branch; as if our whole arts of Puffery,
of Quackery, Priestcraft, Kingcraft, and the innumerable other crafts and
mysteries of that genus had not ranked in Productive Industry at all.”

* * * % *

So far common stocks have been spoken of as a class. There
are, however, different classes of common stocks in which form of
organization, legal and commission controls and character of
assets bring about in a period of rising prices results departing
widely from the general average.
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There is, first, a class including railways, gas and water com-
panies, and some other public utilities for which a limited or
specific return is prescribed. This return may be computed
as a fixed percentage on cost, on present replacement value, or on
‘“actual investment.” If the percentage or other limit of income
prescribed is to be applied to the first cost of the properties, and
if in the future no increase is to be allowed, the common stocks
have the same losses as bonds when prices rise.

If present value is used as a basis, then for those who originally
invested in the stock a proper allowance is made for any deprecia-
tion of the dollar in the past but with no hope for the future. If
future rates are to be based upon values to be fixed from time to
time the stock is in the class of investments protected against
fluctuation in value of the money unit.

It might be said that public utilities have earned profits far in
excess of those necessary to pay a reasonable return and to keep
pace with the falling value of money. Some have done so; some
have barely paid expenses; some have gone to the wall. The
policy of governments, federal, state or municipal, has fluctuated
in the past between wide extremes. The tendency today is
towards a more stabilized condition in which public authority

recognizes that it is not wise, even if it is practicable, by restric-
* tion to limit profits of utilities to inadequate returns; and the
utilities are recognizing that reasonableness on their part will
produce more satisfactory results than will excessive exactions
from the public. Exceptions are to be found—the transportation
situation in the city of New York being a striking one—but these
are relatively infrequent and usually attributable to some special
influence or condition. Variations from average conditions are
found when the assets of a company are either predominantly
capital or predominantly current. Where prices rise the benefit
of the apparent increase in value of fixed assets does not at once
appear. They remain on the books at original cost for many
years, and in the current profits appear only those gains arising
from current operations, plus an additional gain due to the use of
plant obtained at a lower price than would have to be paid for
replacement—the depreciation provision, for instance, being less.
On realization of the whole business the increased price of fixed
assets partly compensates for the decreased value of money, but
not wholly, because some part of the apparent gain has appeared
in current earnings. Indeed, over a period sufficiently long,

334



Investments

earnings would absorb almost all the gain in money value of fixed
assets, since these must be replaced at current costs from time to
time. Few, indeed, of our enterprises have such a long history
as to produce such a condition.

Where the assets are principally current assets, however, there
is little accumulation of increased price to compensate for de-
creased purchasing power of money. The current earnings are
inflated by the constant absorption of the price changes. For
example, a corporation had a capital in 1900 of $200,000; it has
been engaged in wholesale high-grade dress material merchandis-
ing; all its “profits”’ have been paid out in dividends. At this
time its capital enables it to own a little less than half as much
merchandise as it could own in 1900. The other half has been
distributed as profits. All merchant companies, film companies,
amusement enterprises, proprietary-medicine manufacturers,
and other companies with little fixed plant pay out as dividends,
or at least show as profits, part of the purchasing power of’the
original capital, and in that respect their common stocks approach
the status of bonds. v

Companies of this kind should show current earnings on a scale
materially higher than those of enterprises with large fixed assets,
and the stockholder should, in his own mind, classify part of the
dividend and accumulated surplus, if any, as representing depre-
ciation of the money unit, rather than an increase in the real
wealth of the businesses.

There are companies with much capital in fixed assets, with no
capital liability but common stock, and no bonds. These com-
panies approach nearest to the condition where apparent earnings
are true earnings, and the loss of purchasing power of money is
compensated by the increasing price of the fixed assets. If such
fixed assets exactly equalled the common stock, the adjustment
would, at first, be perfect; but as the fixed assets were replaced
or their depreciation provided for on the basis of book value, not
current replacement costs, the equilibrium would be gradually
disturbed and there would be some inflation of current income
with a loss of real value of fixed investment.

Finally there are companies with large fixed assets, bonded
debt, preferred stock and common stock. As all the increment
of price arising from the falling dollar value goes to the com-
mon stock these companies should in theory accumulate for
that stock not only the increment of price in respect of the
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fixed assets it represents, but also the increment in respect of
such assets purchased with proceeds of bonds and preferred stock.

How large may be the practical advantage depends on the com-
petitive situation. In a trade which is close to the saturation
point and in which most of the competing plants were constructed
before the decline of the money unit, little practical gain can be
expected. The steel industry today, for instance, has no expecta-
tion of earning a fair return on the replacement cost of the prop-
erty employed in it.

On the other hand, public utilities that before the decline of the
money unit were enabled by law to earn a fair return on the
present replacement value of their property might reap a large
proportion of the theoretical gain. So too (assuming equal
efficiency) would an older plant competing for business with plants
newly constructed.

Perhaps the most interesting thing that appears on a compari-
son of these classes of stock is that in no case can current earnings
fail to include some fictitious gain when prices rise. Such gain
is greatest when the assets are principally current assets,
liquidated within a year, and lowest where the assets are princi-
pally fixed, in fact almost disappearing in such cases to reappear
on final realization of the fixed assets.

The factor of increased money prices as a compensation for
decreased purchasing power of money units would seem to apply
in theory to the several classes of investments about as shown
below, the greatest compensation to the first named:

Security Conditions
Common stock Much fixed assets, bonded debt, preferred stock
Common stock Ditto none none
Common stock Little fixed assets
Common stock Income limited by regulation, based on cost or a fixed

valuation of assets

Preferred stock Participating

Ditto Non-participating
Bonds
Mortgages
Savings banks
Life insurance

It may be an excess of caution to point out that the considera-
tions herein advanced do not form and are not intended to form
a complete basis for an investment policy. It is believed, how-
ever, that they are entitled to greater weight than has been
commonly accorded them in the past.
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The Oleomargarine Industry
By SIDNEY S. BOURGEOIS

An exhaustive search throughout the country for accounting
data relating to the manufacture of oleomargarine has revealed
that very little, if anything, has been written on this subject.
Probably this is to be accounted for by the fact that executives
engaged in the industry have had more than their share of trouble
in other phases of the business, notable among which has been
the long struggle for existence.

Oleomargarine manufacturers may be classified in two groups,
those engaged in the production of oleomargarine from vegetable
compounds, and others engaged in producing oleomargarine from
animal fats. This article will cover the accounting practice in
a corporation of medium size, manufacturing oleomargarine from
vegetable compounds, although it is not expected that accounting
methods would vary greatly between the two types of industries,

At the outset it may be stated that exceedingly accurate ac-
counts can be maintained in an oleomargarine factory, owing to
the simplicity of the manufacturing processes. Unit costs are
therefore conveniently and easily ascertained.

The oleomargarine factory typifies essentially the dual nature
of a continuous process and a synthetic industry. A group of
various raw materials is uninterruptedly and continually passed
through a comparatively simple and definite process, and fabri-
cated—synthesized—into a single finished product. This is
altogether unlike the intermittent and the analytical industries,
where raw materials are passed through complicated and inter-
rupted processes and analyzed into finished goods of several
varieties, and where the problem of allocating costs to each prod-
uct, as well as finding unit costs, is often difficult and conjectural.

Latest available government statistics indicate that the foliow-
ing classes and quantities of commodities were consumed as raw
materials in the manufacture of oleomargarine in the United
States during the fiscal year ending June 30, 1924:

Pounds Percentage
of total
Cocoanutoil.............oovivnian, 83,059,000 28.21
Milk. ... e 69,090,000 23.46
Oleooil.........oiiieiiiiiiiin, 52,265,000 17.75
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Neutrallard......................... 32,210,000 10.94
Cottonseed oil. ...................... 20,640,000 7.00
Salt..overii 20,593,000 6.99
Peanutoil........................... 5,657,000 1.92
Oleostearine. ....................... 5,317,000 1.80
Oleostock.........oooviiiiiiiinnnn, 2,756,000 .94
Butter. ......cooiiiiiiii 1,900,000 .65

Miscellaneous materials (consisting of
corn oil, sesame oil, soda, coloring, mus-
tard oil, palm-kernel oil, edible tallow,
soybean oil, sugar and extract of
vanilla)........... ...l 976,000 .34

294,463,000  100.00

Oleomargarine is manufactured in two colors, yellow and white.
Usually the only difference in quality between the yellow (colored)
and white (uncolored) is the infusion during the blending process
of a small quantity of butter coloring in the materials in order
to produce a yellow or butter color. With white oleomargarine,
a capsule containing butter coloring is included in every one-
pound package, in order that the consumer may mix the contents
with the oleomargarine to produce a substance of butter color.
The difference in cost of production between the colored and un-
colored products is so insignificant that it has never been found
practical to attempt the computation.

There is, however, a very marked difference in the excise tax
paid on the white product and that paid on the yellow. The
United States government requires the placing on original con-
tainers, prior to leaving the factory, of a ten-cent revenue stamp
for every one-pound package of yellow oleomargarine, while the
white product is similarly taxed at the rate of only a quarter of
a cent per pound, notwithstanding that no change in quality
results from the addition of butter coloring.

The manufacturing cost of the two colors of products being
virtually identical, it is necessary for the manufacturer to include
the additional nine and three-quarters cents per pound in the
selling price of the yellow product. For this reason excise taxes
should be treated on the operating statement as a direct deduction
from sales.

In the particular factory referred to in this article, the finished
product is distributed, for the most part, direct to retail stores,
restaurants, etc. Some few sales are made to wholesale establish-
ments.
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The final stage in the actual production of oleomargarine is the
churning of the compounded materials. The finished product
is removed from the churners and generally placed in ninety-
pound cube-shaped wooden containers. The white product is
subsequently cut into one-pound, and the yellow into quarter-
pound sizes, wrapped in parchment paper, and placed in one-
pound cardboard containers. These one-pound containers are
afterwards placed in original packages containing ten or thirty
pounds each.

INVENTORY CONTROL

It is highly desirable, and probably essential, to maintain
perpetual inventories of all raw materials and finished goods,
especially the latter. These can be kept very simply and with
very little effort in pounds, gallons or whatever units of weight
or measurement are most convenient. It is not necessary to con-
sider monetary values in the perpetual inventories, as all materials
and finished product are consumed and shipped immediately
and usually there are no sudden and violent fluctuations in
market prices of the raw materials or finished oleomargarine. On
the contrary, they are rather stable commodities.

The record of perpetual inventories may take the forms of
exhibit A (see page 345) for raw materials and exhibit B (see
page 346) for the finished product. It will be observed that the
pounds, gallons, or any other unit of weight or measurement used
of materials and product may be known on any given day. These
should agree, to a reasonable degree, with the physical inventories
taken monthly.

The sources of information for the maintenance of the inventory
records are the daily materials report (exhibit C, page 347) and
the daily production report (exhibit D, page 348).

The initial step upon purchase and receipt of raw materials in
the factory is to record the number of pounds or gallons on the line
marked ‘ purchased’ (materials perpetual inventory, exhibit A).
As the raw materials are processed, the pounds or gallons are
entered under their proper captions on the daily materials report
(exhibit C). As this form provides for a record of the total
weights of materials used for each churning, with a knowledge of
the total weight of oleomargarine manufactured therefrom it is
a simple matter to compute the percentage of shrinkage resulting
from each churning. The efficiency of the plant can thus be
gauged accurately on each individual churning, so that the
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average percentage of shrinkage in materials for the month can
be held down to the lowest possible point consistent with legiti-
macy.

The daily production report (exhibit D) shows the result of each
churning every day. The reason for using the ninety-pound
cube as the unit in the production report is that the freshly made
oleomargarine, while contained in cubes, is frequently stored in
the factory refrigerator pending conversion into one-pound
packages. Since one of the important purposes of these records
is to insure a minimum amount of pilferage or other wastes, their
function would be nearly defeated without a record of the original
output from the churners. If stored for a day or two with no
record kept, there could be no assurance that the stock had not
been disturbed between the time of removal from the churners
and the act of placing the product in smaller packages for distribu-
tion.

When the materials and production reports are turned in to the
office, proper entries are made on the perpetual inventory records.
The quantities of materials put in process are entered opposite
the word ““used” (exhibit A). The quantity of oleomargarine
manufactured is entered opposite the word ‘‘manufactured”
(exhibit B).

Should any of the materials be returned or sold, or wasted in
any manner other than natural shrinkage in process of manu-
facture, these facts are recorded opposite their respective designa-
tions under the proper dates, on exhibit A. The combined
quantities used, returned or sold and wasted constitute a proper
deduction from the total of stock on hand at the beginning and
purchases. The difference represents the stock of materials
which should be on hand thatday. This quantity is then brought
forward to the next date opposite the designation ‘‘stock on
hand.” The procedure is continued each business day until the
end of the month, when the physical inventories are taken and
compared with the perpetual records. Any material variation
between the two should be thoroughly investigated and recon-
ciled, as the utter simplicity of the procedure should result in
virtually exact agreement between the physical and perpetual
inventories. The actual physical inventories are, of course, used
as the starting point for the next month.

Practically the same procedure is involved in keeping the record
of oleomargarine inventory, with due consideration to its differ-
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ence in nature. Whenever free samples are distributed, it is
imperative that accurate record should be made of the with-
drawals from stock, for two reasons. The cost of the sampling
is a selling expense, and should therefore be included among the
selling expenses and reflected as a reduction in cost of sales.
Then, too, the withdrawal of stock without keeping a record
thereof would seriously interfere with the efficacy of the perpetual
inventory plan. The second reason is that the federal govern-
ment requires the payment of the usual excise taxes on oleomar-
garine used for sampling purposes as well as on product actually
sold.

GENERAL BOOKS

Unlike the accounting procedure found necessary in many
manufacturing enterprises, in the oleomargarine industry it is
not advisable, and is in fact cumbersome, to carry on the books
such accounts as goods in process, finished goods and cost of
sales.

Unit costs are ascertained so simply without this procedure that
it would be a waste of effort. All thatis necessary is a cumulative
record of raw-material purchases, labor and manufacturing ex-
penses. They may be carried cumulatively on the general ledger
for the entire fiscal year, there being no necessity to make actual
physical closings of the books more frequently. Monthly or
quarterly statements of operations and financial condition may
be obtained by the use of working trial balances. All necessary
information for this purpose is to be found on the general ledger,
with the exception of inventories, deferred charges and accrued
expenses. The inventories are brought into the statements by
a charge to asset account and credits to raw material accounts
(or, in the case of finished goods, by a deduction from cost of
sales). Deferred charges and accrued expenses are handled in the
usual manner. Valuations are generally made at actual cost of
raw materials and the cost to manufacture finished oleomargarine.

The following accounts, relative to operations, should appear
on the general ledger:

Sales Cost of sales
Yellow oleomargarine Oleomargarine inventory (begin-
White oleomargarine ning of period)
Sales deductions Raw materials:
Revenue stamps—yellow Cocoanut oil
Revenue stamps—white Peanut oil
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Milk Selling expenses

Benzoate of soda
Salt
Butter color and capsules
Etc.
Labor (manufacturing)

Salesmen’s salaries and commis-
sions

Salesmen’s traveling expenses

Advertising .

Salesmen’s automobile upkee

Salesmen’s automobile gas and oil

Containers and wrappers Depreciation—salesmen’s automo-

Manufacturing expenses: biles

Power Free samples

Lights Miscellaneous

Fuel Administrative expenses

Insurance (fire, steam boiler, Salaries
workmen’s compensation, etc.) Stationery and supplies

Water Postage . B

Taxes (on plant, inventories, Taxes ((Eapxtal stock, internal-rev-
e o e )

Royalties (if any) Auditing

Depreciation—plant equipment

! Lt Insurance (fidelity, robbery, etc.)
Depreciation—building

Depreciation—furniture and fix-

Repairs—plant equipment tures
Repairs-——building Legal

Ammonia Traveling
Miscellaneous Dues and subscriptions

Samples (credit) Miscellaneous

Oleomargarine inventory (end of  (Oher deductions
period) Interest paid
Delivery and shipping expenses Bad debts

Truck drivers Discounts allowed

Truck upkeep Etc.

Truck gas and oil Other income
Depreciation—trucks Discounts earned

Freight and charges Sales of empty containers
Miscellaneous Etc.

UNIT COSTS

It is of great importance to oleomargarine manufacturers, as
it is in nearly all manufacturing enterprises, to keep close observ-
ance of the cost of manufacture. A very convenient method of
doing so is to reduce all costs to a one-hundred-pound-unit basis.
In other words, the cost of every item on the statement of manu-
facturing costs should be based on the average one-hundred pounds
of oleomargarine manufactured during the period. The total
quantity produced during any period can be obtained from the
perpetual inventory records. In this way, variations in cost
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between similar periods can be noted, and corrective measures
may be applied to any unfavorable tendencies.

It has also been found of material benefit to compute unit costs
of delivery, shipping, selling and administrative expenses—that
is, of course, based on the quantitative volume of sales. Total
number of pounds sold for any period can also be found by refer-
ence to perpetual inventory records.

GOVERNMENT REPORTS

. The bureau of internal revenue of the United States govern-
ment requires of all concerns engaged in the manufacture of
oleomargarine, a monthly report showing in pounds the consump-
tion of each class of raw material, the total production of oleo-
margarine during the month and the total sales during the
month. The production and sale of yellow and white oleomar-
garine has, of course, to be shown in separate quantities, owing
to the difference in tax rates. The name and address of each
customer during the month, as well as quantities, must be re-
ported, and this report must also agree with the general report
showing total quantities sold. Through this procedure the gov-
ernment is able to verify the correctness of revenue stamps used
during the month.

The material, production and inventory records referred to in
this article have been planned and adapted to the oleomargarine
industry with the purpose in mind of facilitating the compilation
of the monthly government reports. All information required
therein can be ascertained from these records if they are properly
kept.

AUXILIARY INFORMATION

In addition to the usual financial and operating statements,
various analyses of the productive efficiency of the plant may be
made. Let us take the following hypothetical case as an illustra-
tion:

Quantity of oleomargarine manufactured.......... 330,000 1bs.
Raw materials consumed:
Cocoanut 0il............coiviiiieiiiiian, 268,000 1bs.
Mik .......... F . 69,000
Peanutoil........... ..., 34,000
Salt. i it i e e 15,000 “
Benzoateofsoda............ciiiiniiian, : 700 «
386,700 Ibs.
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Oleomargarine manufactured (as above)............ 330,000 Ibs.
Shrinkage—in weight. .....................c0.... 56,700 *
Shrinkage—in percentage.................c.oonn. 14,669,
Percentage of production to materials consumed . ... 85.34%

Based on these figures, the materials necessary to produce 100
pounds of oleomargarine were the following:

Cocoanutoil........covviiiiinnnninnnnnn. 81.21 Ibs
Milk. ..t 20.91
Peanutoil............ .o, 10.30
Salt. i e e e 4.55 «
Benzoateofsoda.................cenll.. 21«

117.18 ¢

When the plan outlined in this article is carefully adhered to,
the true history of operating activities will be clearly reflected in
the records, from which intelligent statements for the guidance of
the executive can be prepared.
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The Oleomargarine Indusiry

DAILY MATERIALS REPORT
STANDARD MARGARIN COMPANY

Exhibit “'C”

For Churning No. 1-—Date

MATERIALS PUT IN PROCESS

192.. For Churning No. 2—Date....192..

Cocoanut oil:
Regular:

Barrel #1....
Barrel #2. ...
Barrel #3. ...

Hard:

Barrel #1. ...
Barrel #2. ...
Barrel #3....

Peanut oil:

Barrel #1...
Barrel #2....

Milk:

Salt:

Bengoate of soda:

Butter color:

ll?,s.
"  Total....lbs.
ltgg,.
" Total....lbs.
.1bs.
" Total....lbs.
..gals.
Total. .. .lbs.
. .1bs.
Total. .. .lbs.
Ibs.
Total. .. .lbs.
..qts.
Total. .. .lbs.

Cocoanut oil:
Regular:

Barrel #1....
Barrel #2. ..
Barrel #3...

ard:
Barrel #1....
Barrel #2....
Barrel #3....

Peanut oil:

Barrel #1....
. Barrel #2....

Milk:

Salt:

Benzoate of soda:

Butter color:

113,5.
. " Total....lbs.
ltzf.

" Total....lbs,
Ibs.

" Total. .. .lbs.

gals.
Total. .. .lbs.
" Total. . . .Ibs.

" Total. . . .lbs.

Grand total.

Stock keeper*

Factory superintendent
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Exhibit D"

DAILY PRODUCTION REPORT
STANDARD MARGARIN COMPANY

Date............ 192.
Yellow
Churning No. 1 Churning No. 2
......... 90# cubes, or.........Ibs. ||.........90#cubes, or.........lbs.
......... 60#tubs, or.........lbs. ||.........60#tubs, or.........lbs.
......... 30#tubs, or.........lbs. [f.........30#¢tubs, or.........Ibs.
......... S#tins, or.........Ibs. |[......... 5#tins, or.........lbs.
......... yor.........dbs. |l oLl , Or.........lbs.
Approved: Approved:
" Factory superintendent " Factory superintendent
Sk kéeper ........ S 'k'ée'p;e SEREE

White

Churning No. 1 Churning No. 2
......... 90# cubes, or.........Ibs. ||.........90# cubes, or.........lbs.
......... 60# tubs, or.........Ibs. [l.........60#tubs, or.........Ibs.
......... 30#tubs, or.........Ibs. ||.........30f#tubs, or.........Ibs.
......... S#tins, or.........lbs. ||......... Sftins, or.........lbs.
......... , or.........0bs. |[......... , RPN | R
Approved: Approved:

""" Factory superintendent "" Factory superintendent
........ Stockkeeper Stockkeeper
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Taxable Income

By ARTHUR A. BALLANTINE

[The paper by George O. May, read at the annual meeting of the American
Institute of Accountants and published in THE JOURNAL OF ACCOUNTANCY for
October, 1925, was followed by a general discussion led by Arthur A. Ballantine.
In the following report of Mr. Ballantine’s remarks the frequent references to
statements made by Mr. May relate of course to the paper which appeared in
this magazine last month.—EDITOR.]

As Mr. May has branded the legal mind as suspicious of any-
thing more complicated than a cash account, it is perhaps hardly
fitting that a lawyer should begin the discussion of Mr. May's
excellent paper. At the same time, he has expressed astonish-
ment at the accounting notions of economists, and so I suppose
you might as well go to a lawyer as anywhere else if you are going
outside this select group at all. As Mr. May has very graciously
added, along towards the close of his paper, that accountants
themselves are sometimes inconsistent in their phraseology, and I
might add from experience also at times a little copious in their
phraseology, perhaps I can indulge the legal passion for simplifica-
tion on Mr. May’s paper. He is so convincing that I am sorry to
say that I cannot quarrel with him very extensively, but I should
like to emphasize the importance of some of the views which he
has expressed. His own moderation and suavity may belittle the
practical importance of what he says.

The effect of Mr. May’s paper ought to be to destroy a myth
which has worked a great deal of mischief in income-tax legislation
and in income-tax administration—that myth of the existence of
some one ideal system of accounting, furnishing a fixed formula by
which all accounting questions can be solved. As Mr. May has
said, that idea has been pretty well eliminated from the law itself.
His object is now to drive it from its last lurking place among the
administrative offices in the bureau of internal revenue. We
often find there even today that in accounting matters officers
tend to proceed on the basis of the country doctor who said he was
all right if he could throw the patient into fits because he was great
on fits. They are all right if they can throw the tax problem into
the basis of accrual accounting because they are great on accrual
accounting. Now, as opposed to this view of a fixed method of
accounting, I understand Mr. May to take the position that ac-
counting consists in the application to complicated subject matter
of various principles which are founded upon reason and experi-
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ence, among which a choice must be made. He would substitute
the rule of reason for the sway of the shibboleth.

I was impressed by Mr. May's apt definition of income. He
has said that it would be fairly accurate to say that the general
test of the existence of income is whether there is a gain, but that
items which ordinarily constitute gain and are commonly regarded
as income, may be taxed as such, even though in exceptional cases
they may not result in gain to the recipient. He has very neatly
summed up there the effect of the decisions of the supreme court
as to the meaning and nature of income. He takes in, of course,
the leading case of Doyle and Mitchell, where it was established
that the gross proceeds of the sales are not by any means income,
but that you must first take out the original capital represented by
the subject matter of the sale. He takes in the treatment of
dividends, as dividends have been treated in the law, as being in-
herently of the nature of income, notwithstanding their relations
to their particular recipients, and he also takes in the more recent
Gavit case, in which it was held, in interpreting the 1913 act,
that the proceeds of income from a trust fund given to a recipient
for life or for a period of years was of the nature of income and
taxable as such, and the claim of the recipient who had tried to set
a capital value against such receipts and make a deduction for the
recovery of that value was rejected by the court.  All those views.
come into Mr. May’s definition. ‘

The decision of the matter of depletion, to which Mr. May has
referred, has left the legal status of that important matter in
some doubt. I think that doubt exists largely because of the way
in which the matter of the depletion deduction has been presented
to the supreme court. In the original case of Stratton’s Inde-
pendence, which arose under the 1909 act, the excise-tax act, as
Mr. May said, the company contended that it was entitled to
subtract from the gross proceeds of the mineral product the en-
tire excess of those proceeds over the cost of the mining operation,
with the result, of course, that there was no profit from the opera-
tion at all, and that the entire result from the sales over the ex-
penses was to be treated as a return of capital. Now, the only
question presented to the court in this case was whether that
particular deduction was authorized. The court had no alterna-
tive to say what would have been a correct deduction from the
gross income, if any were in order, and carefully pointed that out.
In the succeeding case of Stanton & Balte Mining Company,
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which arose under the 1913 act, the true income-tax act, the com-
pany again in effect took the position that the entire proceeds
~ from mining were exempt from the tax, and did not present a view
as to what might be a reasonable deduction for a return of capital
from the mining operation. The taxpayer was, of course, object-
ing to the arbitrary limitation in the act of the depletion allowance
to 59, of the gross proceeds, but did not present a view as to what
a really proper deduction might be, which might admit of a profit
in a mining operation. In that instance the court followed the
Stratton Independence case, even though that case was decided
under the excise-tax act. I do think that that decision in itself,
the Stanton & Balte Mining Company, seems to indicate on its
face that, following English decisions, the court would have sus-
tained the act even though a reasonable deduction for depletion
was actually shown on the record to be in excess of the 5%, limita-
tion. Such a result would be inconsistent, as Mr. May has in-
dicated, with the view which the supreme court has generally
taken, that income is essentially gain. It was inconsistent with
the result in Doyle and Mitchell and therefore I think and hope
that we should find, if the question of a proper and reasonable
depletion were presented, that the court would hold that in case of
the operation of a mine, there must be an allowance for a return of
capital as much as in the case of the timber companies. With
that exception, which Mr. May noted, the supreme court has cer-
tainly sustained the view that income is in the nature of gain.
Now we come to Mr. May'’s statement of how we are to get at
the gain, and there he makes the proposition which undoubtedly
is very obvious to accountants but has not seemed so obvious to
taxpayers at times or to the bureau, that gain is the result of the
difference between two sides of correctly kept accounts. In com-
mercial operations it is not to be computed item by item. He
points out that the question of what goes into those two sides is a
matter involving judgment, discretion, the use of experience, and
that being true as to the two sides of the account, the result as to
what is gain is necessarily a matter of judgment. He further
points out that particularly in the case of industries where the re-
sults of operations extend through more than one year, the ques-
tion of allocating items entering into one side of the account or the
other to a particular year is a matter of judgment, and not a matter
of absolute logical demonstration, and the judgment must be
exercised with reference to the exigencies and the nature of the
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particular business which is involved. If those views as to the
nature of gain and the way of getting at it are accepted in income-
tax administration, it follows that the discussion of the status of
any particular practice and the solution of any particular problem
depends on consideration of that particular problem and getting
at what is the result to be accepted as reflecting the business truth
in the light of the experience of business men and not a matter of
resorting to any formula or any a priori notion of what the result
ought to be. I am sure that it is a result with which all are in
accord, and that endorsement of that view will help in the solution
of tax problems.

Mr. May’s observation that there is a fundamental distinction
between the determination of what deductions from income are
authorized and the determination of what constitutes gross
income seems to me of much importance. We find traces, as indi-
cated, of the view in the bureau that in getting at what constitutes
gross income, there may be deductions which do not fall within the
express provisions for deduction in the act, but the fact has not
been broadly and clearly recognized that the determination of
gross income and the determination of authorized deduction from
gross income is a fundamental accounting notion. An illustration
of that, although not in the field of commercial income to which
Mr. May has devoted his discussion, came up to me a short time
ago in the case of a trust. A very large trust was left and a pro-
vision was made in the will which created the trust for the pay-
ment of fixed amounts to the trustees. Those fixed amounts were
very small. The small amounts fixed in the will might have been
well enough while the original trustees, who were friends of the
testator, were operating the trust, as they would do it as a matter
of friendship, but as that time got further back, and as the trustees
changed, it was obvious that in order to get proper administration
of the trust the beneficiary would have to pay very much larger
compensation to the trustees. The beneficiary therefore entered
into a contract with the trustees under which it was provided that
if the trustees would continue to act, the beneficiary would make
very substantial additional payments. Those payments were
finally made and deducted from the income returns of the bene-
ficiary. The bureau so far has taken the view that those deduc-
tions made by the beneficiaries were not authorized because they
could be authorized only if the beneficiary was carrying on a busi-
ness and they were business deductions. The beneficiary was

352



Taxable Income

stated not to be carrying on a business and therefore it was con-
cluded that there was no provision for deductions of that sort.
The contention was made in behalf of the taxpayers that the busi-
ness was being carried on by the trustees for the account of the
beneficiary, but beyond that it was contended that the tax rests
upon the income of the beneficiary, and the gross income of the
beneficiary is the amount received less expenses necessarily in-
curred in the realization of the income, and on that principle
which Mr. May has here pointed out those deductions are allowable
by the act. I am glad to find that Mr. May’s principle so firmly
supports the position which was taken in this particular case.
Mr. May has said something about the attitude and principles
to be adopted in solving the tax problem and has expressed the
idea that the deductions which are to be permitted to taxpayers,
following the general accounting basis as he has indicated, cannot
be such as to rest simply upon the discretion of the taxpayer. He
has said that in a determination of income for general purposes,
principles of conservatism are to be followed in not recognizing
any item of gross income until it is an actual realization or what is
expected in all reasonable probability to be a realization; that
business men must also provide for losses which are fores. n even
in advance of the realization of those losses if they are to tell them-
selves a true and proper story of the result of the business as it
goes along; but he has pointed out that the revenue officers and
congress could hardly be expected to permit deductions which
must rest solely upon the discretion of the particular taxpayer.
That, of course, has been a point of controversy in the bureau. It
was of the greatest importance to taxpayers that the ruling was
established in 1917 that inventories could be taken on the basis of
cost or market, whichever was lower. That meant that where the
inventory was less than cost, the taxpayer was taking an antici-
pated loss, not a realized loss; he might never realize that loss but
he was nevertheless permitted to take it. That was permitted
because it was an established practice of conservatism, but there
was also another consideration which entered into the recognition
of that practice. That consideration was that the determination
of the amount of loss to be taken could be made irrespective of the
judgment of that particular taxpayer. The probable loss allowed
to be taken was based upon the difference between cost and actua
market prices. Taxpayers constantly urged upon the bureau
that where the taxpayer, a business man, in his judgment foresaw
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that the cost of goods was going down below the current market at
the end of the year, he ought to be able to take an allowance for
that expected loss. The bureau has never acceded to that view,
but has limited the anticipated loss to a loss that can be measured
by some standard external to the judgment of the particular tax-
payer. It seems to me that congress must continue and the bureau
must continue to adhere to that standard, as otherwise the taxpayer
could determine in his own discretion when and whether he would
pay his tax. That would seem to be a fitting subject for discussion.

The historical portion of Mr. May’s paper I think is of very
distinct help in understanding the development of the income-tax
law. He points out that the 1909 excise-tax act took what is
referred to as the ‘‘ received and paid '’ basis for the determination
of income. I do not think it is wholly fair to wish that on the
lawyers. Ithinkthatwasratherthe ordinarylayman’sideaof how
income was to be determined. The problem presented in adopt-
ing such a mechanical law as that, a law so far away from recog-
nized commercial practice, was solved, as Mr. May indicated,
with the help of accountants. I suspect his own hand was felt in
the Gilbertian interpretation which saved that law. That inter-
pretation did tend to leave people confused as to what the law
meant when it was capable in some instances of such flexibility of
interpretation while rigid in other respects, but the precedent of
those Gilbertian regulations in 1909 was of enormous importance
to taxpayers in dealing with the excess-profits law of 1917. The
operation that had to be performed on the 1917 excess-profits law
to get a reasonable and approximately just application of that act
to the varying conditions of business, was far more drastic than
the operation which had to be performed on the 1909 law. The
light Gilbertian operation of 1909 was a very helpful precedent for
the Ceasarian operation of 1917 and 1918.

As Mr. May says, the problem of getting a recognition in the
statute itself of the use of a proper accounting basis is solved. It
was solved also partly with the help of the despised lawyers. The
problem now is as to the mind of the bureau, that is to a very
considerable extent an accounting mind, and I am very hopeful
that, with such weighty counsel as Mr. May has now given, the
last difficulty will be removed. I am sure it will be most helpful
in accomplishing that result if this distinguished and authoritative
association sees fit to enforce and endorse the views which have
been so well expressed by Mr. May.
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EDITORIAL

Among the many important matters
under discussion at the annual meeting
of the American Institute of Account-
ants undoubtedly the most important was the proposal that mem-
bership in the American Institute of Accountants should be re-
stricted to certified public accountants. The proposition was
overwhelmingly defeated, but its importance is enhanced rather
than diminished by the practically unanimous nature of the
opposition to it. When the amendment which would have es-
tablished a restriction upon future admissions was put to vote
there were only two who desired to be recorded in favor. Herein
is a rather marvelous thing. For some years there has been at
least a considerable minority of the members who have felt that
the time had come when all those who desired to associate them-
selves with the national organization of professional practitioners
should be required before admission to obtain a certificate as
a certified public accountant in some one of the states or territo-
ries of the United States. The restrictive theory had been advo-
cated by some of the leading members for several years. Three
years ago a somewhat similar proposition was defeated, but on
that occasion the number of votes in its favor indicated a body of
opinion which deserved attention. This year an amendment
designed to effect restriction was presented by the committee
on constitution and by-laws at the request of several members,
and, although the committee withheld recommendation, it was
expected that there would be a fairly close division of opinion when
the amendment was brought before the annual meeting.

The Institute Rejects
an Amendment

. ] In his presidential address of 1924 the

The Situation .. d Edward
Is Changed retiring president, ward E. Gore,
expressed the opinion that the time had
come when membership should be limited, to holders of certified
public accountant certificates. At the meeting of 1925 Mr. Gore
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was one of the antagonists of the amendment. In his speech on
the latter occasion he explained with great force the reasons for
his changed opinion and apparently these reasons impressed nearly
everyone present. The truth of the matter is that things have
happened within the past year that would have been regarded as
almost impossible a year ago. The sense of security in regard to
the status of C. P. A. legislation has been shown to be not firmly
founded, and manyaccountants are beginning towonder where the
lightning will strike next. From the beginning of accountancy leg-
islation Illinois has been a leader in the maintenance of standards
and the administration of law, yet this year Illinois has thrown
overboard its former legislation and a condition of affairshasarisen
which is altogether disconcerting. California escaped a similar
disaster by the narrow margin of one vote. In Tennessee the
legislation regulating the issuance of C. P. A. certificates seems to
be chaotic in effect. In several other states during the activities
of the last legislative year there were many attempts either to
overthrow entirely or seriously to weaken the laws relating to the
profession of accountancy. And we come therefore to the un-
welcome conclusion that the regulation of a profession so long as
it is even indirectly controlled by political exigency is ever in
jeopardy. Most of us hope and believe that C. P. A. laws as
a whole will continue to exercise a salutary influence upon the
profession. It would be a thousand pities if the designation
““certified public accountant” which has been advancing steadily
for the past twenty-nine years were to lose its significance be-
cause of the uncomely somersaults of state legislatures. The
voice of public opinion will certainly be heard in defense of what
has now become the recognized official designation of the licensed
practitioner, and even the most benighted legislator is able to
hear through his mental darkness the voice of his constituents.
There are some pessimists who predict that what has happened
in Illinois will happen in many other states. Pessimists, as every-
one knows, serve a useful purpose. They may be unpleasant, but
their warnings are often preventive. In this case the sob of the
crape-hanger is probably out of proportion to the burden of
woe. A designation so well known as that of the certified
public accountant cannot be utterly destroyed by the caprice
of a few legislatures. Even in those states where there has
been damage one may look with some assurance for a return to
sanity.
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The question before the American Insti-
tute, however, was not so much whether
the C. P. A. certificate would lose value
or not as it was whether any designation whose issuance was not
dependent upon the Institute’s own will and wisdom should be
regarded as a prerequisite to admission to the Institute. That
organization, from the time of its formation, has always main-
tained the theory that a profession can best be regulated by itself.
The licensing of a man or woman to practise as an accountant is
entirely a state function, but the mere possession of a certificate
from a state or other political power is not the criterion of ability
in all cases. Every accountant knows that scores of C. P. A.
certificates have been issued to persons who were not exceptionally
well qualified. That was the first reason for the creation of the
Institute. As time went on, however, there was a marked im-
provement in the administration of C. P. A. laws, chiefly because
of the excellent examinations prepared by the Institute and
adopted by a majority of the states. New laws or undesirable
amendments became rare and there was more than a little reason
to hope that certified public accountant as an official designation
had become firmly established. This hope, as has been said, was
ill-founded, at least in part.

A Question
of Principle

But even if there had been no weakening
of the C. P. A. fabric there would be
many valid reasons to oppose any
extraneous regulation of admissions to the Institute. Members
who have followed the discussions which have taken place will
not need to be reminded of the arguments for and against restric-
tion, but the general public which has an interest in the welfare
of accountancy—and, be it remembered, this magazine is circu-
lated not only among accountants but very largely among persons
who have a more or less indirect interest—may not be so clear as
to the reasons for liberal entrance requirements to the Institute.
In brief these reasons as put forward by many of the most eminent
members of the profession include:

Some of the
Reasons

First: The truth that accountancy is necessarily interstate
in character.

Second: Unless there could be absolute uniformity in all
states and territories there could be no standard of pro-
ficiency which would have a nation-wide meaning.
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Third: A profession must be unimpeded in its progress to-
‘ward the highest professional ideals.

Fourth: The professional status depends first of all upon the
observance of ethical principles which, of course, will not
be adequately enforced unless the authority to enforce be
vested in the profession itself.

Fifth: There have been and no doubt always will be some
men and women who for one peculiar reason or another do
not comply with some detail of regulation essential to ac-
ceptance by a state authority.

Sixth: It is only through the operation of a wholly impartial
and professional organization, nation-wide in its scope, that
the hall-mark of professional standing recognized through-
out the country can be impressed.

In the minds of many members there are other reasons as well

why there must be a professional organization.

] All this is said not with any lessened
I\éOt Conflict degree of respect for the certified public
ut Accord g .
accountant certificate. The Institute
has labored in season and out of season to encourage the enact-
ment of good laws and the maintenance of those laws when en-
acted. It has assisted the administration of C. P. A. law in every
part of the country. The activities of its board of examiners
have been largely directed to fostering the good name of the
certified public accountant. Its committees have aided the good
and opposed the bad whenever and wherever a change in law or
regulation was proposed. Anyone familiar with the facts who
would deny these assertions could be animated only by malice.
But that is not to say that the Institute must restrict its member-
ship and exclude even one applicant who is worthy to be admitted
and to present himself as the member of a learned profession.
Most of the applicants of the future will be certified public ac-
countants, and that is as it should be; but apparently the sugges-
tion that membership should be restricted by anything except
the Institute’s own standards is laid to rest. The future holds
great possibilities for development not only of the Institute but
also of the administration of C. P. A. laws. The two things can
march side by side and will do so.

On another page we publish an article
entitled Investments by F. W. Thorn-
ton, who is well-known to most account-
ants as one of the authors of Duties of the Junior Accountant,
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a book whose circulation continues year in and year out with
unabated popularity. The subject which Mr. Thornton has
chosen for his present discussion is the comparative merit of
bonds and common stocks for long-term investment. This is
a topic which has attracted a good deal of attention in the past
few months. An excellent little book entitled Common Stocks
as Long-term Investments by Edgar Lawrence Smith has been
reviewed most favorably by the leading financial papers of the
country, indicating that the subject is timely and of wide interest.
The current number of the Atlantic Monthly contains an article
by the same author expanding some of the theories which he
enunciates in his book. Other authors have been expounding
the worth of certificates of indebtedness having a fixed maturity
at a fixed dollar value in comparison with the declining purchasing
power of every monetary unit. Readers will find much food for
thought in the arguments adduced by Mr. Thornton, and it is
particularly important that accountants in their advisory capacity
should be familiar with all the principal factors in value of the
principal kinds of investment for corporate and individual funds.
We have grown so accustomed to regarding so-called gilt-edged
bonds as the last word in safety that it is something of a shock to
most of us to be told that in many cases the ultimate value of
what we have regarded as more or less speculative investments
may be greater than the media which tradition has told us are
safe and sane. Of course, as in all theories, there are two sides
of the question. For short-term investment in which the prime
consideration is the return of a certain amount of money at a
certain date, the bond secured by mortgage upon valuable assets
still remains the most desirable, and no one would urge the invest-
ment of all one’s resources in the common stock of any one cor-
poration. The old adage against the placing of too many eggs
in one basket is founded upon truth. But this is not what Mr.
Thornton and others of his school advocate. They are saying
simply that a properly diversified investment in certificates of
ownership is preferable in the long run to investment in certifi-
cates of indebtedness payable in a token of value whose purchas-
ing power is variable. Mr. Thornton does not refer at length to
the investment trust, an agency long popular in other countries
and recently establishing itself here. The weakness, as we see it,
of most American investment trusts is a lack of the diversification
which makes for safety on the average. Many of those organiza-
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tions in America restrict their investment to companies engaged
in similar kinds of activity, and it is therefore easily conceivable
that a combination of circumstances which would adversely
affect one such corporation might affect all of its kind. The
investment trust, however, does offer better opportunity for
diversified investment than the small investor could probably
obtain otherwise, and we should regard with high favor a venture
of this sort which would adopt the principle of diversification not
only among companies of a similar nature but also among com-
panies of widely differing interests. Some of us who are ultra-
conservative will still have a lingering fondness for the form of
investments which are generically known as bonds. Within the
last eleven years we have of course passed through a period
which has upset all preconceived ideas. It may be that for
generations there will be no other such disturbance of the pur-
chasing power of the dollar, and there are those who believe that
the tendency during the next few years, at any rate, will be
upward rather than downward. Nevertheless there is much un-
deniable force in Mr. Thornton’s arguments that an investor who
ignores the fluctuating valueof the dollaris blind inat leastoneeye.

At the risk of incurring the displeasure,
if nothing worse, of a few readers, let us
return to a subject which has been dis-
cussed in many recent months, namely, the meaning of the
expression ‘‘certified public accountant.” To those readers who
with an altogether pardonable alacrity have skipped over the
editorial section of the magazine, it may be said that there are
many people who feel that although they are not engaged in
public practice there is no valid reason why they should not re-
ceive certificates as certified public accountants if they can pass
the required examinations. It has been emphasized with what
power was possible that the man or woman engaged in a private
capacity with the making or control of accounts is in every way
as worthy of respect as is the one whose accounting experience
is in the public field. The one has no right to assume an air of
superiority over the other. It has been said on several occasions
that there is no question of rank but rather of kind. It has been
said that anyone who is not in public practice should not be classi-
fied as a public accountant. Placing the word ‘‘ certified "’ before
the words ‘‘public accountant’ has no bearing upon the proper
significance of the word ‘“public.” Still some readers have
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been dissatisfied by what has seemed to be an absolutely clear
argument. Without any wish to exhume a buried controversy
it is impossible to resist the temptation to publish the following
letter from L. B. Cooke, of Tennessee, which we offer to close the
incident, as they say in diplomacy:

“So much of my time has been taken for the past six years in endeavor-
ing to build a permanent clientele and studying the United States tax
laws, rulings and supreme court decisions, that I have had very little time
for writing letters and I would not be writing this, though I constantly read
THE JOURNAL OF ACCOUNTANCY, but for the fact that a gentleman, who
formerly worked for me, while calling at my office today mentioned the
fact that he was the party referred to in your editorial entitled, The Mean-
ing of a Word, on page 117 of your August issue.

“1 heartily concur in your views, that there is a vast difference between
a private accountant and a public accountant, and believe that the vast
majority of business men outside of the accounting profession fully realize
the difference.

“I am outlining below a few of the reasons, as I see them, for this
distinction:

‘(1) A financial statement signed by a public accountant is supposed
to be a true statement of facts, regardless of who may have employed him,
(Though they may not be made public except through his employer.)

‘(2) Special investigations for specific persons place the public account-
ant in the same position as a lawyer. Those statements not signed by the
true public accountant bring out strongly one side of the situation and
leave the other side to bring out their points,

4(3) I have found quite a number of business executives who change
accounting firms from year to year for the reason as expressed to me that
they feared continued association with trusted employees might cause the
investigator to relax his vigilance. To prevent this situation arising
I have continued to use the policy of changing men from one audit to an-
other for the next checking period. You can readily see that the private
accountant might be influenced in this way. -

‘“(4) The private accountant after continuously checking trusted em-
p!O};ees, whose work proved correct over a long period, might relax in his
vigilance.

‘(5) The private accountant has the viewpoint of one business, while
the public accountant is each day coming in contact with the changes and
progress of various businesses in various lines. ’

“(6) A private accountant may be just as efficient as a public accountant
in the year 1925, but at the end of a few years the private accountant,
regardless of study, will have experience in one business and the public
accountant will have experience in hundreds of businesses, which will
place him far in advance of the private accountant.

“(7) A private accountant with his entire income from one company
or individual is more liable to be swayed into less careful analysis than the
public accountant whose income is from hundreds of firms and individuals.

‘“(8) If a private accountant were allowed to sign as a public accountant
the investor or the banker might be led to believe that the statements were
signed by an impartial public accountant, and there would be no way for
them to know that these statements had been furnished by a private em-
ployee of the firm.

““(9) I can not conceive of an educated individual who could be so
biased as to be unable to understand the meaning of the word *public”’
even though it be attached to two other words. 1If there is such a person
PE might profit by a study of the definition in the dictionaries of our public

ibraries.

“I have endeavored to give you the unbiased facts as I see them from
experience and trust that you will pardon my inexperience in letter-
writing."
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Everyone who has been reading the
delightful reminiscences of the late
Thomas R. Marshall has been impressed
not only by the charming humanity of the man but by the
extreme breadth of his interest. He seems to have touched upon
almost every phase of activity, and in each case he has said some-
thing worth hearing. The accountant has not been forgotten.
Speaking of the time when he was governor of Indiana he said:

“I have always felt that there was one good bit of constructive legisla-
tion enacted during my term as governor. It was the putting in of the
public accounting system, whereby the books, papers and documents of
every official in the state is examined by certified public accountants—
one from each party—every year, and the official is then checked out, or,
if he is short in his accounts, is compelled to adjust them.”

The Marshall
Reminiscences

This was serious comment, but the splendid, lovable fellow
could not be serious long and so he had to tell a story to illustrate
the fact that he knew something about accountants. This is the
story:

““Shortly after this system was inaugurated two of the accountants came
into my office with what I think is an amusing incident and a remarkable
statement of the inherent honesty of some men. They told me they were
examining the records of a certain township trustee, in the southern part
of the state. This man was of German extraction. They found that he
had charged himself in the road account of his township with ‘Graft—
$20.00." This excited their curiosity and they asked him to explain the
item. He did, to this effect:

‘“He said he was desirous of buying a road scraper, and there were three
or four agents seeking to sell one to him. He liked the appearance of
one young man better than the others, and as the prices were substantially
the same, he bought the road scraper of this man. When he had con-
cluded the contract he walked down to the train with him, and as the
young man got on the train he shook hands and said good-bye. As this
ceremony took place he found in his hands a $20 bill. He said to the
agent: ‘Here! You have left $20 of your money with me.” The agent
said: ‘No, that is yours.” The trustee said: ‘Why, how is that mine?’
The agent said: ‘Why, you blamed old fool, that’s graft!’

‘‘ And,’ continued the trustee to the accountant, ‘as I knew it did not
belong to me I just put it in the road fund and entered on the books to the
effect that it was graft.’"

Here is a fine point in accounting technique. What would the
students in an auditing examination suggest as the proper treat-
ment for this item of ‘‘graft—$20"'?

There has been so much question in
recent correspondence in regard to the
meaning and application of the rules
of the board of examiners of the American Institute of Account-
ants that it may not be amiss to repeat for general information
some important points. The rule which seems to attract the
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-
most attention is that which permits the board in certain cir-
cumstances to extend recognition to examinations other than
those conducted by the Institute. For instance, a man who is
a certified public accountant of a state with good standards or
one who is a member of the chartered societies of the British
empire or the incorporated society of England may apply to the
Institute for admission and claim credit for the examination
which he has passed to become a certified or chartered or incor-
porated accountant. This is where the misunderstanding fre-
quently arises. There seems to be an impression that everyone
who has this preliminary qualification must be admitted; and it
becomes necessary for the board to repeat time and again the
fundamental principle upon which recognition is based. The
board does not extend a blanket recognition to the certificates of
any state or society. Each application receives individual con-
sideration and the board reviews the examination which the
applicant has passed. It does not say to state boards that all
applicants who have passed the examinations of those boards
will be admitted. It insists that there shall be an opportunity
to review the questions which have been set before the candidate.
It gives consideration to the probability of fair grading and
intelligent review by the examiners of the states or societies. It
cannot be emphasized too strongly that all admissions to the
Institute are individual and the circumstances surrounding each
applicant determine his eligibility. There has never been ad-
mission of applicants as a group. That would be opposed to one
of the fundamental principles upon which the Institute stands.
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Ep1tep BY STEPHEN G. Rusk

During the coming winter much will be said with reference to modification,
simplification and changes generally in the federal income-tax laws. The
report of the Couzens committee is being awaited with intense interest. The *
incidents associated with the inception of this committee and the newspaper
stories of the outgivings of its chairman have centered attention upon it. What
has been found and what it will report and recommend is not as yet known
with any degree of definiteness. However, it has been reported that Senator
Couzens favors the exemption of all incomes up to five thousand and areduction
of surtaxes as much as or more than is now being contemplated by the
secretary of the treasury.

Senator Couzens estimates that if incomes up to $5,000 were exempt from
taxation, ninety-one per cent of the tax returns now made would be eliminated.
As he states, this would lift a burden of giant proportions from the personnel of
the bureau of internal revenue. It would be interesting to know whether or
not the cost of handling these returns, their examination, collection and filing
is so large a part of the revenue derived from them as to render the net
revenue insufficient to justify the expenditure of effort.

There is a theory that the obligation to pay a tax causes the taxpayer to
take a greater interest in his government than do those not taxpayers. This
theory seems to be too general to be accurate.

It is reported that Senator Smoot is in favor of the abolition of the estate
taxes and the gift taxes but that this will be opposed to a certain extent by
Senator Couzens and the bloc of which he is a representative.

Much attention is being given by those in authority in our government and
those not of that body to proposals for a more scientific basis of levying and
collecting the income taxes. One of the major problems of the treasury de-
partment in its work of assessing and collecting federal taxes is that of obtaining
competent employees at the salaries that are prescribed. The vast majority of
its employees are competent but the personnel is constantly changing for the
very obvious reason that the salaries paid are below the scale of the business
and professional world. No claim is made that this discovery is original with
the writer. Everyone in contact with the taxing departments is aware of it.
It would seem to be a duty of everyone having this in mind to make his influence
felt in having this condition remedied, for with greater incentive and the
ability to get high grade employees, satisfied to remain in the employ of the
government indefinitely, there would be a great saving to the taxpayers. It
costs money to employ men and instruct them in the work they are to perform.

SUMMARY OF RECENT RULINGS

Under the 1918 act, an action at law may not be maintained by the United
States for an extra estate tax where the executor’s return is incorrect, without a
return by the collector and the assessment of a tax thereon by the commissioner,
as prescribed by the statute. (U. S. v. James C. Ayer, et al., in U. S. district
court of Massachusetts.)

364



Income-tax Department

A partnership which carried on business solely with borrowed money had no
invested capital under the 1917 act and was subject to tax under section 209
thereof and not to any excess-profits tax. (King v. Hopkins, Collector, U. S.
district court, N. D. of Texas.)

When conservative valuations are placed upon lands by administrators in
their estate-tax returns, such valuations will not be later held excessive on their
motions although the market value of such land was greater at time of dece-
dent’s death than it was before or after that date.

When the year's taxes on real estate became a lien on May 1st of that year,
the value of the estate of a person dying after that time should have deducted
therefrom all of such taxes, notwithstanding article 40 of regulations in effect
when the taxes were paid, October 18, 1920.

When taxes were voluntarily paid but a claim for refund was made, the
question reopened by the government and a partial reduction allowed because
of certain taxes paid, the courts may allow a further reduction on account of
said taxes if considered proper. (Thompson et al. Administrators v. U. S., U. S.
district court of Minnesota, third division.)

Goodwill is not “property used in trade or business’’ under the act of 1918,
and an allowance for the obsolescence thereof may not be allowed because of
prohibition legislation in the case of a manufacturer of malt. (Red Wing
Malting Co. v. Willcutt, Collector, U. S. district court of Minnesota, third
division.)

Where the value of corporate stock has been increased or decreased during
the preceding year, the capital-stock tax must be based upon its fair average
value during that year which is not the same as its fair value on June 30th.
(One Liberty Street Realty and Securities Corporation v. Bowers, Collector, U. S.
district court, S. D. of New York.)

Goodwill value for purposes of invested capital cannot be established by oral
testimony or by proof of stock being issued therefor. (U.S. B. T. A. decision
666, docket 84, Pacific Baking Company.)

Earnings subsequent to the acquisitions of intangibles purchased for stock
have evidentiary value in determining the worth of such intangibles.

The commissioner has the burden of proving the facts if an affirmative de-
fense is alleged in hisanswer. (B. T. A. decision 667, docket 1858, General Lead
Batteries Company.)

Where a taxpayer owes no obligation to declare a bonus, those declared after
the close of a taxable year are not deductible from the income of such prior year.
(B. T. A. decision 671, docket 1776, Delaware Electric and Supply Company.)

A deficiency for 1918 taxes based upon a waiver, pursuant to section 250 (d),
act of 1921, which was signed after the statutory period had elapsed was dis-
allowed. (B. T. A. decision 672, docket 2420, Estate of Samuel Heinrich.)

Any formula for determining the value of intangible property acquired must
be based upon knowledge of the cost value of tangible property. (B. T. A. deci-
sion 673, docket 2506, International Consolidated Chemical Company.)

Reasonable salaries agreed to by all the directors and stockholders of a close
corporation without formal action are deductible, though due to the book-
keeper's failure to follow instructions, no book entries were made until the
following year.

Unpaid salaries forgiven to a corporation may be included in invested capital
only from the date of forgiveness. (B. T. A. decision 676, docket 583, The
Parisian.)

Where a corporation holding seventy-five per cent of the stock of another
has no control over the remaining shares, the two are not affiliated under the act
of 1918. (B. T. A. 697, docket 1856, Ditter Bros., Inc.)

Amounts paid to stockholders who rendered no services are not allowable
deductions. (B. T. A. decision 681, docket 1940, Alexander Reid and Company).

A loss sustained by the cancellation of government contracts is deductible in
computing taxable income from such contracts.

A return, incorrect by reason of an error made by an inexperienced book-
keeper, is not a fraudulently false one made with intent to evade the income
tax. (B. T. A. decision 687, docket 234, Gutherman Strauss Company.)
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The value of an interest at the time of a decedent’s death cannot be estab-
lished by a statement showing an estimated deficit at a date several years
subsequent thereto.

Balance-sheets, net earnings, dividends, existing surplus and capital stock
tax valuation over a five-year period are more competent to show stock value
than an isolated sale made six months prior to the valuation date. (B. T. A.
decision 692, docket 1782, Walter et al., Executors.)

Taxpayer's failure to claim a deduction for depreciation of patents in his orig-
inal return does not preclude the claiming of such deduction later. (B.T. A.
decision 693, docket 1839, S. Marsh Young.)

A debt may not be deducted as worthless as long as the assets of the debtor
gill permi)t a recovery in part. (B. T. A. decision 698, docket 3021, Equinox

ompany.

An objection to testimony of purely hearsay character as to the average rate
of tax paid by representative corporations was sustained by the board. (B. T.
A. decision 702, docket 2856, Walker Creamery Products Company.)

TREASURY RULINGS
(T. D. 3743, August 17, 1925)

ARTICLE 1008: Collection of tax by suit.

INTERNAL REVENUE TAXEs—RECEIVERSHIP—DECISION OF COURT

An order of a state court requiring the filing of all claims in re-
ceivership on or before a certain date does not apply to the filing
of a claim by the United States for unpaid taxes, as such a claim
can be filed at any time while the receivership is pending and assets
of the estate remain undistributed.

The following decision of the appellate court of the first district of Illinois
in the case of Reinecke, Collector, v. General Combustion Co., Insolvent, is
published for the information of internal-revenue officers and others concerned.

APPELLATE COURT OF ILLINOIS, FIRST DISTRICT
Reinecke, Collector, v. General Combustion Co., Insolvent
[June 9, 1925]

FircH, presiding justice: This is an appeal from an order of the superior
court directing the receiver in charge of the property of the General Combus-
tion Co., an insolvent corporation, ‘“to reject, disallow and disregard’’ the
claim of appellant as collector of internal revenue for taxes alleged to be due
to the United States.

The order recites that the matter came on to be heard in the superior court
upon the petition of the receiver for instructions as to the disposition of the
collector’s claim, which was filed on July 14, 1923; that on June 24, 1922, an
order was entered requiring all persons having claims against said corporation
to file the same on or before August 1, 1922, which order also provided that
‘““all persons, firms, or corporations’’ who shall fail to file their claims on or
before August 1, 1922, should be forever barred from sharing in the property
or assets of the corporation then in the possession of said court, and directed
that a notice thereof be published for three weeks in some newspaper of gen-
eral circulation published in Chicago, Ill.; that the receiver had published
such a notice and had complied in all respects with such order; that the court
being advised that the claim so made, if allowed and paid by the receiver,
“would exhaust the assets” in the hands of the receiver, a request was made
upon the collector “to show under the law the amount of tax due, or to
submit an equitable basis of compromise authorized by the secretary of the
treasury of the United States of America,” and the disposition of the petition
of the receiver for instructions was continued to afford time to the collector
‘““to secure instructions and authority from the secretary of the treasury'’;
that more than 60 days had elapsed, and that said claimant ‘‘has failed to
submit any proposition for the settlement of her claim.”
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From the terms of this order, it would appear that the chancellor deemed

the claim of appellant to be of such a doubtful character that he had sug-
gested to the collector that she either ‘“‘show under the law the amount of
tax due’’ or submit an authorized equitable basis of compromise. But the
record shows that the parties stipulated ‘“‘that the only question at issue
before the court in this cause and for appeal is an issue of law, to wit, whether
or not in this, a receivership proceeding in the state court where the cause is
still pending and the assets undistributed, the order . . . requiring all persons
having claims against the General Combustion Co., insolvent, to file such claims
on or%)efore August 1, 1922, or else be forever barred from filing such claims,
applies to the United States of America or the collector of internal revenue in
case of a claim for federal taxes.”
p Such being the stipulation of the parties, the appellant has filed in this
court only a praecipe record, containing certain orders and stipulations. This
record shows that two claims were filed by appellant. The first was filed on
June 13, 1923, and is a claim of the collector against the General Combustion
Co., “bankrupt,” for an alleged capital-stock tax assessed for the year 1922,
under section 1000 of the revenue act of 1918, for $100.80 and interest. As
to this claim, the order appealed from makes no mention of it, and there is
no stipulation concerning it except that such a claim was filed. The second
claim was filed on July 14, 1923, and is a claim of the collector against said
“bankrupt” for income taxes for the year 1918, levied under the revenue
act of 1917, amounting to $12,521.41 and interest; and it was stipulated that
the tax appears in ‘‘the original income-tax assessment list for the month of
June, 1923.” This is the only claim mentioned in the order appealed from.
It was further stipulated that no actual personal notice of the limitation order
of June 24, 1922, was ever given to or served upon the collector, and that
there has been no distribution of the assets of the insolvent corporation, but
that the receiver has on hand the *“sum of $14,000 cash money,” subject to
distribution.

Under the stipulation, the question of the validity or amount of appellant’s
claim is not before us. The only question is whether the federal government
is barred from asserting its claim against the assets in the hands of the re-
ceiver because its claim was not presented on or before August 1, 1922, as
required by the previous order of the superior court. To this question there
can be but one answer, and that in the negative.

“The principle that the United States are not bound by any statute of
limitations nor barred by any laches of their officers, however gross, in a suit
brought by them as a sovereign government to enforce a public right or to
assert a public interest, is established past all controversy or doubt.” (U. S.
v. Beebe, 127 U. S., 338, 344.) ‘It is settled beyond doubt or controversy—
upon the foundation of the lg)reat: principle of public policy applicable to all

overnments alike, which forbids that the public interest should be prejudiced

y the negligence of the officers or agents to whose care they are confided—
that the United States, asserting rights vested in them as a sovereign govern-
ment, are not bound by any statute of limitations, unless congress gas clearly
manifested its intention that they should be so bound. (Lindsey v. Miller,
6 Pet., 666; U. S. v. Knight, 14 Pet., 301, 315; Gibson v. Chouteau, 13 Wall,,
92; U. S. v. Thompson, 92 U, S., 486; Fink v. O'Neil, 106 U, S,, 272, 281 (4
Am. Fed. Tax Rep., 4600); United States v. Nashville, Chattanooga & St.
Louis Ry. Co., 118 U. S., 120.) No act of congress has been cited, and we
know of none, in which a contrary intention is manifested.

While counsel for the government have covered a wide field in their brief,
we are of the opinion that the above quotations are decisive as to the only
question involved on this appeal. Counsel discuss the questions, whether
state insolvency laws are suspended by the national bankruptcy act, whether
the government is entitled to priority over the claims of other creditors,
whetier a notice by publication of such a limitation order is binding upon
the government, and similar questions. None of these questions is pertinent
to the stipulated question at issue on this appeal. However, as the stipulated
extract from the ‘“‘tax assessment list” is a meaningless jumble of figures,
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when separated from its context and otherwise unexplained, and as neither
the order appealed from, nor any other part of the praecipe record, shows
that any evidence was heard, we deem it not wholly obiter for us to say that itis
our understanding of the law that if the government has a valid claim against
the insolvent corporation for unpaid taxes, its claim must be proved like any
other claim, and if allowed, its claims will have priority over the claims of other
creditors (Union Trust Co. v. Ill. Midland Co., 117 U. S. 434; sec. 3466, U. S.
Rev. Stat.); also, that it is the right of the federal government to present its
claim for taxes at any time during the pendency of the receivership proceedings
and before the assets are distributed. (U. S. v. Birmingham Trust & Savings
Co., 258 Fed. 562, 564.)

The suggestion contained in the order that the court might require the
government to submit a proposition of settlement or compromuise is clearly un-
tenable. Section 3469 of the United States Revised Statutes authorizes the
secretary of the treasury to compromise claims in favor of the United States,
when recommended by the solicitor of the treasury, upon a report from a
district attorney or any special attorney having charge of the claim. But
we do not understand that it has ever been held that the court, by which a
receiver has been appointed, may require the government, as a condition to
either the filing or the allowance of its claims for taxes, to submit a proposition
of settlement.

For the reasons stated, the order of the superior court is reversed and the
cause remanded for further proceedings not inconsistent with the views herein

expressed.
(T. D. 3744, August 17, 1925)
ARrTICLE 836: Tangible property paid in: value in excess of par value of stock.

WAR Prorits AND ExCeEss PrROFITS TAx—TANGIBLE PropeERTY PaID IN:
VALUE IN Excess oF PAR VALUE oF Stock
Article 836, regulations 45 (1920 edition), and article 836, regu-
lations 62, amended.

Article 836, regulations 45 (1920 edition), and article 836, regulations 62,
are hereby amended to read as follows:

ART. 836. Tangible property paid in: value in excess of par value of stock.—
EvIDENCE offered to support a claim for a paid-in surplus must be as of the date
of the payment, and may consist among other things of (a) an appraisal of the
property by disinterested authorities made on or about the date of the trans-
action; (b) certification of the assessed value in the case of real estate; and
(¢) proof of a market price in excess of the par value of the stock or shares.
The additional value allowed in any case is confined to the value deﬁnitelf{
known or accurately ascertainable at the time of the payment. No claim will
be allowed for a paid-in surplus in a case in which the additional value has
been developed or ascertained subsequently to the date on which the property
was paid into the corporation. In all cases the proof of value must be clear

and explicit.
(T. D. 3747, August 21, 1925)
ArTicLE 1009: Collection of tax by distraint.

TAKING SEIZED PROPERTY FROM CUSTODY OF INTERNAL REVENUE OFFICER—
SecTION 71, CRIMINAL CODE—CHARGE TO JURY

1. Where property has been seized under warrant for distraint to
satisfy an unpaid internal-revenue tax due by a corporate taxpayer,
and a portion of the property so seized is removed by an officer of the
corporation, on his own motion after the levy, his claim that the
property removed belonged to him individually is inadequate as a
defense when charged under section 71, Criminal Code, with dis-
possessing or receiving property taken or detained by an officer
under the authority of a revenue law.

2. The words ‘“‘rescue’ and *‘‘dispossess’ mean that where an
article or person has been seized and taken into custody, the forcible or
surreptitious taking of that article or that person out of the custody
of the officer then a ““rescue’ has occurred.
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3. Leaving property in the possession of an individual after levy
does not justify him in taking and disposing of it for his own purposes.
4, Where an individual has knowledge that a levy has been made,
but in the face of it takes goods seized under a warrant for distraint,
and on his own action, without an appeal to any court, disposes of
t(,l‘le:irep, he is guilty of violating the provisions of section 71, Criminal
ode.

The following charge to the jury in the case of the United States v. Frank C.
Sauer, given by the court in a trial recently had in the United States district
court for the western district of Pennsylvania, is published for the information
of internal-revenue officers and others concerned.

DisTrRICT COURT OF THE UNITED STATES FOR THE WESTERN DISTRICT OF
PENNSYLVANIA. No. 283—CRIMINAL

United States v. Frank C. Sauer
[May 5, 1925}
CHARGE OF THE COURT
GIBSON, J
GENTLEMEN OF THE JURY:

The defendant named in this indictment, Frank C. Sauer, is charged with
having on the 22d day of December, 1922—between that date and the 29th
of December, in the same year, unlawfully, knowingly, willfully, and feloni-
ously, in a building located at No. 1039 East Ohio street, North Side, Pitts-
burgh, Pa., dispossessed and rescued certain property, to wit, five piles of hides,
which are alleged to be of considerable value, which had been distrained by a
deputy collector of internal revenue in the collection of a tax alleged to be due
on the part of the Sauer Hide Co.

The government has introduced certain testimony to the effect of the assess-
ment of a tax against the Sauer Hide Co. and the issue of warrant of distraint
to the deputy collector of internal revenue, and service of that particular war-
rant of distraint. I shall not undertake to detail the manner of it; you will
recollect his testimony in so far as the service is concerned. He is alleged to
have given a copy of the list of articles seized by him to the defendant, and
also to have posted the notices on the premises. A part of the property which
was distrained by him, seized under his levy, according to the testimony offered
by the government, was five piles of hides which were on the premises of this
Sauer Hide Co., on East Ohio street, in the city of Pittsburgh. As we under-
stand the testimony of the defendant, there is no denial of any of the testimony
to the extent to which we have detailed it. That will be for your recollection,
however, gentlemen of the jury.

The defense is one which to the court seems inadequate, under the present
circumstances, to the effect that the defendant was the owner of the stuff
seized, that is, of this particular amount of hides, five piles of hides, and claimed
individual ownership of them. Under the circumstances, as detailed, as we
have stated before, the court has excluded evidence of that particular defense.
You are to determine here whether the government has established beyond a
reasonable doubt that on or about the particular date charged in the indict-
ment, within the western district of Pennsylvania, the deputy collector of
internal revenue had distrained upon and levied upon five piles of hides, which
have been mentioned in the evidence here, and whether or not this defendant
rescued or dispossessed the collector of those hides. Now, the words ‘‘res-
cued " and * dispossess’’ simply mean that where an article or a person has been
seized and taken into the custody of the law, if anyone forcibly or surrepti-
tiously takes those articles or that particular person out of the custody of the
officer, then a rescue has occurred. You are to determine here whether or not
this defendant has taken, without lawful authority, the five piles of hides after
they had been levied upon. ‘Now, the mere fact that they were left in posses-
sion would not in any way justify his taking those goods and disposing of them
for his own purpose. If you are satisfied beyond a reasonable doubt that the
levy was made and served upon him, and that he knowing the existence of that
levy, in the face of it, took those hides and disposed of them, without any appeal
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to any court, but upon his own motion, then your verdict in this case should
be guilty as indicted. If you are not so satisfied, under the evidence, your
verdict should be not guilty. You will, in passing upon that, however, deter-
mine whether or not there is any evidence which would tend to contradict any
of the particular matters which have been alleged here in support of the
indictment.

The defendant by his counsel has submitted a point to the court and has
requested us to charge the jury in accordance with it. We have refused that
point, and do not read it.

You will take the case, gentlemen.

(T. D. 3748, August 31, 1925)
Income tax—A ssociation distinguished from trust

Article 1504 of Regulations 65 is hereby amended to read as follows:

ART. 1504. Association distinguished from trust.~—Where trustees merely hold
property for the collection of the income and its distribution among the benefi-
ciaries of the trust, and are not engaged, either by themselves or in connection
with the beneficiaries, in the carrying on of any business, and the beneficiaries
have no control over the trust although their consent may be required for the
filling of a vacancy among the trustees or for a modification of the terms of the
trust, no association exists, and the trust and the beneficiaries thereof will be
subject to tax as provided by section 219 and by articles 341-347. If, however,
the beneficiaries have positive control over the trust, whether through the right
periodically to elect trustees or otherwise, an association exists within the mean-
ing of section 2. Even in the absence of any control by the beneficiaries, where
the trustees are not restricted to the mere collection of funds and their payment
to the beneficiaries, but are associated together with similar or greater powers
than the directors in a corporation for the purpose of carrying on some business
enterprise, the trust is an association within the meaning of the statute.

(T. D. 3749, August 31, 1925)
Income Tax—Association

Article 1502 of regulations 65 is hereby amended to read as follows:

ART. 1502. Association.—Associations and joint-stock companies include
associations, common-law trusts, and organizations by whatever name known,
which act or do business in an organized capacity, whether created under and
pursuant to state laws, agreements, declarations of trust, or otherwise, the net
income of which, if any, is distributed or distributable among the shareholders
on the basis of the capital stock which each holds, or, where there is no capital
stock, on the basis of the proportionate share or capital which each has or has
invested in the business or property of the organization. A corporation which
has ceased to exist in contemplation of law but continues its business in quasi-
corporate form is an association or corporation within the meaning of section 2.
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EpiTeEp BY H. A. FINNEY
AssisTED BY H. P. BAUMANN

ANALYSIS OF STATEMENTS

It is desired in this article to show that an analysis of the financial condition
of a company for credit purposes cannot be adequate if it is based upon a
single balance-sheet of the company under consideration; that if the analysis
is supplemented by a scrutiny on the profit-and-loss statement of the concern
for a single year there is still a danger that many significant facts may not be
brought to light; and that, in order to make an adequate investigation of the
financial condition and income-producing power of the prospective borrower,
the analyst should have at hand at least two balance-sheets and at least two
statements of income and profit and loss.

By way of illustration of this contention the following statement and com-
ments are submitted. The analysis of the balance-sheet as of December 31,
1924, and of the income statement of the year ended at that date will indicate
a satisfactory condition; but the analysis which is made possible by the com-
parison of this balance-sheet with one of an earlier date and by the comparison
of the income for the year 1924 with that for the preceding year will disclose
a general tendency of an unfavorable nature.

It is recognized that the following statements are somewhat condensed and
that they do not show many items which would appear in the actual statements
of a manufacturing concern, but they have been purposely abbreviated in order
to eliminate all unessential data and to permit concentration upon the essential
facts required for the analysis. Following is the balance-sheet of the concern
under investigation as of December 31, 1924, and this balance-sheet is assumed
to be the latest one available.

THE BLANK COMPANY
Balance-sheet—December 31, 1924

ASSETS
Current assets:
Cash.....oviiii it e $15,000.00
Accounts receivable. .......... $106,000.00
Less—reserve for doubtful ac-
COUNES. . oo vvvennennnans 3,000.00 103,000.00
Inventories:
Raw materials. ............. $30,000.00
Goods in process. .. ......... 18,000.00
Finished goods. . ............ 135,000.00 183,000.00 $301,000.00
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Fixed assets:

Land. . ... ..o i i e $20,000.00
Buildings. .................... $195,000.00
Less—reserve for depreciation. 30,000.00 165,000.00
Machinery and equipment. .. ... $86,000.00
Less—reserve for depreciation. 12,000.00 74,000.00 259,000.00
Deferred charges:
Insurance premiums—unexpired .
077 o NN 300.00
Total. ottt i i e i e it $560,300.00
LIABILITIES
Current liabilities:
Accounts payable................. i, $75,000.00
Notes payable...........coiiiiiiiiiinann. 50,000.00 $125,000.00
Fixed lLiabilities:
First mortgage, 6%, bonds payable..................... 50,000.00
Capital:
Capital stock. ..ot vvvnniniiinnnn, $250,000.00
Surplus—
January 1,1924............. $119,200.00
Net Profit for the year....... 31,100.00
Total...... ieeeatetanaans $150,300.00
Less—dividends paid......... 15,000.00
Balance—December 31, 1924.............. 135,300.00 385,300.00
1Y S $560,300.00

An examination of this balance-sheet shows that the current assets are over
$300,000, while the current liabilities are $125,000, making a current asset
ratio of approximately 224 to 1. The cash and accounts receivable are nearly
equal to the accounts payable and notes payable. The fixed liabilities of
$50,000 are very small in comparison with the fixed assets. The net profit of
$31,100 is approximately 129, of the capital stock, and is nearly 9% of the
capital stock and surplus of January 1, 1924, The company has thus been
able to pay a 6% dividend on its stock and add about $16,000 to its surplus
during the year.

The balance-sheet does not indicate, however, whether the cash balance of
$15,000 is adequate to meet the current cash requirements, It does not con-
tain any information by which the currency of the accounts receivable can be
determined; it does not give any indication as to whether the inventories are
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inadequate or excessive; and it does not furnish any information by which to
judge whether the current liabilities are being promptly paid.

Some further information could be obtained by an examination of the income
statement for the year 1924, but we shall proceed immediately to submit the
balance-sheets at two successive dates and the income statements for two suc-
cessive years. The analysis which will be based upon these statements will
indicate what methods of analysis are available when the information shown by
the balance-sheet and an income statement can be correlated.

Exhibit ‘A"
THE BLANK COMPANY
Balance-sheets—December 31, 1924 and 1923, and comparison

Year ended Increase
December 31, or
ASSETS 1924 1923 Decrease*
Current asseis:
Cash......................... $15,000.00 $40,000.00 $25,000.00*
Accounts receivable............. 106,000.00 74,000.00 32,000.00
Less—reserve for doubtful ac-

counts. . ... ..., 3,000.00 3,000.00 .........

Remainder—book value..... $103,000.00 $71,000.00 $32,000.00

Inventories: -
Raw materials................ $30,000.00 $25,000.00 $5,000.00
Goods in process.............. 18,000.00 13,000.00  5,000.00
Finished goods. .............. 135,000.00 110,000.00 25,000.00
Total inventories........... $183,000.00 $148,000.00 $35,000.00
Total current assets......... $301,000.00 $259,000.00 $42,000.00
Fixed assets:
Land.........oovvenininnn.. $20,000.00 $20,000.00 $........
Buildings...................... $195,000.00 $130,000.00 $65,000.00
Less—reserve for depreciation.. 30,000.00  20,000.00 10,000.00
Remainder—depreciated
value..........oviein., $165,000.00 $110,000.00 $55,000.00
Machinery and equipment. ...... $86,000.00 $65,000.00 $21,000.00
Less—reserve for depreciation.. 12,000.00 10,000.00  2,000.00
Remainder—depreciated 5
value. .......coiieiiinn. $74,000.00 $55,000.00 $19,000.00
Total fixed assets........... $259,000.00 $185,000.00 $74,000.00
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Deferred charges:
Insurance premiums—

Unexpired portion............ $300.00 $200.00 $100.00
Total..................... $560,000.00 $444,200.00 $116,100.00
LIABILITIES
Current liabilities:
Accounts payable............... $75,000.00 $50,000.00 $25,000.00
Notes payable.................. 50,000.00 45,000.00 5,000.00 -
Total current liabilities...... $125,000.00 $95,000.00 $30,000.00

Fixed liabilities:
First mortgage, 6%, bonds pay-

able......... il $50,000.00 $30,000.00 $20,000.00
Capital:
Capital stock................... $250,000.00 $200,000,00 $50,000.00
Surplus, per exhibit “B”......... 135,300.00 119,200.00 16,100.00
Total capital............... $385,300.00 $319,200.00 $66,100.00
Total.......covvvnnnnn, $560,300.00 $444,200.00 $116,100.00
Exhibit “'B"

THE BLANK COMPANY

Summary of .profit and loss and surplus for the years ended December 31, 1924
and 1923, and comparison

Year ended Increase
December 31, or

PARTICULARS 1924 1923 Decrease*

Grosssales. .......ovieneeniveanans $862,000,00 $828,000.00 $34,000.00

Returned sales and allowances........ 12,000.00 8,000.00 4,000.00

Netsales.........covevvvnennn.. $850,000. 00 $820,000. 00 $30,000.00

Cost of goods sold (schedule No. 1).... 595,000.00 557,600.00 37,400.00
Gross profit on sales. .. .. e $255,000.00 $262,400.00 $7,400.00*

Selling expenses (schedule No. 2)...... 148,000.00 132,000.00 16,000.00
Net profitonsales............... $107,000.00 $130,400.00 $23,400.00*
General expenses (schedule No. 3)..... 76,000.00 94,250.00 18,250.00*
Net profit on operations.......... $31,000.00 $36,150.00 $5,150.00*

Net financial expenses (schedule No. 4) 400.00 250.00 150.00
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Net profit for the year........... $30,600.00 $35,900.00 $5,300.00*
Surplus at beginning of the year . ..... 119,200.00 95,400.00 23,800.00
Surplus credits (schedule No. 5)....... 1,200.00 -~ 850.00 350.00

Grosssurplus. .. ......cvvevnnn.. $151,000.00 $132,150.00 $18,850.00

Surplus charges: »
Miscellaneous losses, etc. (schedule

NO. 6ottt iiiennnnnnn, 700.00 950.00 250.00*
Dividends._. e resee it 15,000.00 12,000.00 3,000.00
Total surplus charges. . ...... $15,700.00 $12,950.00 $2,750.00

Surplus at end of the year. ... $135,300.00 $119,200.00 $16,100.00

Exhibit “C»
THE BLANK COMPANY .

Statement of cost of goods manufactured and goods sold for the years ended
December 31, 1924 and 1923, and comparison

Year ended Increase
December 31, or
PARTICULARS 1924 1923 Decrease*
Materials:

Inventory, beginning of the year .. $25,000.00 $20,000.00 $5,000.00
Purchases...................... 185,000.00 177,000.00 8,000.00
Total........cvvvvvevnn.. $210,000.00 $197,000.00 $13,000. 00
Inventory, end of the year ....... 30,000.00 25,000.00 5,000.00
Materialsused.............. $180,000.00 $172,000.00 $8,000.00
Directlabor ....................... 225,000.00 213,000.00 12,000.00

Manufacturing expenses (statement No.
B ) 220,000.00 194,600.00 25,400.00
Total...........cvvvvvnenn. $625,000.00 $579,600.00 $45,400.00
Goods in process, beginning of the year.. 13,000.00 11,000.00 2,000.00
Total........coivviin.a... $638,000.00 $590,600.00 $47,400.00
Goods in process, end of the year...... 18,000.00 13,000.00 5,000.00

Remainder—cost of goods
manufactured............. $620,000.00 $577,600.00 $42,400.00
Finished goods—beginning of the year.. 110,000.00 90,000.00 20,000.00

Total........oovvvvuennnn.. $730,000.00 $667,600.00 $62,400. 00
Finished goods—end of the year....... 135,000.00 110,000.00 25,000.00

Remainder—cost of goods sold $595,000.00 $557,600.00 $37,400.00
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Some of the supporting schedules and statements referred to in the foregoing
statements are not included in this article as they would require considerable
space without adding greatly to the analysis.

We are now in a position to make a comparison of the financial condition at
December 31, 1923, with that at December 31, 1924, using for this purpose
the data shown in the comparative balance-sheet. While the various items of
assets and liabilities can be compared by direct examination of the comparative
balance-sheet, it is thought that the re-assembling of these figures in a state-
ment of application of funds will assist in disclosing significant facts and
relationships.

THE BLANE COMPANY
Statement of application of funds for the year ended December 31, 1924
Funds provided:
By profits:
Net profit—per exhibit “B”................ $30,600.00
Add—surplus credits 4nd charges (net)....... 500.00

Depreciation (which decreased profits
without reducing funds provided

thereby):

Machinery and equipment.......... 2,000.00

Buildings. . ......oooo it 10,000.00
Total. ..o e e $43,100.00
By additional issueof bonds. .. .......... .. ... ... 20,000.00
By additional issue of stook.. .. .......... i, 50,000.00
Total funds provided. . .......covviiiii i ienneiann $113,100.00

Funds applied:
Payment of dividend.. .......... ... ... ... oo $15,000.00
Addition to fixed assets:

Buildings.........c.cooiiiiiiiiii $65,000.00

Machinery and equipment................ 21,000.00
Total. .o e e $86,000.00

"Increase in working capital and deferred charges,

Perschedule No. 1.....ciiiiniiriiiii i iiieeannens $12,100.00
Total fundsapplied. . ....... ..o, $113,100.00
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TaeE BLANK CoMPANY
Schedule of working capital and deferred charges for the year ended December

31, 1924
December 31, Increase
1924 1923 or
) Decrease*
Current asseis:
Cash.....ooviiiiii i $15,000.00 $40,000.00 $25,000.00*
Accounts receivable—net. ........ 103,000.00 71,000.00 32,000.00
Inventories. ...............c..n. 183,000.00 148,000.00 35,000.00
Total current assets.......... $301,000.00 $259,000.00 $42,000.00
Current liabilities:
Accounts payable............... $75,000.00 $50,000.00 $25,000.00
Notes payable. ................. 50,000.00 45,000.00 5,000.00
Total current liabilities. . . . ... $125,000.00 $95,000.00 $30,000.00
Working capital. .. .................. $176,000.00 $164,000.00
Ratio..........coveevnnnn. 24 to1 27to1
Increase in working capital............. B $12,000.00
Increase on deferred charges. . .............................. 100.00

Increase in working capital and deferred charges............... $12,100.00

The statement of application of funds shows that the profit of the concern
before provision for depreciation brought into the business funds amounting to
$43,100; but in order to provide for the expenditures made by the company
during the year, it appears to have been necessary to increase both the bond and
stock issues. The funds thus made available were used for the payment of
dividends, for additions to fixed assets, and for a slight increase in the working
capital.

The question as to the profitableness of the additional investment in the fixed
assets will be considered later, but attention will first be given to a comparison
of the relative net current asset condition at the two dates as shown by the
schedule of working capital. It will be noticed that the cash has decreased
very considerably, that the accounts receivable and inventories have con-
siderably increased and that the current liabilities in the form of accounts and
notes have also increased. While the working capital has increased $12,000, it
is significant that the ratio has decreased, the ratio at the end of 1923 being 2.7
to 1, and the ratio at the end of 1924 being 2.4 to 1. As the actual working
capital stated in dollars is rather less significant than the working capital ratio,
it appears that the current position is not as favorable as it was.

This analysis of the working-capital position can be carried further by an
examination of the relative currency or liquidity of the current assets. It has
been seen that at the end of 1924 there were fewer dollars of current assets per
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dollars of current liabilities than at December 31, 1923. It is significant to
note further that the current assets at the latter date are relatively less current
than they were at the earlier date as shown by the following summary.
Relative Liquidity of Current Assets
December 31, 1924  December 31, 1923

Ratio Ratio
to to
Amount Total Amount Total
Cash..........ooovvvvient $15,000.00 5.09;, $40,000.00 15.49%
Accounts receivable—net...... 103,000.00 34.2 71,000.00 27.4
-Finished goods. .............. 135,000.00 44.8 110,000.00 42.5
Goods in process. ............ 18,000.00 6.0 13,000.00 5.0
Raw materials. .............. 30,000.00 10.0 25,000.00 9.7
Total............... $301,000.00 100.09, $259,000.00 100.09,

By reference to the foregoing summary it will be noticed that at the end of
1923 the cash represented over 159 of the total current assets, while at the
end of 1924 it represented only 5%. This decrease in the highly current asset
of cash has been offset by increases in the last current assets of accounts
receivable and inventories. Thus it appears that while the current liabilities
have increased during the year the ratio of current assets and current liabilities
has decreased, and the current assets are relatively less current than they were
at the close of the preceding year.

As it is necessary to sell merchandise before it can be made available for
current liability payments, it is significant to omit the inventories from the
current assets and to note the ratio of the cash and the accounts receivable
to the current liabilities.

Cashk and Receivables to Payables

December 31,
1924 1923
Cash. ...t $15,000.00 $40,000.00
Accounts receivable—net.................. 103,000.00 71,000.00
Total....oovvveeiiiiennnnnnnnnn. $118,000.00 $111,000.00
Accounts payable.................... ... $75,000.00 $50,000.00
Notespayable........coiiiiviiinieennnn, 50,000.00 45,000.00
Total. .o vviiirinnrennnnnnn, $125,000.00 $95,000.00
Ratio. . coveiviniiiniieennnnnn, 94tol 1.17to01

The foregoing comparative summary shows an increase of only $7,000 in the
cash and accounts receivable with an increase of $30,000 in the accounts and
notes payable. This results in a very considerable decrease in the ratio.
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Since the accounts receivable have increased from $71,000 to $103,000, it
will be pertinent to inquire whether this increase has resulted from an increase
in the volume of business or whether it has resulted from a slowing up of
collections.

Light is thrown upon these questions by the following statement.

Accounts Recetvable Collection Turnover

Year ended
December 31,
1924 1923
Netsales.....ooovviiinenenrinnennnnnnans $850,000.00 $820,000.00
Accounts receivable—gross................ $106,000.00 $74,000.00
Ratiotonetsales........................ 12.479, 9.02%,
Multiply by (days). .. .oovvvvveeinnnnn... 365 365
Accounts receivable collection turnover ..... 46 (days) 33 (days)

The foregoing summary shows that the gross value of the accounts receivable
has increased $32,000 although the net sales increased only $30,000. The
accounts receivable at the end of 1923 represented about 9%, of the year’s sales,
while the accounts receivable at the end of 1924 represented about 12134%, of
the year’s sales. Assuming that there was a uniform business throughout the
year, the accounts receivable at the end of 1924 represent the business of about
a month and a half, while the account receivable at the end of 1923 represented
the business of about a month.

The schedule of working capital submitted in connection with the statement
of application of funds showed an increase in the inventory as well as in the
accounts receivable. We have noted that the increase in the accounts receiv-
able did not appear to be a healthy one; let us now make a similar investigation
of the increase in the finished goods inventory by comparing the finished-goods
turnover for the two years.

Finished-goods Turnover

Year ended
December 31,
1924 1923
Costof goodssold.............ccevvvunnn. $595,000.00 $557,600.00
Finished-goods inventory:
January 1.......cooviiiiiiiinn, $110,000.00 $90,000.00
December 31.......covviivennnnnnn. 135,000.00 110,000.00
Total. ... $245,000.00 $200,000.00
Average.......ooivnnannnnnionn $122,500.00 $100,000.00
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Turnover:
Times per annum. . .....c.ccoveeoeeeenn. 4.85 5.58
Average days each turnover—(365 di-
vided by times peryear)............ 75 (days) 65 (days)

This analysis shows that in 1923 the finished goods were turned about 514
" times while in 1924 they were turned only about 43 times. Or stated in
another way, in 1923 the finished goods were turned every 65 days whereas in
1924 75 days were required.
It will now be interesting to combine the finished-goods turnover figures with
the accounts-receivable turnover figures,

Time Required for Conversion of Finished-goods Inventory into Cash
Year ended December 31,

1924 1923

Days required to sell inventory................... 75 65
Days required to collect accounts. . .............. 46 33
T Y 121 98

The foregoing figures indicate that during 1923 it took an average of 65 days
to convert the inventory to accounts receivable and 33 days to convert the
account receivable into cash, or a total of 98 days to convert the finished-goods
inventory into cash. In 1924 this process required 121 days.

The scrutiny of the receivables and the inventories indicates that with the
increase in current liabilities there has come a decrease in the liquidity of the
current assets with which the liabilities will have to be paid. This decrease in
the liquidity of current assets may be expected to result in a slowing up of the
process of paying the current liabilities. This slowing-up process is to some
extent indicated by the increase in the current liabilities. It is further in-
dicated in the following statement showing the ratio of the current liabilities to
purchases.

Ratio of Current Liabilities to Purchases

Year ended December 31,

1924 1923
Purchases.............vveeunnn. $185,000.00 $177,000.00
Accounts payable............... $75,000.00 $50,000.00
Ratio to purchases........... 40.19, 28.29,
Days’ purchases unpaid—
(365 x percents).......... 146 103
Notes payable................... 50,000.00 45,000.00
Total.................. $125,000.00 $95,000.00
Ratio to purchases.. . .... 67.6% 53.79%,

This analysis shows that the accounts payable at the end of 1923 represented
289%, of the year’s purchases or on the average they represented unpaid pur-
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chases for 103 days; the accounts payable at the end of 1924 were 409 of the
year’s purchases or on the average the purchases for 146 days were unpaid. If
we include the notes payable it appears that at the end of 1923, 539, of the
year's purchases were unpaid, and that at the end of 1924, 679, were unpaid.

Summarized, we find that while there has been a slight increase in actual
working capital, the working-capital ratio has decreased, the current assets are
relatively less current than they were at the close of the preceding year because
of the considerable swing from cash to receivables and inventories; that the
receivables are collected with less promptness than heretofore, that the inven-
tories do not turn as rapidly as they did, and that the accounts and notes pay-
able consequently are not being paid with the same promptness that prevailed
in 1923,

So much for the current assets and current liabilities. Let us now note the
increases which have been made in the fixed assets and see whether the in-
creased investment has been made productive.

Increases tn Plant, Production, Elc.

December 31, Increase

Per

1924 1923 Amount Cent

Buildings...................... $195,000.00 $130,000.00 $65,000.00 509,
Machinery and equipment. ...... 86,000.00 65,000.00 21,000.00 329,
Material used. ................. $180,000.00 $172,000.00 $8,000.00 5%
Labor......................... 225,000.00 213,000.00 12,000.00 6%
Manufacturing expense.......... 220,000.00 194,600.00 25,400.00 139,
Finished goods manufactured.... 620,000.00 577,600.00 42,400.00 79,
Cost of goods sold. . . ........... 595,000.00 557,600.00 37,400.00 6%

It will be noted that the investment in buildings has increased 509, and the
investment in machinery and equipment has increased 329,. Has the in-
crease in production kept pace with the increase in plant facilities? It appears
from the foregoing analysis that with a 509, increase in buildings and a 329,
increase in machinery and equipment the concern has used only 5%, more
material and 69, more labor. The manufacturing expenses, however, because
of the increase in the fixed-asset investment, have increased 13%,. Only 7%
more finished goods have been manufactured and only 6%, more goods have
been sold. This analysis should be qualified, however, by a statement to the
effect that there is no information as to the date when the additional plant was
put into operation.

Let us now turn from a comparison of the financial conditions to a comparison
of the profits for the two years [see next page].

This statement shows that while the net sales have increased only 339, the
cost of goods sold has increased 639, with the result that the rate of gross
profit has decreased almost 3%. It is also significant to note that in order to
sell 3.66%, more goods it has been necessary to incur 12.129, more selling ex-
penses. The result of the increase in the rate of gross profit and the increase
in the rate of selling expense has been a decrease of nearly 189 in the rate of
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Students’ Depariment

T

net profit on sales. This decrease of net profit on sales has been compensated
to some extent by a decrease in the rate of general expenses, but it is to be noted
that although the nets sales have increased $30,000 the net profit on operations
has decreased over $5,000 or a decrease of 1434%. The increase in the capital
stock and the decrease in the net profit on operations should be considered
together.

Ratio of Net Profit to Capital

Capital at beginning of year (assuming $50,000 ad-
ditional stock issued at beginning of 1924):

Capital stock.. ......vevriiniiiinnnnnnn. $250,000.00 $200,000.00

Surplus (per exhibit “B”)................. 119,200.00  95,400.00

Totalcapital........................ $369,200.00 $295,000.00

Net profit on operations. ...................... $31,000.00 $36,150.00
Ratiotocapital.........coviiiiii e, 8.49, 12.29,

There is no information as to the date when the $50,000 par value of addi-
tional stock was issued, but if it is assumed that this stock was issued at the
beginning of 1924, it appears that during 1923 the company made 129, profit
on its capital stock and surplus (that is to say on its total investment) while in
1924 it made only 8.4%,.
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AN ANSWER EXPLAINED

Editor, The Journal of Accountancy:

Sir: I have received from you several letters criticising my answer to question
13 of the May, 1925, examination. That answer was published in the August
issue of THE JOURNAL OF ACCOUNTANCY. These criticisms show careful con-
sideration of the question by the persons who make them, and I think it is
therefore advisable for me to say something further about this question.

The question was as follows:

‘“No. 13. A purchased an apartment house in 1921. A never received
any income from the property; in fact, it never produced sufficient revenue
to pay for the cost of running it. He sold the property in 1924 at a price
lower than that he paid for it. You are called upon to prepare A’s income-
tax return for 1924. Upon examining his returns for prior years, you find
that no depreciation was ever deducted by A in regard to the apartment
house property, A explaining that as there was no income from the prop-
erty to serve as the basis of a reserve fund for depreciation, he had never
taken any. How would you compute A’s loss on the sale and should any
action be taken with reference to the returns for prior years?”’

My answer was as follows:

“No. 13. Depreciation does not depend on income. Amended returns
should be made for prior years taking depreciation as a deduction. In
computing the loss the purchase price should first be reduced by depreci-
ation from 1921 to 1924.”

The critics of the answer call attention to the fact that while my answer was
probably correct under earlier laws, the revenue act of 1924 provided in section
202 (b):

‘‘In computing the amount of gain or loss under subdivision (a) proper
adjustment shall be made for . . . any item of loss, exhaustion, wear and
tear, obsolescence, amortization, or depletion, previously allowed with
respect to such property.”

Referring to the question, they believe that since the depreciation in question
was not taken by the taxpayer, and therefore obviously was not allowed by the
bureau previous to the sale in 1924, it should not be considered in computing the
gain or loss,

They say that regulations 62, article 1561, contemplated proper adjustment
for ‘“‘any depreciation or depletion sustained and allowable as a deduction”,
and that the use of the word “allowed" in the act of 1924 indicated an intent to
change the prior construction of the bureau.

It is my belief that the words ‘‘ previously allowed " in the revenue act of 1924
will be construed to mean previously allowed by law and not simply previously
allowed by the commissioner, as is assumed by the critics of the answer. My
reasons for this are as follows:

1. It seems to me improbable that the law will be construed to allow a tax-
payer not to take depreciation and thus create or increase a loss in a year when
he may desire to have a loss, A construction which brought about such a
result certainly would not be favored by the courts.
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2. The construction limiting the adjustments to depreciation actually al-
lowed by the bureau would eliminate depreciation for all previous years where
the returns had not in fact been audited and settled. As the bureau usually is
necessarily several years late in auditing returns, this would, in the ordinary
case, exclude a large amount of depreciation, which would appear to be an un-
reasonable construction of the act. There is nothing in the act which indicates
that there might be any middle ground of taking into consideration depreciation
to the extent that it had been allowed in auditing the returns and to the extent
that it had been claimed in unaudited returns.

3. The provision contained in section 202 (b) was not to be found in the
revenue act of 1921. Before 1924, it was simply a matter of regulation. Itis
very clear in regulations 62, article 1561, already quoted, that any depreciation
sustained and allowable was to be taken into consideration in determining gain
and loss (the critics of the answer agree as to this). Unless, therefore, there is
some indication that the revenue act of 1924 was intended to change the pre-
vious ruling of the bureau, the answer is correct.

4. No suggestion has been given of any reason why section 203 (b) of the
revenue act of 1924 should be considered to change the prior ruling, except that
new words, to wit, “‘previously allowed”, have been used. I believe that a
construction of these words as meaning previously allowed by the law is just as
reasonable as to construe them to mean previously allowed by the bureau.

5. On the other hand, it appears that there was no intention on the part of
congress to change the construction of the bureau under the revenue act of 1921
and earlier acts. It is true that the bill as originally introduced in the house of
representatives contained the words * properly chargeable” instead of ‘‘pre-
viously allowed,” and the bill as submitted by the committee on ways and means
continued to use the words “properly chargeable.”” The report of the com-
mittee, however, was as follows (68th congress, first session, H. R. Report No.
179, page 12):

““(2) There is no provision in the existing law which corresponds to
subdivision (b), but the rule laid down therein is substantially the same as
the construction placed upon the existing law by the treasury department.
It provides that in computing gain or loss from the sale or other disposition
of property the cost or other basis of the property (and in the appropriate
case the fair market value as of March 1, 1913) shall be increased by the
amount of items properly chargeable to capital account and decreased by
the depreciation and similar deductions allowed with respect to the

roperty. Under this provision capital charges, such asimprovements, and
etterments, and carrying charges, such as taxes on unproductive prop-
erty, are to be added to the cost of the property in determining the gain or
loss from its subsequent sale, and items such as depreciation and obsoles-
cence previously allowed with respect to the property are to be subtracted

from the cost of the property in determining the gain or loss from its sub-
sequent sale.”

It should be noted that the committee report uses the words * properly
chargeable’ and * previously allowed” interchangeably. The bill passed the
house with the words “properly chargeable.” By senate amendment, these
words were changed to ‘‘previously allowed.” The senate report, however,
68th congress, first session, Senate Report No. 398, page 13, did not contain
any language which indicated that there was an intention te change the prior
construction of the bureau or the meaning of the language used by the house as
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interpreted by the house committee. Apparently, the senate committee be-
lieved that ‘‘previously allowed” was a clearer expression than *properly
chargeable”. The report in part was as follows:

“(2) There is no provision in the existing law which corresponds to
subdivision (b). It provides that in computing gain or loss from the sale
or other disposition of property the cost or other basis of the property shall
be increased by the cost of capital improvements and betterments made to
the property since acquisition and decreased by the depreciation and
similar deductions previously allowed with respect to this property. To
remove a possible ambiguity in the house bill, the deductions are limited
to those ‘previously allowed’ rather than those ‘ properly chargeable.'"”

6. The report does not say what this ‘possible ambiguity' was, but it is
easy to find an ambiguity in the words ‘‘properly chargeable.” ‘‘Loss, ex-
haustion, wear and tear, obsolescence, amortization and depletion” were all
words which had a statutory meaning as deductions allowed, but many of these
words had also a broader meaning in accountancy. Particularly under the
earlier statutes there were instances of losses and depletion, which would be
“ properly chargeable” under good accounting practice, but which would not be
‘“allowed” by the revenue laws. The provision for deductions which were
“previously allowed’ rather than those which were ‘ properly chargeable”
seems to tie up the section to the other provisions of the revenue acts rather than
to accounting principles generally.

7. Since it must be admitted that the earlier construction of the bureau took
into consideration depreciation which was allowable, and since apparently
congress had no intention to change this construction, it seems to follow that
under the revenue act of 1924 depreciation which is allowable by the bureau, or
allowed by law, should be taken into consideration in determining gain or loss.

8. Now, looking at the question from another point of view, there is nothing
in it that says that the taxpayer's returns for 1921-1923 have been audited and
finally settled. It would seem to me that as soon as the bureau became aware
of the whole story frony 1921 to 1924, it would of its own motion allow the tax-
payer depreciation up to the sale and would reduce the loss by the depreciation
so allowed thus effecting the same result.

Yours truly,
SPENCER GORDON.

Washington, D. C., September 14, 1925.
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RETAIL BUYING, by Norris A. Brisco and JoaHN W. WINGATE. Prentice-
Hall, Inc., New York. Cloth, 388 pages.

It is a far cry from the general store of the past to the department store of the
present. Not long ago the merchant in the community was looked down upon
because of the feeling that a man did not become a merchant if he could earn
his living in a more dignified manner, that is, by practising a profession.
Today, however, the situation is far different. The merchant is highly re-
spected and is usually one of the leading men in his locality. This change in
the status of the merchant has been accompanied by the development of
scientific principles of merchandising. The publication of the *Retailing
Series,”’of which Retail Buying is a part, is a result of this development. The
series has been written principally to fill pedagogical requirements. The text
of each chapter is followed by problems relative to that phase of the subject
which has just been presented.

This book, although for use principally in the classroom, will without ques-
tion interest all those associated with department stores in a buying or executive
capacity. Accountants may also read this volume with profit, particularly the
chapters on invoice procedure and control, mark-up, mark-down and the re-
marking of merchandise, inventory methods and stock control.

The study of retailing practices and principles has resulted in many discov-
eries and the presentation of these discoveries helps to make this book interest-
ing. It has been found, for instance, that the trend of customer traffic is to the
right from the entrance. Therefore, the display on the left is made more at-
tractive than that on the right thus drawing customers to the left and avoiding
congestion in aisles. Possibly some of us have never realized that pricing an
article at ninety-eight cents instead of one dollar not only induces the customer
to buy but also helps to prevent dishonesty on the part of salespeople. This
is because the customer will in all probability present a dollar bill thus making it
necessary for the salesman to write out a sales slip and make change.

W. B. FRANKE.

COMPLETE PRACTICAL INCOME TAX, by A. G. McBaIN. Gee and
Company, Lid., London.

Here is a book about the income-tax laws of Great Britain, written in a lan-
guage not only easily comprehensible to an accountant but so devoid of tech-
nical language as to be readily understood by anyone who has tax problems.
After an examination of the book’s contents it is not difficult to agree with the
author in the claim that *this book meets the whole practical requirement of
final examination students . . . and also of the practising accountant and
business man.”

The subject is treated concisely, clearly and in a comprehensive manner;
there are many examples setting forth the solutions of individual problems,
which give life to what otherwise would be merely abstract dicta. In addition,
the book is written to instruct those who must be interested in the subject,
and, unlike other no less valuable contributions upon the subject, this one ap-
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proaches taxation from the standpoint of the taxpayer and shows him how to
meet his individual problems. It is worthy of note that so much of value can
be compressed into a book of about two hundred and fifty pages. To those
whose interest in income taxes is such that a comparison of the finance acts of
the United Kingdom with the several revenue acts of our own country will be
instructive this book will have a strong appeal.

StePHEN G. Rusk.

HOW TO READ A FINANCIAL STATEMENT, by Hersert G. STOCK-
WELL. Ronald Press Company, New York.

A right preface has some resemblance to a good character—a sure guidepost
of content in the one case as of conduct in the other. The author there asserts
his purposes and, barring verbiage, the reviewer has little more to do than to
attest accomplishment or point out shortcomings. If Mr. Stockwell will
pardon paraphrase of his preface in an attempt to repeat its essence it might be
put thus:

1. Every business man should know how to read not only his own financial
statement but that of other concerns as well, for as creditor, banker,
investor or what not he is equally interested in theirs.

I1. The main purpose of the book is (a) to enable the business man to do
this, or failing that, (b) to know wherein the statement is not trust-
worthy.

111. There being no standard model of financial statement the book deals
with the varying forms actually in use.

Digesting that, what other conclusion could the thinking mind come to
than that “all sorts of statements are presented”’? “I comprehend my own, of
course, but it behooves me to be able to understand others, or at least to dis-
cern if they are worthy of belief.”

So much was written before a word of the book had been read, and then,
having in mind its purpose, the attitude of the inquiring reader seeking en-
lightenment on various assumed obscurities and ambiguities was taken, with
this outcome—that the chapter headings furnish an adequate guide to the
general subject; that the paragraph headings running through the chapters
enable the reader quickly to fasten on his particular point of the general sub-
ject and that, if one be still further interested, the index spreads before him the
divergences.

Except perhaps as to a very few still disputed points the subject matter of
the book is an expression of sound and well established accounting opinion,
with the further potent merit of being presented in an interesting way.

The difficulties of arrangement alone in a work designed for this purpose are
not to be lightly solved. In the first place there is the wide difference in the
view which regards a business as a going concern and that taken in anticipation
of its closing and liquidation. To keep this distinction clearly and persistently
evident throughout a volume is no easy matter. Second, there is the impor-
tant question of how best to present the subject in order that the idea may be
readily grasped. Some minds more easily absorb an idea when presented in an
abstract way; some in a concrete way; and for some the two, precept and ex-
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ample, are best commingled. The author has chosen, and I think wisely, the
intermingled illustration and comment arrangement.

To sum up, Mr. Stockwell has here given us a book which is full of meat and
well worth study and I went through it with a growing feeling that the credit
man, banker or investor to whom it is addressed might justly complain of
being enticed to absorb more information than was at the moment strictly
necessary to his purpose. Such idea, however, will be far from the mind of the
accountancy student or thoughtful practitioner, for such will read this book
with interest and profit from beginning to end.

Louis G. PELOUBET.

ACCOUNTING, by W. A. PatoN. The Macmillan Company, New York.
894 pages.

1t is a pleasure to receive a new work on accounting by Professor Paton, for
there is perhaps no other accountant who equals him in keenness of insight,
careful analysis and penetrative interpretation.

The new book is in reality a thorough-going revision of Principles of Account-
¢ng, of which Professor Stevenson was joint author. In a rough way it follows
the same arrangement, though the subjects treated in the new book are handled
at greater length. A saving is accomplished by omitting the disproportion-
ately long treatment (covering over one hundred pages) of the interest
problem, which was contained in the earlier book, and by also omitting the
somewhat inadequate attempt to treat of special fields of accounting, cost
accounting, municipal accounting, railroad accounting and auditing. And
finally the new work is made almost incalculably more serviceable by the in-
clusion of some hundred pages of well selected and carefully arranged account-
ing problems.

Professor Paton places some emphasis on his chosen formula for bookkeep-
ing, that is, assets =equities, as against that made familiar by Sprague, assets =
liabilities + proprietorship. The change is not one to which any particular
objection can be made. But it is possible that he, with pardonable prejudice,
overestimates the significance of this innovation, for he states: *It must be
borne in mind that two quite distinct elements are included under the head of
equities, proprietorship and liabilities”, (page 73). To some it would seem
that there is little significant difference between saying that the right-hand side
of the balance-sheet contains two distinct categories, liabilities and proprietor-
ship, and saying that it contains only equities, but these are divided into “two
quite distinct elements.”

In so far as “‘equities”” is adopted to prevent the continuance of the prevailing
custom of heading the right-hand side of the balance-sheet simply *liabilities"
the proposed substitution is admirable. Indeed Professor Paton states that
the adoption of the new term was made “especially to avoid the confusion,"
for obviously all the items in the ordinary balance-sheet are not liabilities. It
is wrong to label the right-hand side of the balance-sheet *'liabilities,” for it
contains both liabilities and proprietorship items. But it is somewhat con-
fusing to find, on page 37, both of these two distinct categories described in
a model balance-sheet as “‘ownership.” It is true the heading reads *‘ equities”
but the two items are ‘‘student, ownership,” and ‘neighbor, ownership,” the
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former of these items representing the proprietor’s capital, the latter a liability
for borrowed goods. Perhaps there is in Professor Paton’s mind a fine distinc-
tion between proprietorship and ownership, which so far seems to have been
overlooked by Crabb and the makers of dictionaries. But it seems to many
that, if it is objectionable to list both liabilities and proprietorship under the
name of the former, it is quite as objectionable to describe these two distinct
classes by a word which seems a synonym of the latter class.

Special interest is to be taken in Professor Paton’s masterly discussion of
appreciation. This has from the beginning been a feature in his accounting
theory. Professor Paton was perhaps the pioneer in boldly coming out for
consistent treatment of fluctuations in value as against the current, falsely-
" called conservative practice. Accountants have in practice drifted a little
toward his view, doubtless influenced by sweeping price fluctuations coinciding
with the adoption of income and excess-profits taxes. On the other hand, it
seems that Professor Paton has become a little less pronounced in his views on
the subject. In his first work there were many pages given to defending the
doctrine that appreciation, even of fixed assets, should be shown. In his
Accounting Theory stress is put on showing appreciation of current assets.
In the present work, the author still advocates showing appreciation, (no real
accountant ever changes his views) but it seems, at least to the present re-
viewer, that he advances the views with somewhat more reserve, with a little
less positiveness.

There is only one point in the book which the present reviewer cares to
criticize. This is the adoption of the term ‘“net income” as the balance of
earnings from which both interest and dividends are to be subtracted. Net
income, as used by the interstate commerce commission, is a pretty well crys-
talized term. It seems unnecessarily confusing to use it now with an entirely
different content. Professor Paton argues most soundly that the balance which
he calls “‘net income" is of great significance and its amount should be brought
clearly to the attention of those reading an income statement, Perhaps *‘gross
income’’, the term used by the commission, is not entirely satisfactory to
Professor Paton. But one who had the originality to devise the term ‘‘equi-
ties”’, would surely have been able to think up some new term rather than to use
an old term with a new meaning.

HeNrY RAND HATFIELD.

THE PROFESSION OF AN ACCOUNTANT, by ALBERT CREW. Gee &
Co., Lid., London. 117 pages.

The preface of The Profession of an Accountant states that the book consists
of articles which appeared originally in several English law or accounting
journals. Four chapters deal with professionalism as a whole, with especial
reference to the profession of an accountant. Two chapters are devoted to
notes on the legal profession. The following table of contents and a few
excerpts may serve to give the reader an idea of the scope and character of
this excellent little book.

Contents: Some characteristics of a profession; professional etiquette;
registration and recognition; the right to use professional designatory letters;
recognition and registration of the legal and other professions; some aspects of
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the legal profession; stamping of receipts for professional fees; professional
dinners; books on professionalism; notes—(a) expulsion from a professional
institute or society, (b) professional advertising, (c) statutory registration.

EXCERPTS

‘““A profession has been defined as a trade which is organised for the
performance of functions. It is not simply a collection of individuals who
get a living for themselves by the same kind of work. Nor is it merely
a group which is organised exclusively for the economic protection of its
members, though that is nominally amongst its purposes. It is a body of
men who carry on their work in accordance with the rules designed to en-
force certain standards both for the better protection of its members and
for the better service of the public. Its essence is that it assumes certain
responsibilities for the competence of its members, or the quality of its
wares, and that it deliberately prohibits certain kinds of conduct on the
ground that, though they may be profitable to the individual, they are
calculated to bring into disrepute the organisation to which he belongs.”

‘““No one can fail to be impressed with the benefical effect on a brain-
working profession of its effective organisation, in the way of raising the
standard of professional honor, improving the education if its members,
increasing the opportunities for their professional training, disseminating
improvements in professional technique, and even in promoting the scien-
tific study of its subject-matter. In all these ways professional organisa-
tion has for its result an improvement of the service which the profession
has to render to the community; and it is not a matter of complaint if,
coincidentally, there is also a raising of the status of the profession in
public consideration and even an increase in its aggregate emoluments and
privileges.”

“The professional accountant has been described as an independent
expert, undertaking, in return for a professional fee, to execute work for,
or to give advice to, a succession of clients, subject to a duty to the public
which makes him morally, and in some cases legally, responsible for the
accuracy of anything to which he puts his name; and for the impartial
exercise of any office of trust. The profession may be said to have come
into existence as a sequel to the great outburst of joint-stock enterprise of
the middle of the nineteenth century, and the growing intricacy of accounts
in large enterprises, partnerships and trusts.

*“The Institute of Chartered Accountants and the Society of Incor-
porated Accountants and Auditors have not only made accountancy a pro-
fession, but have given it dignity and status, and compelled the world of
commerce and industry to recognise its worth and value, so that the terms
‘chartered accountant’ and ‘incorporated accountant’ are to-day almost
as commonly understoodand appreciated as those of ‘barrister’ and ‘solic-
itor.””

““ Accountancy is therefore a profession, not only because it is properly
organised by the institute and society, but because it has the same charac-
teristics of other professions. What then are the essential characteristics
of a profession? A profession must be independent, controlled and gov-
erned alone by its own members, and relying entirely upon itself. It must
not be bolstered up by mere window dressing like a limited company with
its guinea-pig directors, or a mere society which requires for its support
presidents, vice-presidents and other ornamental persons who are distin-
guished in every way except in those things which the profession aims to be
or to do. A profession is not a mere society of men and women but an
independent body of persons, skilled and learned in some calling or voca-
tion, which skill and learning are recognised at large.”

“No one, however eminent, can become a lawyer, a medical man, or
a chartered or incorporated accountant unless he enters such profession by
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the straight and narrow paths of examination, professional training and
experience, to which there are no by-paths or short cuts. Nothing adds
so much to the strength, dignity and status of a profession as the strict
adoption of this rule of admission."”

‘‘Objections may easily be made as to the unreliability and imperfec-
tions of the examination test, but all professions without exception require
entrance by examination, not because it is the best test, but because it is
the only fair and practical test.”

*“The difference between trade and profession is clear. The essence of
the former is that its only criterion is the financial return which it offers
to the individuals concerned. The essence of the latter is that though men
enter it for the sake of a livelihood, the measure of their success is the
service which they perform, not the gains which they amass. They may,
as in the case of the successful doctor, grow rich, but the meaning of their
profession both for themselves and for the public is not that they make
money but that they make health, or safety, or knowledge, or good govern-
ment, or good law. They depend on it for their income, but they do not
conzié’er that any conduct which increases their income is on that account
good.

‘It will be sufficient to say that in a profession its governing body not
only considers the rights of members but exercises discipline and control not
only as between individual members of the profession but also between
members and the public who employ them; that there are no restrictions as
to the number of members who qay enter the profession; and that there is
always the highest endeavour to increase the standard of knowledge, ex-
perience and ability.”

‘“‘ Professional etiquette may be described as the unwritten code of
honor by which members of a profession are prohibited from doing certain
things deemed likely to injure the interests of their brethren or to lower the
dignity of their profession.”

‘““Many professions, including that of accountants, are governed and
controlled, inter alia, by disciplinary bodies, and in their charter or
by-laws such professions specify certain acts or conduct which may lead
to expulsion or suspension.”

‘“The characteristic feature of professional self-government is the de-
velopment within its organisation of rules of conduct which are enforced on
its members; the development of professional ethics is perhaps one of the
best results of professional organisation. These rules relate either to the
conduct of professional men to each other or to their conduct towards the
community in general. The rules relating to the conduct of members,
inter se, generally forbid competition and advertisement, discourage the
adoption of unorthodox views, and prevent the association with unqualified
persons of their own profession, and even qualified persons of allied pro-
fessions. These rules tend to good feeling and the maintenance of a high
standard of honor between members of the profession. The rules relating
to the conduct towards the community in general seek to distinguis!
between what is permitted to a professional from that which is permitted
to a business man. There is an insistence on a profession being regarded
as a vocation founded upon specialised educational training, the purpose
of whichistosupply disinterested counsel and service to others for a direct
and definite compensation, wholly apart from expectation of other business
gain.

““Business men may compete with one another in price and quality and
use the arts of advertising in selling their goods. They may enter into
secret understandings with others with regard to the sharing of profits and
will endeavour to prevent anyone else from making use or profit of any
new invention or discovery. Professional men, on the other hand, are
always assumed to gain their livelihood by the sole use of their faculties—
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except in regard to a limited class of assistants—they are prohibited from
having any interest in the things which they recommend to their clients.
Any receipt of commissions from other professionals, or from business
enterprises, is against professional etiquette. In his private relations with
individual clients the professional man is prohibited from using the influ-
ence that he gains as a professional man to extract from his client any-
thing more than his recognised remuneration. Any attempt to use his
professional position as an opportunity for injuring his client 1s condemned
as infamous conduct. So long as he is professionally engaged, the member
of a brain-working profession is required to think only of the advantage of
his client, and not of his own interests. In the higher ranges of profes-
sional ethics he is expected to risk, and even to sacrifice, his health or his

- life in the performance of his professional duty, an expectation which never
exists in business.”

‘‘Usually, unprofessional conduct of a member consists of acts or omis-
sions which are likely to injure the interests of other members, or to lower
the dignity of the profession and usually comprises one of the following:

““(a) Advertising.

‘‘(b) Holding ogﬁces or engaging in other business which are not inci-

dental to or consistent with the profession.

“(c) Touting for work.

“(d) Tlif giving of commissions or presents for the introduction of
usiness.

ss .
‘“(e) Accepting fees less than the recognised minimum fees.”

‘‘State jurisdiction, which usually results in bureaucratic control,
rather tends to equality between members at the expense of efficiency and
mitative.

“Obviously, a profession which adopts registration must necessarily
lose some of its independence, and it is a matter in which there may very
well be great difference of opinion as to whether registration is so very at-
tractive and desirable as it appears to be. It is usually the policy of the
state, when it grants a monopoly, e.g. to allow none but registered members
to practise, to accompany it with some control.”

“The highest ideal of a profession is public service, which, indeed, is its
main function; the distinguishing characteristic of a profession is its in-
dependence as evidenced by its complete self-government.”

The book is an English book. It is written by an English barrister-at-
law for the English (or, at most, the British) reader. Necessarily, it discusses
the subject from the English point of view, English both temperamentally and
historically, from the standpoint of English law, from the viewpoint of approved
English practice and procedure and in the light of English customs and prec-
edents.

There are many differences between English practice and law and American
practice and law. It is, perhaps, natural that the writer of this review should
generally prefer the American way and consider it an improvement over the
English way. But there is one difference between the profession of an account-
ant in England and the profession of an accountant in the United States in
which his preference for things American is not so enthusiastically patriotic.
In England the accountant himself has generally adopted a professional point
of view and his professional status is rather generally recognized and conceded
by the business and lay public. In the United States the laity is only begin-
ning to recognize his professional claims while many practitioners, although
claiming professional status, as yet have an unprofessional point of view and
pursue many unprofessional practices. Indeed some practitioners disclaim
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the professional status altogether—some with such financial success as to
engender a great lust after the fleshpots and seriously to hamper the efforts of
the organized profession to find itself.

This little volume contains much that will be found interesting to the
American professional accountant, as well as the American layman, if he be a
person who already has what might be described as the * professional sense”
or if he be a person who has the capacity for seeing from the professional view-
point as distinguished from the commercial, or merely vocational, viewpoint.
1 would especially commend the book to those hopeful souls who pin their
faith to legislative restrictions with their inevitable bureaucratic interference
and control, in preference to the slow, but certain and enduring, development
and growth of professional standards and ideals which are evolved from within
the body of the profession itself and are enforced by the power of example and
the sanctions of an informed and enlightened public opinion. In view of the
present hysteria which sees a cure for every real or fancied ill of the social or
economic body by simply enacting a statute, perhaps a reading of this little
book will at least raise a suspicion in the mind of the reader that not every-
thing which glitters must necessarily always be fine gold. This little book will
also be very helpful to those upon whom devolves the duty of leadership
during these formative years in the development of the profession in this
country.

CarL H. Navu.
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‘“‘Best’ Colored Pencils. Both
are supreme in their field.

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J Jersey City, N. J.
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Classified Advertisements

Cony for classified advertising must be in hand at the office of TheJournal of Accountancy previous to the twentleth day of the month
prere(ﬁng month of publication. Rates for ‘*‘Help Wanted'' and ‘‘Miscellaneous’ are $9 per inch or fraction I n;
or fraction each additional Insertion. *‘Situations Wanted,” $5 up to 65 words each lnsenftlon. Faction for ons Insertion: 37 per inch

HELP WANTED

SITUATIONS WANTED

Middlers or Semi-Seniors

A large public accounting firm has opportunities for
two middlers or semi-seniors in Chicago and possibly
similar openings at eastern offices. Would like to
receive applications from college graduates who have
had considerable general accounting experience in
medium-sized manufacturing plants and two or more
years’ public accounting experience combined with
some systematic study or training for the C.P.A.
degree.

In reply state age, what schools or colleges attended,
whether married or single, and give complete chrono-
logical outline of business and professional experi-
ence. References may come later. Replies will be
received in confidence and no inquiries made of
present employers without express permission.

Box 727, care of The Journal of Accountancy.

Help Wanted

Salaried positions $2,500 to $25,000 upward; executive, techni-
cal, administrative, engineering, manufacturing, professional,
financial, etc., all lines. If qualified, and receptive to tentative
offers, you are invited to communicate in confidence with the
undersigned, who will conduct preliminary negotiations. A
method is provided through which you may receive confidential
overtures, without jeopardizing present connections, and in a
manner conforming strictly to professional ethics. Established
1910. Send name and address only for preliminary particutars.
No obligation. R. W. Bixby, Inc., 268 Main St. (Suite 825),
Buffalo, New York.

Certified Public Accountant

An established public accounting organization located in the
middle west can use a high-class certified public accountant.
Requisites: Broad general public accounting experience includ-
ing cost and system work: good health, college education or
equivalent, desirable certificate, not over 36 years of age, prot-
estant, ability to develop assistants and to command respect
and confidence of clients and staff members.

The future possibilities of this position are exceedingly good
for one who can convincingly demonstrate by field work withina
reasonable time, his ability to assume responsibility for the more
important duties connected with a public accounting organiza-
tion. Box 721, care of The Journal of Accountancy.

SITUATIONS WANTED

Rl

Certified Public Accountant

and member of the American Tnstitute of Accountants with
three years’ office executive experience and eight years in public
practice desires to retire from public accounting and wishes
connection with responsible corporation in capacity of account-
ing executive, Good education, personality and wide account-
ing experience in many lines of business. Experienced in
Federal tax matters. Present income $5,000.00. Box 719,
care of The Journal of Accountancy.

Certified Public Accountant

and member of the American Institute of Accountants. Nine
years’ experience in public practice desires to change his connec-
tion. Experienced in general auditing, supervision and tax
work. Writes good reports and capable editor of reports of
others. Good personality and education. Salary $5,000.00.
Box 718, care of The Journal of Accountancy. .

Executive-Accountant

Now employed by Industrial Concern but desires change to
broader field. Expert on Costs and Plant Work. Hag passed
Certified Public Accountants examinations. Prefer Eastern
locality but will consider other sections. Age 37, married,
salary $4000.00. Box 720, care of The Journal of Accountancy.

Not A Certified Public Accountant Yet

But a beginner who is determined to go far. Have about com-
pleted an excellent correspondence course in accounting and
desire to secure connection with a reputable firm of Certified
Public Accountants, located in the Southeast, preferably North
Carolina or Southern Florida Good education, refined and

agreeable. Good health. Age 23. Height 6 ft. Single.
Truly a good man. Box 722, care of The Journal of Account-
ancy.

Certified Public Accountant

Open for connection with public accountant corporation. Age
33. Over five years’ public practice in consolidated accounting,
public utilities, mining, and diversified manufacturing; well
qualified through extensive experience in handling federal tax
matters. No objection to traveling. Initial salary $6,000.00.
Box 723, care of The Journal of Accountancy.

Young Chartered Accountant

With ten years’ experience in commercial and public accounting
desires to enter a larger field and is available immediately for a
position in a Pacific coast city either as a senior accountant with
a public accounting firm or as chief accountant with a progres-
sive commercial concern. Willing to go to any coast city for
interview withnut any oblization whatsoever to firm requesting
same. Box 724, care of The Journal of Accountancy.

Certified Public Accountant

New York B.C.S. New York University; six years’ varied Certi-
fied Public Accountant experience — supervision, report come-
position, special investigations, systems and tax filings. Ameri-
can of Irish descent, 33 y old. Location immaterial.
Partnership arrangement with Public Accountant preferred.
Only reputable accountants, firms or corporations solicited.
Box 725, care of The Journal of Accountancy.

The Professiolnal Accountant of the Future
Must also be a Counselor at Law

Semi-senior accountant with three years’ public and two years’
commercial experience seeks a permanent certified connection
in New York City. Taking the New York Certified Public
Accountant examination January, 1926, and starting Law in
September, 1926. Available at once. Box 726, care of The
Journal of Accountancy.

Are you looking ahead?

MISCELLANEOUS

Will Purchase Accounting Practice

Certified Public Accountant of Pennsylvania desires to purchase
a Public Accounting Practice in the vicinity of Philadelphia.
Please state number of clients, approximate yearly fees, price
desired, terms and length of time willing to remain with business.
Box 716, care of The Journal of Accountancy.

Certified Public Accountant

(Pennsylvania) would like to hear from public accountants in or
near Philadelphia (small or large practice) who are interested in
an associate or merger proposition. Box 717, care of The
Journal of Accountancy.

When writing to advertisers kindly mention THE JOURNAL OF AccOUNTANCY
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A COPY OF THIS VALUABLE WORK YOURS FOR THE ASKING

The Tarco Loose Leaf Directory illustrates, prices and describes the largest
selection of ‘“Ready-for-Service'” Systems, record keeping forms, binders and
machine bookkeeping equipment we have ever offered the accounting profession.
Systems peculiarly adapted for use by small businesses.

Accountants’ Analysis Sheets and Audit Report Outfits — Save money
Our General Catalog—One hundred and fifty pages on your own as well as your clients’ supplies. Tarco buff colored analysis

of accounting forms and devices. sheets are tough and durable. Easy on the eyes. We offer a wide selectlon of
sizes.

TALLMAN, ROBBINS & COMPANY, 324 West Superior St., Chicago, Ill. ]

INTRODUCTION TO DUTIES OF THE JUNIOR
ACTUARIAL SCIENCE ACCOUNTANT

By W. B. REYNOLDS and F. W. THORNTON
By H. A. FINNEY 7 2 5 inches; 107 pages
Published under the Endowment Fund Of PUBLISHED UNDER THE ENDOWMENT FUND OF

the American Institute of Accountanis e gt LA R Al i
f This work tells what is expected of the

A WORK that every accountant and beginner and of the more experienced
student of accountancy should possess junior accountant. It is an aid to learn-
and study. ing what to do and how to do it.

BECAUSE of the desire of many ac- A fund of advice and suggestion is
countants and students for informa- afforded the reader on:
tion on this subject, Mr. Finney, edi- Keeping auditor’s records.
tor of the Students’ Department of Beginning work on assignments.

THE JOURNAL OF ACCOUNTANCY, has Verification of bank balances, cash on
written this book consisting of 101 hand, etc.

pages, 5 x 7 inches, printed in large Checking footings.

type and bound in cloth. Vouching entries.

THE TEXT of ‘“Introduction to Checking accounts carried in foreign
Actuarial Science’ consists of articles currency. 4
which appeared in THE JOURNAL oOF Verification of securities.
Accountancy and solutions of all Taking trial balances. o5
problems in actuarial science con- Vouching capital assets and additions
tained in the examinations of the thereto.

American Institute of Accountants Liabilities not taken up.
up to and including May, 1920. Exhibits. :

INTEREST, single investments, an- Conduct in clients’ offices.
nuities, leasehold premiums, bonds and Utilizing waiting time.
depreciation are discussed in a clear Care of papers.
andi concise manter. » Care of clients’ books and records.

THIS WORK should appeal not only Matter to be included in reports.
to the accountant but to many busi- First published in book form in Feb-
Ha S mied: ruary, 1918, this book’s popularity has

been consistently maintained. It is now
Price $1.50 delivered in the in the fourth printing.
United States of America Price, in Cloth Board Binding, $1.00
AMERICAN INSTITUTE OF , THE AMERICAN INSTITUTE OF
ACCOUNTANTS ACCOUNTANTS

185 Cedar Street New York 185 Cedar Street New York

THE RUMFORD PRESS
CONCORD



Pace Institute edu-

cates men and women in
Accountancy. By day-time
and evening instruction in

residence, and by correspondence instruc-
tion in its Extension Division, it paves the
way for worth-while success in account-
ancy practice and in executive employment.

Registration can now be made for November classes
in the New York resident school. Enrolment in the
Extension Division for a month’s trial instruction may
be made at any time for $7—there is no obligation to
continue. Write to the Registrar for information
with respect to this trial offer in the Extension Divi-
sion or with respect to the work of the resident school.

“Pace Men,” a 45-page booklet containing biographical sketches
of many Pace graduates who have achieved high standing in
the profession of accountancy and in business will be sent upon
request.

Visitors are always welcome at the Institute.

Pace Institute

30 Church Street New York City

B~ 5F S
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