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Text of an Address Presented February 27, 1945,
by John L. Carey of New York, secretary of the
Jdmerican Imstitute of Accountants, st a meeting
of the Philadalphie Chapter of the Pennsylvania
Institute of Certified Public Accountants,

The great new opportunity of the ascounting profeasion
in the United States is to become the universally recognized and
sacepted auvthority on the measuresent of inecome.,

This is only another way of saying that the profession
has a great opportunity to help save the private-enterprise
system in this country; to minimize socizl strife; to preserve
the advantages of both capitalism and government regulation, If
it seizes this opportunity its mesbers smay snjoy 2 prosinence
and 2 scope of activity beyond their wildest dreams,

Does all this sound extravagant? Let's consider the
signs of the times.

The sceounting profession is just sttaiaing 1its full
stature at 2 time when grezt sooisl and eeonomic changes are re-
shaping the world, The deesp, irresistible trend is to raise the
living standards of the masses of people., They know that the
things they want can be produced in sufficient gquantity for all,
They have learned their own power, In this country it is being
sxercised through the democratic system, at the ballot-box.

Sinee our political systea i3 flexidle, we have not
blewn up, &s some countries have where the irresistidle foroe of
the common people's aspirations have met the immovable body of
vested interesS, But we have definitely changed our way of doing
things, and the capitalistic economy we inew twenty years ago
has been zltered almost beyond recognition,
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The process of change has not ended. There are plenty
of people willing, even eager, to introduce more and more govern-
ment control, government planning, government ownership. There
are bills now in Congress providing for regulstion of all
corporetions; to provide & national budget of production and
jobs (under which government would do what industry left undone);
to create more T.V.A.'s; and so on, How will government use
surplus war plants? Will the R.F.C. and other lending sgenciles
dominate the banking structure? The extent to which taxation
mey be used for soclial purposes is uncertain. It will be a great
temptgtion to the planners to preserve the wartime structure of
price control, material control, production control, wage control,
as the basis for an effort to create a Utoplan society. No one
knows just how far we will go--or now much further we will go--
toward socialism,

But American capitslism has one trump card, and it is
a big one. It has demonstrated beyond challenge that it can
produce more goods and better goods, at lower prices, than any
other system has been able to do. Production is the magic word,
Production means goocds the people want. Production means jobs
the people want,

There are signs that the Americans are reluctunt to
entrust the production job to the government. There seems to be
an inner convietion that polities and efficient management dontt
mix. There seems to be a growing question, too: while it is
considered desirable for government to police business in the
interests of the pople, who will police the policemsn if he takes
over the business himself? The Americans distrust too much

power, wheraever it is lodged.
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Yhat has all this to do with accounting? Just this,
There sre good grounds for believing that private capitsl znd pri-
vate manazement will be given a chance to show what they can do
efter the war, but with zZovernment looking closely over thelr
shovlders to see to 1t thut the pople get their fair share of the
fruits of produetion,

¥ho are the people? They fall into four broed categoriess
owners of productive wealth (capital) (or stocknholders), menagers,
workers, &nd consumers. Yhat sre the fruits of production? They
are income -- income from the application of labor to capital.
Income is distributed to owners through profits (dividends), to
managers through sslaries and bonuses, to workers tnrough wages,
to consumers throuzh grices, &nd to all the geople, via the govern-
ment's services, through texes.

The measurement of income snd 1its proper allocation and
distribution contritute & problem of vitsl interest to ell
segnents of our eccnomy. 25 it: solutioca may depend the future
of private enterprise, It will be the biggzest 2ccounting job of
all time.

# #¥

Aecounting is the process through which income is
measured, It is the language through which the relationships
between costs, prices and profits sre expressed. But accounting
is an art, not, 33 many misunderstand it to be, &n exsct science,
It must be spplied with intelligence and perception; it ceannot be
applied successfully in 2 routine, mechanical way, £killed and
objective judgment i= an indispensable component of sound account-
ing. Parties with adverse interests can easlly disagree on what

is income for a year, hecause their interests oplor thelr jJjudgment,
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That 1s one reason why the certified publiec accountant wss born.
The comaunity needed someone who was skilled in accounts, so he
could apply seccounting principles properly to specific situations,
end who at the seme time was independent of the perties at
intecest, so that he could use his Judgment objlectively.

Finencisl stetements certified by certified publie
accountznts heve long been acecepted &s prims facle reliable
reports of business trrnsactions In the fleld of finzncinl report-
ing by management to stockholders, and by borrowers to bank
credit grantors., It hss recently been suggested publicly by a
taxpayers' assoclation thet much strife end travail could be
avoided if the zovernment would accept stateuments of inconme
certified by certified public accountants as & basls for income
taxes, as is now done 1In Canada. Cases have been rejzorted in
which unloans snd management groups have sgreed to accept state~
ments certifled by certified jublic ascccuntants as a basls for
wage neyotlistions, OGovernment agencles charged withh the duty
of protecting consumers might some to sccept such stetements a2s
8 basls for Judging the fzirness of retes and prices. Regulatory
bodies may rely, as the BEC does, on {insnclal statoments certified
by certified public accountants,

If such scceptance of the certified jpublic aceountant--
as the impartial, expert, judge of the elusive concept of
income-~became anivaréal; if no one felt that he could gzin any-
thing by trying to go beyond figures a certified public accountant
w&s willing to certify--what a long step would have been taken
toward social harmony! Management, labor, stockholder, consumer,

and zovernment would have an sagreed-upon factual basis on which
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to argue their clalms for sheres in the fruits of production, Host
controversies spring froam disesgreement over facts., I the facls
ere sgreed upon most disputes ¢an be settled reasonably.

If the acoounting profession cannot [ill tiiis role, the
elternetive is discouraging--incessant conflict between government,
business, labor and consusers sz to what income really is: business
auliited to desth by soverament examiners, charges and couvnter-
charges, recriminsation and bitterness, ending perhaps in & break-
down of our systex.

fhat Heeds to be Done

If it be actepted thst greatly enlarged opportunity will
confront the sccounting profession, then the gquestion arises
whether the certified public accountsnts of the United States will
be able to sccept it.

The profession hes come & long way In the past twenty-five
years., In that period the number of certified public accountants
has grown from 5,300 to 25,000, 1In the words of George 0. iay,
*aceoounting has developed from & service department of business to
become & sociel force¥,

The accounting profession in tnis country has passed
throuzh its infancy and adolescence, =nd has attained msturity. But
it i{s not yet in the Iull flower of msnhood -- its prime of life 1is
st1ll before it,

It has developed (1) an educational background in the
colleges snd univerzities; (2) a code of ethics; (3) & state-
granted certificate and (4) s system of professional examinetions}
(5) & professional literature; (6) the beginnings of a research
program; (7) public recognition of 1ts purposes and abilities;
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(8) strong state and national professional societies,

But this is only a good beginning, & lot more remains to
be done if the profession is to move up to a preesinent position
in our economy.

In the first place, the profession needs to increase
its personnel. The newcomsrs, if they are to be able to assume
inereased responsibilities and maintsaln prominent positions, must
be of the hizhest caliber, int@lle&tually snd morally. The
American Institute of Accountants is now engaged In a research
project in selection of accounting personnel, which it ia hoped
will lead to s plan for recruitment of high-grade men and women;
and the construction of tests which will indicate qualifications
for success in professional eccounting work,.

Accounting eduestion must receive the serious attention
of the profession. The practitioners should help the teachers
decide what it is most edvuntsgeous to teasch students of account-
ing, and should also encourage the expansion of university
fucilities for both undergraduats and postgraduate work in this.
field. Adult education should not be overlooked., Fscilitles
must be provided for educatlon of war veterans. £taff training
programs within sccounting firms, and students' soclieties or
study groups for non-certified stsff assistants, organized under
the ausplces of state societies, need to be established on a
broader scale. The American Institute has recently appointed a
full-time director of educsation as 2 menmber of its hesdquarters
staff, and, with the appropriate committees, he is developing a

long-range educational program,
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The profession must tske & leading part in developing as
repidly as possible, and encouraging the acceptanes of, asccounting
principles which may serve as universal standerds, and greastly in-
crease cosmpiérability and intelligibility of financial stateuents of
individuel compenies. The Institute's committee on accounting pro-
cedurs and its researcn depsrtment, now strengtnened by appointment
of a full-time director, ere working on this problem with ell
possible speed,

New forms of {inancizl statements will undoubtedly have to
be devised to serve the cifferent purposes of the seversl economie
interests, The conventional financisl ststement wis designed to show
profit to the owner or the stockholder. In such saccounting, wages
are & cost; but to the laborer, wages are his share of the business
income. For purposes of wage negotiaztions, accounting data different
from that in the ordinasry income statement may be necessary., £o it
muy be with accounting for consumers and for government agencies
which have varied purposes. It has already been sugsested in sonme
well-informed guarters that the bilance sheet should be abandoned
snd its place taken by some other type of atatement which would be
more readily intelligible to investors. Many companies have tried
in recent years to stresmline their income statements so that
stockholders would find them easier to understund. The Institutets
research department is also studying this problem.

Auditing is the mesns by which the certified publie
account=nt obtains the information on which his opinion or certifi-

cate 1s based, HAigh stenderds of avditing must be amaintained if
the pvblic is to have confidence in thit certificate, More
scientific methods of auditing mesy have to be devised to meet new

needs. As your preslident, M, C. Conick, in a recent issve of
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The 8pokeszman ssid, suditing hrs emerged from the "tick and holler®
staga. Some accountants advocate development of analytical
methods., Perhaps grester sttention will be given to the statisti-
ezl science in refining methods of selective testing and sampling.
The Institute's committee on auditing procedvre is constantly
givinz stteation to these mztters,

Independence is the kaystone of the structure which will
support the certified publie accountant in his new position of
prominence, Juzt z& imoortant as publie confidence in his
technlical ebility is the confidence that he will "call them =zs he
sees then" without fesr or fazvor. Disinterested, impartisl
Judgment is what is so sorely needed by the public, Everything
possible should be done to strengzthen public confidence in the
gccountsnt's independence, and everything which would weaken it
should be sedulously avoided, Strict observance of the rules of
profezsionsl conduet of the Institute 2nd the state societies will
go 8 long way to fortifly belief in the aes2ountsnt's indapendence,
John Zebley of Philadelpnia, past president of the Pennsylvania
Institute, is chazirmen of sn Americsen Institute committee which
is studying the subject of independence.

The accounting profession must continue to work in close
cooperstion with other groups. Cost accountants, controllers,

&nd ecredit grantors, ere interested in verious aspects of account-
ing, and have much in common with the professionel certified
public sccountant. Accountents often have to work shoulder to
shoulder with lawyers, and under modern business conditions
accounting snd law seem slmost complementary professions. The

National “onference of Lawyers and Certified Public Accountants,



~G=arey

conegisting of five representztives of the lamerican Bar Assocliation
and five representztives of the American Institute of lecountunts,
promises to focilitute greatly the development of close coopera-
tive relations between tne two professions. The head of the
lawyers'! delegation in the Zonference is Devid Haxwell, of
Philadelphia. Cooperation with government agencles is also desir-
eble. Accountsnts should study the jobs the various agencies

have been given to do, snd help them to do thew with zg little
friction and controversy 2s possible. Accounting 1ls an important
instrument in regulstion, znd the regulatory sgencles generally
have welcomed the advice and assistunce of the sccounting
profession in solving accounting problems, The Securitiss and
Exchange Commission here in Philadelphia is the scene of

fregquent visits of officers and committees of the American Insti-
tute cf Accountsnts,

Hore resesarch in accouwnting is needed. Perhaps the
need could be met in part in the schools of commerce anc great
uaiversities like the University of Pennsylvania, whose research
programs might be planned in eooperation with coummittees of the
state societies, If more accountents would write for publica-
tion, the exchange of ideas would be facilitated snd solution of
common problems would be hastened, Ihe Journal of Accountaney
in the past ten yesrs has stesdily enlarged in size and in

circuletion. The Agccounting Review features an increasing number

of members of the profession, Perheps the state society bulletins,
some of which neve already assumed the proportion of smell
magazines, will grow to the point where they will become cutlets
for & larger number of articles on technical anéd professional

subjects,
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One objective of reseasrch and writing should be to clarify
the relationsnip of eccounting with other flelds, such &s law,
ceonomics, and other socizl sclences. Only with such clsrifice-
tion cen seecounting properly fulfill {ts mejor purposes ln the
socizl organizstion, £s en indivicuel sccountant works vp 1in the
profession he must become more than & technician, He learns to
desl with questions of policy. To get to the top, he should
understand the relationshly of his gpecielty -- sey, auditing, or
taxes, or cost accounting -- to the whole field of accounting;
znd the relstionship of sccounting to the whole [isld of business;
and the relationship of business to the whole economie and smoclel
structure of our nation and the rezt of the world., Cimilarly, &s
the professicn itself climbs vy from the status of & service
departaent to the level where its views ere invitaed on questions
of hish policy, itz nembers must percelve these relstionships.

heccountants must perticipate in publie affeirs if they
are to be recognized as trusted publle servants snd leaders,
Souwehow precticing certified public scecountants must find time to
work sith civie, state, and nationel groups which are desling with
problems which accounting e¢an help to solve. The inerican ITnsti-
tute in recent years has greatly increszed its ametivity in this
direction, Within the pest few months, for example, its
representstives have sat down to discuss metters of common interest
with & group of members of the House ¥ays snd Mesns Comumittee,
with the Securities & Exchange Commission, with representsztives
of the Joint Congressionsl Committee on Reduction of Noneszentisl
Federal Expenditures, with representastives of the Americen Bar
Assoclation, with a group of federal government accountsnts, with

officials of the Aobert Morris Associstes, with representatives
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of the Wer Manpower Commission, the Office of Contract Settlement,
the U, 8. Department of State, with officisls of the Treasury,
Bureau, and Joint Committee Staff, the House Committee on Small
Business, Buresu of Economic Research, officers of the Hational
Associztion of Mznufacturers, the Veterans' Administration, the
Administrator of the ¥age and Hour Division, and officers of the
Army snd Navy, It seems wholly desirsble thet more certified
puklic accountants should make themselves available to hold
vublic offices for which they are well qualified.

Testimony before Congressional committees, which
Institute representsatives heve given in recent ye&rs on publie
questions in which sccounting is involved, hsas heen helpful to all
concerned, Eimilar testimony could often be provided by :riste
societies before state leglslatures. Appearance by szecounting
socleties ss friend of the court in litigetion involving important
sccounting gquestions, such as the case in which the Americsn
Institute sppesred belfore the Urited States Supreme Court last
yeer, is alsc helpful, Expert testimony by individusl sccountants
in litigetion or proceedingz before reguvlatory bodles has recently
clarified major accounting problems. Improvement of the asccount-~
ing methods of government itself is & distincet pubiic service.
At the invitation of Senetor Byrc, the American Institute heas
recently formed s committee which will formulate recommendations
for improvenent of the Federal (overnment methods of accounting
and suditing. E£imilar work has been done by & number of state
societies.

In outlining some of the principsl things that need to be

done if the accounting profession is to succeed in itz new

opportunity, I have in effect outlined some of the major items in
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the current program of the American Institute of Accountaents. The
Institute'!s 40 committees and its full-time staff of more than 40 per-
sons are working hard snd contimuously on all these problems. Many
of the state societies are working also on some or all of these same
metters. But so much more needs to be done, so many problems remain
unsolved, so much of the work could well be expended, thet we can't
help looking eround for ways to speed up progress. Orgsnizetion and
coorcdination of the efforts of all the prbressional societies would
undoubtedly help. The state soclieties &nd the Institute now work in
gomplete harmony and with close ccoperation on specific individuval
projects, but the thought iz growing that their entire programs
eould be integrated, thet they could keep in almost deily touch with
esch other, thst they could exchange information more rapidly, thset
each could get greater benefitsz from what the other is doing. A
plan of coordination of ectivities of state end netionel orgenizetions,
drafted last yesr by sn Institute committee, is now under the con-
sideration of a special coumittee of the Advisory Council of Etate
oclety Presidents. A definite detailed recommendation is expected
by next spring or fall.
LConglugion

The certified public accountent hes outgrown the hunorous
appellation of s bocokkeeper out of & job. He is now zccepted
throuvghout the country as o wmember of & useful and honorable pro-
fession, though 1t is often referred to by the slightly derogatory
phrase--"one of the newer professions®, It seems to me that the
opportunity will soon confront it to step vp to an even higher level--~
to assume & place of major respoansibility in the front rank of our
economy. If he is to selze it and hold it, there is s lot of work
to be done, end there is not much time to lose,
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