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TALKS ON "THE MEMORY OF BUSINESS”—LEDGER-PAPER

 
KEEP

YOUR RECORDS

When will the law ask its questions of you? 
Perhaps next week! Perhaps ten years hence! 

• If your records are on cheap ledger-paper, you’ll 
find vital figures faded, vital totals torn out. Re­
copying may cost thousands. And your precious 
originals will be gone!

Make sure now that your ledger-paper will re­
member every figure you ever entrust to it. 
That’s the only safe way.

Buy a ledger-paper that has proved its perma­
nence. Brown’s Linen Ledger has been proving 
its permanence since 1849. In seventy-three 
years, Brown’s has not gone yellow, lost strength, 
or bleached writing. See that it is specified by 
name.

Write for 
Sample Books of 
Brown’s Papers 
Watermarked

Also makers 
of Advance Bond 
the high-grade 
business paper

BROWN’S Linen Ledger Papers

L. L. BROWN PAPER COMPANY, ADAMS, MASS. ESTABLISHED 1849

When writing to advertisers please mention The Journal of Accountancy
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Every—
Accountant 
Auditor & 
Bookkeeper

should have the

Cesco
CATALOG

The new CESCO Catalog, just issued 
contains a complete, varied assortment 
of Loose Leaf Accounting supplies. It 
illustrates numerous types and grades 
of binding devices, Ledgers, Sectional 
Post Binders and Transfers—and of 
greater interest are the many modern 
accounting forms and systems suitable 
for most every line of business. With 
the catalog before you, you can in­
stall a complete system from stock. You 
save your client the expense of special 
ruled forms. Included are records for 
every conceivable purpose—complete 
accounting systems that are endorsed 
and recommended by leading account­
ants.

Send for your copy
The catalog will gladly be mailed on 
receipt of your request. Also copies of 
booklet featuring up-to-the-minute 
accounting records. We cater to ac­
countants—and cooperate in many 
ways.

The C. E. Sheppard Co.
263 Van Alst Ave., Long Island City, N. Y.

THE 1923 YEAR
BOOK

of the

American Institute 
of Accountants

Contains

Report of Proceedings at Annual 
Meeting, September, 1923. List of 
Members and Associates. Reports 
of Officers and Committees. Consti­
tution and By-Laws and Rules of 
Professional Conduct. Personnel of 
all State Boards of Accountancy.

This volume, substantially bounds 
will be on sale about the 15th, at 
$1.65, delivered in the United 
States and Canada.

American Institute of 
Accountants

  135 Cedar Street
  New York

When writing to advertisers please mention The Journal of Accountancy
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■
I Ready December 31st—Eighth Annual Edition of

Montgomery’s

IncomeTax Procedure-1924
A complete, reliable tax service in 

one handy volume for $10.00

T
his is the most widely used of all income tax guides— 
no less than 90,000 of its seven successive editionshave 
been purchased. Many concerns, year after year, take—and 

need—no other service.
New Features Make This Data the Most 

Accessible on the Market
Years of study have enabled us to work out for this 1924 edition a 

plan of indexing which makes the information contained the most ac­
cessible to be had anywhere. Tables of contents, front and back, and at 
the head of both sections and chapters, together with a single exhaustive 
general index, enable the user to turn quickly to reliable procedure for 
handling every item of the most complicated return.

Embodies New Developments
in the application of the 1921 law, including amendments in effect for 
the first time this year, more than 500 new Treasury Department rulings, 
and scores of recent court decisions. Mr. Montgomery interprets this 
material and adds it to the previous regulations and procedure with his 
personal suggestions and criticisms.

Covers Law and Accounting
In this standard manual, Mr. Montgomery analyses the legal diffi­

culties you will encounter and explains how to set up your accounts to 
secure correct values—an essential service which no other tax guide per­
forms. He gives all the information contained in any periodic service, 
plus vastly more in the way of personal counsel and opinion—all in one 
1750-page volume.

Endorsements from Users

Peter & Moss, Certified Public Ac­
countants, Dallas, Texas: ‘ ‘It is always 
the first authority I consult. Without 
the definite information and sound 
advice to be obtained from it, I would 
not feel qualified to serve my clients 
in tax matters.”—A. G. Moss.

O'Brien, Boardman, Parker & Fox, 
New York, N.Y.: “Deserves in every 
way the reputation it now has of 
being the best authority on the Feder­
al Income Tax and its problems.”

—Ernest R. Early

Special Edition, Designed for Convenience, 
Available to Those Who Order by December 20

We are preparing this year, besides our standard desk edition, a special edition designed 
for convenience in professional use. In addition to being on thin paper, it will be printed on
a smaller page, made up in a handsome, durable, flexible 
binding, and thumb indexed at each important section.

Accountants and lawyers particularly will find this edition 
most convenient to slip into a brief case for consultation at a 
client’s office or in the court room It will be supplied at no 
extra cost to those who desire it and who send in their orders, 
accompanied by cash in full, before December 20. Approval 
orders will be filled in our standard cloth edition.

Reserve Your Copy Now
Fill out the attached order form now, and, immediately 

upon publication December 31st, your copy of this manual 
will be forwarded postpaid. Orders will be filled in the 
sequence of their receipt except that preference will be given 
those accompanied by the price—$10.00.

The Mackay Companies, New York, 
N. Y.: “I know of no service that can 
compare with this in practical value.” 
—William J. Deegan, Vice-President.

 USE THIS ORDER FORM

THE RONALD PRESS CO., 20 Vesey St., New York, N. Y.
You may send me postpaid on publication December 31, Mont­
gomery’s Income Tax Procedure—1924.
I enclose $10.00 in full payment, which you will refund if I return 
the volume within five days after receipt. I desire my copy to be 
furnished in the edition checked below;

Check . . . (Special Edition—flexible binding)
One . . . (Standard Edition—cloth binding)

(or) Within five days after receiving the volume, I will remit 
$10.00 in full payment or return it to you. (Cross out terms not 
applicable. Approval orders and those received after December 20 
filled in standard edition only.)

The Ronald Press Company
20 Vesey Street - Publishers - New York, N.Y.

□

Name......................................................................•.............................
(please print) 

Business Address................................................................................. 
(740) 

Firm......................................................................................................

Position................................................................................................
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THE BALANCE-SHEET
The Most Important Financial Document with which 

Every Accountant and Businessman has to deal
 

THE BALANCE-SHEET
Its Importance, Content and Preparation

By CHAS. B. COUCHMAN

The author of this book, Mr. Charles B. Couch­
man, Member American Institute of Accountants, 
Certified Public Accountant (Missouri), Member of 
the firm of Crockett, Couchman and Crawford, and 
recognized as an authority, finding no accounting lit­
erature upon this subject, prepared the original manu­
script of this book so as to supply the various branches 
of his own accounting organization with uniform ar­
rangements and classifications for balance-sheets of 
clients.

The value to his own organization was so pro­
nounced that The Journal made arrangements where­
by the manuscript could be published in book form 
for the benefit of all interested in Balance-Sheets. It 
is a hand-book of constant reference for all members 
of Public Accounting staffs, for students of business, 
for business men, credit men, attorneys, bankers, tax 
men, investors, and all who are concerned in the 
preparation of Balance-Sheets, or for whom Balance- 
Sheets are prepared.

It is also valuable to those who have money in­
vested in securities, and who desire to know more 
regarding the real condition of the business in which 
they are interested.

The Purpose of the Book
No attempt is made in this book to cover the whole 

realm of Accountancy.
It deals with one subject only, the Balance-Sheet. 

It discusses various classes of Balance-Sheets, ex­
plains separately every account displayed in same, 
giving definition, rules for valuation, and a discus­
sion of what should and should not be included in 
each account.

It is an every-day, invaluable “tool” for every Ac­
countant, and should be in the Library of everyone 
identified with the profession of Accountancy.

The book contains about 300 pages, has a number 
of illustrative tables, is printed in a high-class man­
ner, and finely bound in dark blue Buckram, stamped 
in gold.

Ready for Delivery about December 15th.
The price is $3.00. Published by the Journal of Ac­

countancy, Inc., 135 Cedar St., New York, N. Y.

The Journal of Accountancy, Incorporated
135 Cedar Street New York

When writing to advertisers please mention The Journal of Accountancy
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National Tray Binder 8702
Styles and sizes for every 
posting machine and in­
dividual need.

The right book 
to write in

National "Emerald” Ledger 
08911

A good Ledger at a popular 
price. Red Texhide back 
and corners. Corduroy 
sides.

For Current or Transferred 
Records

National “Celtic” Binder 
9641. Black Cowhide cor­
ners. Canvas sides. Metal 
hinges. Other styles and 
sizes carried in stock.

The complete line of ledgers
IN Loose Leaf, National Blank Book Company supplies 
  everything, from the Radio Ledger, which is a small ac­
count book for individuals and small businesses, to the 
National Posting Tray Binder for banks and commercial 
houses using machine bookkeeping.

Between these two items there is a National Loose Leaf 
Ledger or Post Binder to meet every accounting need. In 
Bound Books, there is likewise a National Ledger or account 
book for every conceivable type of business.

For eighty years the National Blank Book Company has been making 
account books to meet every varying need of bookkeeping as it arose. The 
ten thousand items in the National line have been developed in “the Home 
of Quality Paper,” Holyoke, Massachusetts. Every one reflects the strict 
New England manufacturing standards under which it is made.

The name “National” in Loose Leaf or Bound Books is your guar­
antee of good quality ledgers built with experience

Ask your stationer to show you the National Ledger of the size you 
use or have in mind. If you are not near a National Stationer, write us 
your needs. We will see you are supplied.

NATIONAL BLANK BOOK COMPANY
107 Riverside, Holyoke, Massachusetts

New York, 52 Duane St. Chicago, 618 W. Jackson Blvd. 
Boston, 161 Devonshire St. Philadelphia, 1001 Market St.

National Blank Book Company
LOOSE LEAF AND BOUND BOOKS

© 1923, National Blank Book Co.

A Ledger Built for Service
National “Royal” Ledger 
08142. Finest quality. Red 
Cowhide back and corners. 
Corduroy sides.

When writing to advertisers please mention The Journal of Accountancy
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have you saved his business?

HOW many times have you steered 
a client out of dangers he had 

not suspected — times when your study 
of his business pointed out possibilities 
even before they had developed into 
definite trends or tendencies?

Your expert analysis of his operating 
records showed you the roots of condi­
tions that would wreck any business.

You have brought about the installa­
tion* of both methods and equipment 
for the more effective and economical 
handling of accounts receivable, sales 
costs, and a dozen other divisions in 
the records.

The general accounts, cost records, 
and production statistics have been so 
presented that an intelligent mana­
gerial policy could be formulated.

The changing status 
of accountancy

Today the importance of the account­
ant is more widely recognized than ever 

before. Keener competition and stricter 
governmental supervision have made 
business men realize the value of the 
accountant as a business consultant— 
as well as an auditor. The accountant’s 
value lies more in his analysis of the 
facts and less in their accumulation.

For the future, accountancy must 
involve less physical effort. Accounts 
must be kept in such manner as to in­
sure unfailing accuracy and greater 
economy of time.

Obsolete methods 
must go

Following this trend, many account­
ants have recommended the installa­
tion of Elliott-Fisher for the keeping of 
records. 1 he list of concerns now using 
Elliott-Fisher covers more than 400 
different lines of business.

Greater accuracy and legibility—up- 
to-the-minute balances—have replaced 
the errors, the confusion, and the delays

When writing to advertisers please mention The Journal of Accountancy
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ELLIOTT-FISHER IDEA

of obsolete hand methods of bookkeeping.
Elliott-Fisher records are precise and clear- 

cut; every entry tells a story; every error is 
mechanically detected and corrected; the 
automatic audit sheet, an exclusive Elliott- 
Fisher feature, makes the necessity of having 
to refer to original entries very remote.

For many years Elliott-Fisher has been in 
close touch with practicing accountants; in 
a large number of cases this cooperation has 
brought about mutual advantages.

There frequently arise difficult accounting 
problems where the questions of production 
and economy overshadow all other phases of 
the problem. If such a situation should arise 
in connection with your practical work, we 
offer you the results of our collective experi­
ence and the practical knowledge of our staff 
of accountants.

Without obligating you, a trained repre­
sentative will gladly call and explain the 
details of Elliott-Fisher Service.

Elliott - Fisher best meets the re­
quirements of modern accounting 
by furnishing:
INSTANT PROOF OF 

ACCURACY
Without extra work or effort.

MAXIMUM PRODUCTION
The flat writing surface results in 
the writing of many records at one 
operation.

PERFECT LEGIBILITY 
On original and many copies.

A quarter century of study and re-

CURRENT INFORMATION
Facts and figures obtained as a by­
product.

A list of concerns using Elliott-Fishers reads like 
a “Who’s Who’’ of American business in every field. 
The total exceeds 15,000 firms and covers more than 
400 different lines of business. Investigate.

Elliott-Fisher Ribbons and Carbon Paper give 
best results.

ELLIOTT-FISHER CO., Canadian Pacific Bldg., 342 Madison Ave., New York, N. Y.
Branch Offices in Every Important City in the United. States and Canada

Elliott-Fisher
Accounting and Writing Machines: Flat Writing Surface

When writing to. advertisers please mention The Journal of Accountancy
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If You Are an Accountant 
Principal, Senior, Junior, Chief Bookkeeper

AN ENTIRELY NEW AND AUTHENTIC

Accounting encyclopedia
AND

Reference Library
Is Now Ready after Twelve (12) Years of Preparation

Written by One of New York’s Foremost Accountants

THEODORE KOEHLER, C.P.A. (N.Y.)
For 25 Years Conductor of the New York School of Accounts

Theory, Auditing, Practical, Commercial Law 
SUPPLEMENTED BY ENCYCLOPEDIC INDEX (325 pp.)

Puts into a Ready Reference Accountancy Handbook 
Thirty Years’ Constructive Field Practice

25 Years’ Experience Preparing Men for C. P. A Degree
VALUED FOR ITS EVERYDAY UTILITY BY 

PRINCIPALS: For expert consultation and collaboration 
SENIORS: For constructive aid in staff management 

and direction
JUNIORS: For study and general service purposes

Work replete with Accounting Expositions and matters of 
import to all Accountants. Satisfy yourself of its great merits

Send for the Encyclopedic Index, free on five days’ ap­
proval. Descriptive Literature on Application

TRI-SERVICE ACCOUNTING CORPORATION
Publishers

1133 Broadway [Dept 10] New York

C.P.A. ACCOUNTING
Theory, Auditing and Problems

by
George Hillis Newlove, Ph.D., C. P. A.

(Ill.—N. C.)
Associate in Accounting, Johns Hopkins University

A digest of problems and questions given 
in hundreds of C. P. A. examinations by 
accountancy boards in 44 states.

Volumes 1 and 2
Contain problems and questions, classified in 
related groups, with authentic lectures to cover 
involved points and references to recognized 
accounting authorities.

Volume 3
Contains solutions to all problems in Volumes 1 
and 2. Complete and set up in approved form. 
Bound in stamped post binder.

PRICES
The Set...............................
Per Volume .... 
Solution for Volume I 
Solution for Volume II .

Shipped Postpaid on 
Five Days’ Approval

$15.00
5.00
2.50
2.50

THE WHITE PRESS COMPANY, Inc.
Departmental Bank Bldg., Washington, D. C.

FAULTLESS
FLEXIPOST BINDERS

Economize Space

The above comparison of ordinary 
protruding post binders with Flexi­
Post Binders tells a story of SPACE 

SAVING no office manager can 
afford to disregard.

OTHER ADVANTAGES
Unlimited Capacity—built up by ordinary 

post sections,
Two Inches of Expansion—always avail­

able, and instantly.
Direct Screw Compression—holds sheets 

securely and in alignment.

STATIONERS LOOSE 
LEAF CO.

Chicago MILWAUKEE New York
23 N. Franklin St. WISCONSIN 174 Wooster St. 

Write for Catalogue "DJ”

When writing to advertisers please mention The Journal of Accountancy
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Engineering Appraisal Valuations
(a) Retrospective appraisals covering past costs for Invested Capital 

and Depreciation purposes.
(b) Current valuation reports for Insurance.
(c) Departmental appraisals for Cost Systems.
(d) Past costs appraisals for accountancy purposes.
(e) Appraisals for Bond Issues, Credit, Financial, Liquidations and 

Mergers.
(f) We do no accounting or auditing work.
We maintain a bureau for confidential discussions with accountants on valuation 

problems. Correspondence invited.

The Lloyd-Thomas Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

120 Broadway, New York 1124 Wilson Ave., Chicago
Edgewater 8100Rector 2171

WASHINGTON, D. C. CLEVELAND DETROIT ST. LOUIS
PITTSBURGH CINCINNATI INDIANAPOLIS KANSAS CITY
MEMPHIS MINNEAPOLIS MILWAUKEE DENVER

No. 3 of a series of talks on the means of testing an appraisal © 1923 The A. A. Co.

Appraisals without bias
TO be accurate and acceptable an appraisal must be made by an 

organization which is totally disinterested.
This organization must not have any financial connections or affiliations 

which would tend to influence its disinterestedness. Its point of view 
should not be distorted by the natural prejudices growing out of partici­
pation in other lines of endeavor. It should not be expected to weigh 
disinterestedly the merits of its own previous work. Its fees must be 
based upon the amount of work required to marshal the evidence of 
value - not upon the amount of value it finds.

Such an organization is The American Appraisal Company. Every 
American Appraisal is based upon facts as discerned and interpreted by 
the concerted experience of the whole organization — not of an individual. 
For more than a quarter of a century we have been supplying to the 
leaders of American business accurate and disinterested information con­
cerning property costs and values.

The American Appraisal Company
MILWAUKEE, WISCONSIN

(Offices in 22 principal cities)
The Canadian Appraisal Company, Ltd., Montreal, Toronto

APPRAISALS • REPORTS • INVESTIGATIONS • industrials • public utilities • natural resources

When writing to advertisers please mention The Journal of Accountancy
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Audit Working Papers
Their Preparation and Content 

By J. Hugh Jackson
A book of unusual interest to all who are interested in accountancy; 
a valuable book of reference for public accountants; an important text­
book for students of accountancy.

PRESS COMMENT

“ . . . should take a permanent place in 
the library of every accountant. It is the first 
full and comprehensive printed word on the 
preparation and content of audit working 
papers, and strikes at the very foundation of 
the accountant’s work.” —Bulletin of the

National Association of Cost Accountants
“It describes in great detail and with wealth 

of facsimile illustration the records of an audit 
as they are actually prepared on behalf of a 
large accounting organization in America.”

—The Accountant
“ . . . must be classed as one of the note­

worthy contributions to accounting literature 
and it can be safely said that it covers a field 
heretofore only lightly touched.”

—The Journal of Accountancy

“The author has written a practical and 
reliable work; he covers the whole routine of 
an audit.”—The Cost Accountant

“ . . . deals in a very comprehensive 
manner with a subject to which very little 
attention has hitherto been paid in the litera­
ture of accountancy.”

—The Incorporated Accountants' Journal

“The author deals with his subject in an 
exhaustive but thoroughly practical manner, 
and it should be of immense value to practis­
ing accountants in Australia.”
—The Commonwealth Journal of Accountancy

Over 3,700 copies of Audit Working Papers have been sold within 
the first six months. It has already been used as a text in leading uni­
versities and accounting schools, and has been purchased as a reference 
book by many accountants throughout the country.

Audit Working Papers contains 201 pages of text material and 99 
forms (77 with illustrative figures filled in) reproduced in color and 
illustrating actual audit procedure. The book is replete with useful 
information and well-expressed principles, and should be in every 
accounting library.

Cloth Bound, $5.00
Flexible Leather, $7.50

Send your order now to

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
135 CEDAR STREET, NEW YORK

When writing to advertisers please mention The Journal of Accountancy
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American Institute of Accountants

BOARD OF EXAMINERS

Examination in Auditing

NOVEMBER 15, 1923, 9 A. M. to 12.30 P. M.

The candidate must answer all the following questions.

(10 points each)
No. 1. Define—

(a) a balance-sheet.
(b) a comparative balance-sheet.
(c) a consolidated balance-sheet.
(d) a double-account balance-sheet.
(e) a fund balance-sheet.

No. 2. In a detailed audit how would you verify and value the 
item “accounts receivable”?

No. 3. Do you consider the periodizing of the outstanding 
accounts-receivable balances as the best method of determining the 
adequacy of the reserve for bad debts ? Give reasons.

No. 4. Corporation A has taken over the assets and liabilities 
of corporations B and C. The assets and liabilities have been 
merged with those of corporation A. In what circumstances may 
the amount of the goodwill account of corporation A be (a) 
decreased; (b) increased?

No. 5. You are examining the accounts of a mercantile corpo­
ration which has several selling branches but all shipments are 
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made and all customers are billed by the main office. It is not 
intended that you shall visit the branches. Outline a procedure 
for the verification of the branch balances.

No. 6. On February 15, 1924, you are called on to audit the 
books of a concern for the calendar year 1923. State in detail how 
you will verify as of December 31st the balance-sheet items 
(a) cash, (b) notes receivable and (c) accounts payable?

No. 7. After all credits, exemptions and deductions A and B 
have net incomes of $7,500 each. All of A’s income is derived 
from dividends on stocks of domestic corporations; B’s from 
salary and commissions. At what rates will each be assessed 
under the federal income-tax law of 1921?

No. 8. A died February 14, 1923. What return or returns 
under the federal income-tax law of 1921 should be made by A’s 
executor, and when?

No. 9. In 1917, A bought 100 shares of stock for $10,000. 
In 1922 he received an “extra dividend from profits earned prior 
to 1913” of $2,000. Thereupon (1922) he sold the stock for 
$6,000. What return of these transactions should he make for 
1922?

No. 10. In certifying without qualification to a balance-sheet 
what responsibilities—financial, legal and moral—to your client 
and to the public will you consider that you have assumed ?

Examination in Accounting Theory and Practice 
PART I

NOVEMBER 15, 1923, 1 P. M. to 6 P. M.
The candidate must answer the first three questions and two other' 

questions.

No. 1 (25 points) :
The Newton Foundry & Machine Co. has on hand at the be­

ginning of the month $50,000 worth of steel and, in addition, 
material sufficient to manufacture 100,000 lbs. of castings.

402
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The following is a summary of transactions of the several de­
partments of the business for April:

The foundry department manufactures castings for its own 
shops and also for customers. One hundred thousand pounds of 
castings are made during the month at a cost of 10 cents per 
pound; 50 per cent. of the product goes to the machine shop at 
12 cents per pound; 35 per cent. goes direct to customers at 15 
cents per pound; 10 per cent, is defective and 5 per cent, remains 
on hand at the end of the month.

The machine shop withdraws from stores steel to the value of 
$50,000. Productive labor on the product amounts to 100 per 
cent. of the cost of the material and the factory overhead to 150 
per cent. of the productive labor. The finished product of the 
department is disposed of at cost plus 10 per cent, as follows: 
60 per cent. to the assembling department; 10 per cent. to the 
shipping department to fill customers’ orders; 15 per cent. to the 
storeroom; 5 per cent. is defective and 10 per cent. remains in 
process.

The assembling department labor and overhead amounts to 20 
per cent. of the cost of the product to this department. Ninety 
per cent. of the product received is completed and delivered to the 
shipping department, crated and shipped to customers.

Allowing 5 per cent. of factory cost for shipping department 
expense, 10 per cent. for selling expense and 10 per cent. for 
profit, prepare departmental factory accounts and trading account 
to reflect the foregoing transactions embodying the following:

One whole shipment of merchandise was returned by a cus­
tomer as not being in accordance with specification and unfit for 
his purpose. The billing price of this shipment was $10,164; the 
cost of the assembled product was $8,000.

Give summary of inventories on hand at the close of the period 
with comments regarding values and submit suggestions for im­
provement in the methods of accounting.

No. 2 (20 points) :
A, B, C and D form a partnership for the purpose of execut­

ing certain contracts owned by C. A agrees to allow the partner­
ship the use of a building owned by him, valued at $50,000, for 
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which he is to receive a fair and adequate rental. B agrees to 
lend securities valued at $50,000, stipulating that he as an indi­
vidual shall receive the equivalent to the income from said securi­
ties. C assigns his contracts to the copartnership, valuing them 
at $50,000. D agrees to contribute services based upon his 
knowledge of the processes of manufacture and long experience 
in the business, which he values at $50,000.

The books of account are opened with the following journal 
entry:

Buildings .................................................. $50,000
Securities .................................................... 50,000
Contracts .................................................... 50,000
Manufacturing formulas, etc.................... 50,000

To A’s capital account ................ $50,000
B’s capital account................ 50,000
C’s capital account ................ 50,000
D’s capital account................ 50,000

No written agreement is drawn but it is understood and mu­
tually agreed that profits shall be divided equally between the 
four partners.

A manager is appointed with a competent staff, the partners 
being required to devote little of their time beyond instructing 
the manager as to their wishes and desires.

After deducting all expenses there remains a net profit, for the 
period of operation, of $200,000, which is applied as follows:

A’s drawing account.................................. $20,000
B’s drawing account .................................. 20,000
C’s drawing account ................................... 70,000
D’s drawing account.................................. 70,000
Undivided ..................................................... 20,000

A and B take exception to the accounts on the ground that 
C and D are not entitled to withdraw their capital; that they are 
entitled to one-fourth only of the profits; and that without the use 
of the property and securities furnished by them (A and B) no 
profit could have been made.

C and D reply that their contracts and their experience have 
produced the result and that A and B are getting excellent return 
for the loan of their properties.

After considerable discussion with no idea of a satisfactory 
settlement but an express desire to avoid “going to law” it is 
decided finally to submit the whole matter to arbitration.

404



American Institute of Accountants’ Examinations

You are appointed arbitrator with full powers. Your decision 
to be final and binding upon all parties.

Present your report and findings, giving reasons for your 
conclusions.

The opening journal entry must not, of course, be considered 
as absolute.

No. 3 (10 points) :
Are there any circumstances in which depreciation may be 

charged against an account other than current profit and loss ? If 
so, cite instances, giving reasons.

No. 4 (20 points) :
Corporations L, M, N, O and P decide that it is to their mutual 

advantage to amalgamate.

Present 
capital stock 
and surplus

L ............... $ 5,250,000
M ............... 2,500,000
N...............  750,000
O ............... 500,000
P ............... 1,000,000

Average annual
net earnings Appraised value, 

10-year period net assets
$ 420,000 $ 4,000,000

300,000 3,000,000
150,000 1,200,000
110,000 700,000
180,000 1,500,000

$10,000,000 $ 1,160,000 $10,400,000

The directors of the L corporation suggest that the capitali­
zation of the new company be $16,000,000 and that each corpora­
tion receive its pro rata share in accordance with the present capi­
talization, L receiving $8,400,000, M $4,000,000, N $1,200,000, 
O $800,000 and P $1,600,000.

The plan is favored by all the companies, subject to the 
approval of their accountants.

On behalf of the M, N, O and P corporations you are asked 
to criticize the plan and report, submitting an alternate plan if 
you consider that proposed not equitable to any or all of the 
companies which you are representing.
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No. 5 (25 points) :
The following is a statement of the X Y Z Company, July 1, 

1923:
ASSETS

Cash in banks and on hand..................................... $ 55,000
Customers’ accounts (good) ..................................... 65,000
Merchandise inventory ............................................... 80,000
Real estate and building ........................................ 200,000
Operating equipment ................................................. 20,000

$420,000

LIABILITIES
Bills payable ............................................................. $ 35,000
Accounts payable .................................................... 45,000
Encumbrance on real estate and building .......... 50,000
Reserve for building depreciation ....................... 20,000
Capital stock preferred .......................................... 10,000
Capital stock common ............................................ 20,000
Earned surplus ........................................................ 240,000

$420,000

Jones and Smith each own $10,000 par value of the common 
stock. They have had a serious dispute with regard to business 
policy and Smith desires to withdraw from the corporation. As 
the corporation is a “close” one and Jones is unable to purchase 
Smith’s stock, they consult and request that you outline a plan 
enabling Smith to retire and not to impair the general credit of the 
corporation.

Submit your plan and prepare journal entries for putting into 
effect, on the records of the company, the result of your 
suggestions.

Prepare a statement of the X Y Z Company after Smith has 
retired from the business on the basis suggested by you.

ACTUARIAL (OPTIONAL)

No. 6 (25 points) :
The annual sinking fund has been fixed at $83,290.94 to redeem 

a bond issue of $1,000,000 at the end of 10 years. It is argued 
against this plan that the payments should be $100,000 per annum. 
Demonstrate which of these two amounts is the correct one, 
assuming the fund to be invested meantime at 4 per cent. interest, 
compounded annually. Show also the amount of the saving 
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effected by the smaller sinking fund, discounted to maturity, and 
the amount to be returned to the borrower at the end of the 
period if the larger sinking fund ($100,000) were adopted.

[1.0410 = 1,480,244.]

Examination in Commercial Law

NOVEMBER 16, 1923, 9 A. M. to 12.30 P. M.

Give reasons for all answers.
(The possible credit for each question is 10 points)

NEGOTIABLE INSTRUMENTS

Answer three of the following four questions:

No. 1. B signed a promissory note in blank, leaving it on his 
desk. During B’s absence from his desk A took the note, filled 
it in for two hundred dollars and sold it for value to C, who knew 
nothing about the method by which A came into possession of the 
note. Could C recover on the note from B ?

No. 2. Y gave X a cheque for fifteen hundred dollars in pay­
ment of a debt. The cheque was drawn on the Union Trust Com­
pany. X had the cheque certified by the Union Trust Company. 
On the following day, when X was about to deposit the cheque in 
his own bank, X learned that the Union Trust Company had failed 
at the opening of business that morning. X then claimed that Y 
must make good for the cheque. Was X correct in his contention?

No. 3. Define (a) an inland bill of exchange; (b) a foreign 
bill of exchange. In what circumstances does the determination 
as to whether a bill of exchange is inland or foreign become a vital 
point ?

No. 4. Name three kinds of indorsement, give an example of 
each and explain the effect of each.
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CONTRACTS

Answer two of the following three questions:

No. 5. Chandler, owner of a chain of grocery stores in Cleve­
land, Ohio, sold his entire business to Davison. The contract of 
sale contained an agreement by Chandler not to engage in the 
grocery business for a period of ten years. Could Davison enforce 
the agreement mentioned? What would have been the effect if 
Chandler had agreed not to engage in the grocery business in 
Cleveland, Ohio, and vicinity for a period of ten years ?

No. 6. Under the statute of frauds, what contracts must be in 
writing ?

No. 7. What is specific performance and when may it be 
granted ?

PARTNERSHIP

Answer one of the following two questions.
No. 8. A and B were copartners. They dissolved the part­

nership, A retiring from the business and B continuing it. After 
the dissolution B continued to use the same offices, on the door of 
which A’s name remained, and also continued to use the firm’s 
stationery, of all of which A had knowledge. Many concerns not 
knowing of the dissolution sold goods, as they supposed, to the 
firm. Upon the insolvency of B they sought to hold A liable. 
Could they?

No. 9. Weeks and Matthews formed a copartnership for a 
five-year term. Soon after they began business, Matthews found 
that Weeks was engaging in wild speculations, was almost con­
tinually in a drunken state and was generally so conducting himself 
as to cause the firm to lose its good name and reputation. Had 
Matthews any remedy?

CORPORATION

Answer the following two questions:
No. 10. State generally the principal rights of a stockholder.

No. 11. A and B, upon the formation of a corporation, agreed 
to take certain shares of the corporation’s stock. They paid one­
fourth of the purchase price, that is, one-fourth of the par value 
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of the stock which it was agreed should be purchased, but failed 
to make any further payments. The corporation, after conducting 
business for a time, became insolvent, and the creditors, finding 
that the corporation had no assets, sued A and B for the balance 
of the purchase price of the stock which they agreed to purchase. 
Did the creditors recover?

BANKRUPTCY

Answer the following question:
No. 12. What are the principal duties of a bankrupt under the 

bankruptcy law ?
INCOME TAX

Answer the following question:
No. 13. What credits are allowed a domestic corporation 

against the corporation’s net income before computation of the 
income tax ?

Examination in Accounting Theory and Practice

PART II.

NOVEMBER 16, 1923, 1 P. M. to 6 P. M.

The candidate must answer all the following questions.

No. 1 (27 points) :
You are instructed to prepare, for a meeting of creditors, a 

statement of the debts, liabilities and assets, as at July 31, 1923, 
of Joseph Herman—trading as the Globe Manufacturing Co.— 
against whom a petition in bankruptcy was presented by creditors 
on August 1, 1923.

The statement should show the amounts available for payment 
of each class of creditors.

The following data have been obtained, partly from the books 
and partly from information supplied by Herman, the estimates 
of values being as stated by the debtor.
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ASSETS

Works, buildings and land, mortgaged, cost $25,000, estimated 
value $15,000. Unimproved land, mortgaged, cost $25,000, esti­
mated value $27,500. Dwelling-house, cost $12,000, estimated value 
$14,000; first mortgage $6,000, interest accrued $150; second 
mortgage $4,500, at 6 per cent., granted to his wife May 1, 1923, 
as security for loans of $3,000 on March 1, 1923, and $1,500 on 
May 1, 1923.

Household furniture, claimed by wife, cost $3,000, estimated 
value $1,500; auto delivery truck, cost $1,200, estimated value 
$1,000; passenger car, cost $650, estimated value $350; stock in 
trade on hand, cost $85,000, estimated value $60,000; stock in 
trade at agents’ for sale, cost $10,000, estimated value $7,500 less 
advances by agents of $6,000.

Cash on hand and at banks $1,250.
Protested bills and promissory notes on hand $2,500, estimated 

to realize $750; trade-marks and patents, book value $10,000, 
estimated to realize $1,000; office furniture and fittings, cost 
$2,200, estimated value $600; preferred stock of the Enjee tin 
mines, 60 shares of $100 each full paid, subject to recent assess­
ment of $20 a share under reorganization scheme, estimated value 
nil; life insurance policy $5,000, surrender value $600 less advance 
by insurance company $500, assigned to wife March 1, 1923, on 
condition of her paying future premiums and premium and interest 
then due amounting to $125.

Disputed claim against Roberts & Co. for breach of contract 
to purchase goods $3,000, value nil.

Machinery and tools, cost $22,500, estimated value $15,000. 
Machines bought on hire-purchase system, price $6,000, estimated 
present value $5,000, payments already made $2,500, estimated 
equity $1,250.

Accounts receivable—good $18,000; doubtful $7,000, and bad 
$5,000, estimated to realize $22,000.

Personal property exempt by law, estimated value $200.
J. Herman receives $1,000 per annum from his mother, his 

father’s will having provided a trust fund for three children, and 
the mother having the right to distribute the income at her discre­
tion and to nominate, by her will, the children who are to receive 
the principal at her death.
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LIABILITIES

Accommodation paper, jointly with Alfred Brown, now bank­
rupt, $20,000, due August 15, 1923; this bill was discounted and 
each of the two parties received one half of the proceeds.

Creditors for raw materials of manufacture supplied to debtor 
(preferential claims under the laws of the state), $15,000; other 
trade creditors, unsecured, $110,000; notes payable $15,000; notes 
receivable discounted $6,500, estimated liability $1,500; judgment 
creditors’ claims and costs $970; loan creditor for $21,700 at 6 
per cent. interest, partly secured by second mortgage on works for 
$10,000; interest accrued on $11,700, $410; interest accrued on 
mortgage of $10,000, $350; loan from wife made July 1, 1923, 
unsecured, $1,500.

First mortgage on works at 6 per cent., $10,000; interest due 
June 30, 1923, still unpaid, $350; purchase-money mortgage on 
unimproved land at 5 per cent., $15,000; interest unpaid since 
March 31, 1923.

Wages and salaries due—to twenty workmen, one week’s 
wages, $750; to two salesmen, salaries and commissions for July, 
1923, $310 and $240; to works manager, salary for July, $400.

Taxes and licences due—federal, $300; state, $1,250; munici­
pal taxes on dwelling-house, $250.

An assessment of $2,200 on the unimproved land, for local 
improvements, was made three years ago; this was arranged to be 
paid by ten yearly instalments with interest at 7 per cent.; the 
interest has been paid to July 31, 1922, and $660 has been paid on 
account of the principal.

Estimated capital of Joseph Herman, $21,530.

No. 2 (15 points):
A client contemplates investing capital, as a special partner, 

in a trading business which proposes to manufacture its own 
products in the future instead of having them made by other 
concerns.

The business appears to be a profitable one and is not subject 
to changes of fashion.

Your client has been offered one-third of the net profits on 
condition that he invest $200,000 as capital and an additional 
$100,000 as a loan with interest at 6 per cent. per annum. These 
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funds are at present invested to yield an average income of 5 
per cent. per annum.

Each of the two working partners has $100,000 capital in the 
business and during the last five years each has received a salary 
of $5,000 and a further average profit of 10 per cent. It is pro­
posed to continue the salaries of the two working partners and to 
charge these and the interest on the $100,000 loan as expense 
before dividing the profits.

Assuming that the additional funds would earn, at least, the 
former average profit, show the probable income to your client 
from the investment.

What advice would you give him for the protection of his 
interests ?

No. 3 (12 points) :
How would you deal with the following premium or dis­

counts, in the first and subsequent years:
(a) An issue of preferred shares at a premium;
(b) An issue of bonds at a discount redeemable at par;
(c) An issue of bonds at a discount redeemable at a premium 

at a fixed date or by purchase in the open market prior 
to that date. If there were a saving by purchasing in 
the open market, how should this be treated ?

(d) State your opinion as to the correctness of crediting to 
surplus account a premium on the issue of stock. If so 
credited, is the premium legally available for' distribu­
tion as dividend?

No. 4 (38 points) :
The Benson Company was incorporated June 1, 1922, for the 

purpose of building and selling dwelling-houses.

The authorized capital was as follows:
Preferred, cumulative, 7% stock; 1,500 shares of $100 each........ $150,000
Common stock; 1,500 shares of $ 5 each........ 7,500

$157,000

At a meeting, after incorporation, the board of directors 
accepted an offer by the president, in consideration of the issuance
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to him of $7,500 common stock, to transfer to the company all his 
rights in a three years’ option to purchase 150 lots of unimproved 
land of the Graham estate at $400 a lot.

On July 1, 1922, the company bought a block of land—120 
lots, each 20 by 100 feet—from the Walker estate at $1,000 a lot, 
the vendor agreeing to do the grading and sewering, make roads 
and pave sidewalks. A subsequent agreement provided, however, 
that in consideration of the Benson Co’s undertaking this work 
and assuming liability for a general sewer assessment of $4,800, 
the vendor should allow the sum of $42,000 from the $120,000 
purchase price.

On September 1, 1922, a contract was made with the Eastern 
Construction Co. for the building of group 1, comprising two 
detached houses at an estimated cost of $15,000 each and ten 
semi-detached houses at $12,000 — total $150,000 — all on the 
Walker estate.

The construction company (hereafter known as the con­
tractor) was to receive a fixed fee of $10,000 for superintendence 
and management and to charge only the net cost of the labor, 
material and direct expense of the work, whether done by its own 
men or by those of sub-contractors. Payments were to be made 
through the contractor on monthly requisitions.

In consideration of a guarantee to bear any excess of total 
direct building cost over $172,000 (including the $10,000 fee, but 
excluding extras) the contractor was to receive 40 per cent. of any 
saving between the original estimate of $160,000 and the guaran­
teed maximum cost of $172,000.

Extras were to be charged at cost plus a varying percentage 
for superintendence.

Building operations—group 1—began October 1, 1922, and 
were completed March 31, 1923.

A contract was made by the Benson Co. direct with the 
Valgimigli Co., March 1, 1923, for the excavation work and con­
crete foundations of two additional groups of houses on the 
Walker estate land as follows:

Group 2: for 10 semi-detached houses, contract price.. $8,500 
Group 3: for a terrace of 12 houses, contract price ... 6,800

Changes were made subsequently which increased these costs.
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The total land of the Walker estate used for building opera­
tions was 45 lots as shown below:

Group 1: Riley avenue.
For each of 2 detached houses.......................45 ft. frontage
For each of 10 semi-detached houses..........31 ft. frontage

Group 2 : Riley avenue.
For each of 10 semi-detached houses.. 30 ft. frontage 

Group 3: Neild avenue.
For the terrace of 12 houses ......................200 ft. frontage in all

The land was to be charged against completed houses at the 
rate of $1,000 a lot of 20 feet frontage.

Some of the houses were sold for cash outright; others with 
first and second mortgages. Two were sold direct; the rest 
through agents. The first mortgages were transferred from the 
building mortgages to the purchasers of the houses; the second 
mortgages were first taken by the Benson Co., which afterwards 
sold them at a discount.

The following is a list of balances on the books of the Benson
Co. at May 31, 1923:

Dr. Cr.
Land purchase, Walker estate, 120 lots ......................... $120,000
Reserve for development of above land ......................... $ 42,000
Surveys of Walker land .................................................... 650
Removal and storage, 600 loads of top-soil ................... 1,500
Option on 150 lots, unimproved land, Graham estate ... 7,500
Sales from sand-pit, Walker land.................................... 1,200
Sales of top-soil, 90 loads.................................................... 450
Field office, cost of building ..............................   1,650
Assessment on 120 lots, Walker land, for district sewer 4,800 
Organization expense, legal and other charges .............. 1,620
Retaining fee to lawyer, one year to May 31, 1923 .... 1,000
Legal charges for mortgages and sales of houses.......... 450
Real-estate taxes on 120 lots, Walker land, to May 31, 1923 2,400 
Outstanding first mortgages on houses unsold, 1 de­

tached, $9,000; 1 semi-detached, $7,000 ..................... 16,000
Commissions, etc., on building loans ................................. 4,800
Interest, etc., on building loans ........................................ 750
General expense, June 1 to November 30, 1922 .............. 8,200
General expense, December 1 to May 31, 1923 ............... 5,500
Capital stock issued, preferred, 7% cumulative .............. 125,000
Capital stock issued, common ............................................ 7,500
Group 1—

Paid to contractor, on requisitions ........................... 156,600
Paid to contractor, fixed fee ...................................... 10,000
Paid to contractor, for extras and other fees.......... 24,310
(Apportion the above three items, 10% on each de­

tached and 8% on each semi-detached house)
Balance due to contractor for group 1 ............................. 1,910
Transfer of labor and material to group 2 ..................... 175
Transfer of labor and material to group 3..................... 125
Inspection fees for houses .................................................. 250
Gifts and bonuses for houses ............................................ ISO
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Dr. Cr.
Compensation paid for cancellation of order for mill 

work because of changes in plans ..................... 1,500
Hire-purchase instalments, saw-mill ................................. 150
Fire insurance on 12 houses .............................................. 90
Coal for heating houses during construction ................. 320
Planting gardens and making lawns, 12 houses.............. 2,000

(Apportion according to feet frontage) 
Sales of houses—

1 detached ..................................................................... 28,500
9 semi-detached ............................................................ 191,650

Loss on sales of second mortgages—
1 detached house ....................................................... 2,100
6 semi-detached houses ................................................. 10,375

Commissions on sales of houses—
1 detached ....................................................................... 662
6 semi-detached ........................................................ 3,200

Grading (one-half each, groups 1 and 2) ......................... 4,500
Sewering (one-half each, groups 1 and 2) .................... 2,500
Development, 75 unimproved lots, Walker land ............ 13,400
Architect’s fees for plans, specifications and supervision—

Group 1 .......................................................................... 4,000
Group 2 ........................................................................... 620
Group 3 ........................................................................... 600

Balance due to architect .................................................... 1,220
Work billed and paid, group 2.................   9,500
Work billed and paid, group 3.......................................... 7,200
Valgimigli company, 10% retained .................................. 1,670
Group 2, transfer from group 1 ........................................ 175
Group 3, transfer from group 1  ............................... 125
Hire-purchase payments, concrete-mixer ....................... 420

(Used equally in groups 1, 2 and 3)
Office furniture and fixtures .............................................. 800
Petty-cash balance ............................................................... 250
Fire insurance, field office ................................................. 15
Notes payable ....................................................................... 10,000
First National Bank............................................................. 15,768

From the foregoing, prepare:
(a) Statement showing the profit or loss on the operations 

for the period to May 31, 1923, with the average cost and gross 
profits on the detached and semi-detached houses sold.

(b) Balance-sheet as at June 1 (May 31), 1923, after making 
such adjustments, provisions for reserves, etc., as you think neces­
sary from the details presented and from the following audit 
notes:

One detached and one semi-detached house of group 1 re­
mained unsold May 31, 1923.

Plant, material and loose tools remaining on hand from group 
1 operations were valued at $2,250. The original cost, $3,500, 
had been charged to material of group 1.
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The field office was estimated to have a scrap value of $150 
after three years’ use.

The contractor for group 1 is to be charged $250 for use of 
the field office.

Of top-soil stored 510 loads were on hand May 31, 1923.
On first mortgages of $16,000 on houses unsold interest at the 

rate of 6 per cent. per annum had been paid to March 31, 1923.
Fifty per cent. of amount paid for hire-purchases instalments 

is to be written off for wear and tear.
The by-laws of the company provide for salaries as follows: 

The president is to receive 10 per cent. of the net profits for 
management; a further 10 per cent. is to be divided amongst five 
other directors.

No. 5 (8 points) :
The vendor of a business to a corporation has taken part of 

the purchase price in preferred and common stock.
On account of a decline of the annual profits, the vendor makes 

a gift to the corporation of $100,000 preferred stock, to be sold 
for the benefit of the corporation.

How should this be treated on the books of the corporation? 
May the $100,000 be used for payment of dividends ?
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Some Professional Obligations
By J. Harry Covington

Former Chief Justice of the Supreme Court of the District of Columbia

I should like you to bear with me while I speak seriously for 
a little while. The times merit serious discussion among those 
people in our country whose businesses or professions are such 
that the intricate social and economic problems which now exist 
constantly confront them. It is such people who must appreciate 
the obligations that rest upon them and by thought and common 
counsel contribute toward a right solution of those problems.

There is not any question about the fact that the end of the 
war established a new era in the world. The outlook upon life 
of all classes has undergone a radical change. The battle cry of 
destruction to imperialism in Germany and the slogan “to make 
the world safe for democracy” were bound to quicken the hopes 
and stimulate the ambitions of countless millions in all civilized 
countries. And we have begun in this country generally to 
understand that a more socially humane democracy—and by that 
term I mean a better organization of society under free repre­
sentative government—must rest upon a closer relationship 
between all classes of people. We have come to know that it is 
not the opulence of its palaces but the comforts of its homes that 
constitutes the greatness of a nation.

At the same time none of us in his right senses has become 
anything less than an individualist. No one who is thoughtful 
on the subject of what is best for a free people has abandoned 
the notion that the individualistic scheme of life is the only one 
that has made for progress in civilization from the beginning of 
the world down to the present time. We recognize that the 
ample reward for unusual genius and for extraordinary energy, 
possible only where there is freedom of contact and opportunity 
alike, constitutes the goal for that honest ambition which stimulates 
an aggregate citizenship so to build as to assure the permanence 
and progress of our Christian civilization.

With the rapid increase of our population, the constant advance 
of science, and the ever widening extent of our industrial organ­
ization, government becomes more and more complicated. To

*From an address delivered at the annual banquet of the American Institute of 
Accountants, September 19, 1923.
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preserve individual liberty, and at the same time fix our standards 
of government so that our great masses shall be prosperous and 
happy, is a task of the first magnitude. The proper social and 
industrial relations between all our people must be comprehended 
in order to be dealt with intelligently. Here is the peculiar duty 
of the professional man, particularly the lawyer and the 
accountant. Broader training, and the habit of impartial judg­
ment give him the opportunity and place upon him the obligation 
to point the way to sane and humane policies in the relations of 
business and government for the ultimate good of our country.

This is particularly true of you in the American Institute of 
Accountants. You come in intimate contact with the industries 
of the country; you earn your livelihood as the result of devel­
oping, with the complex accounting systems that are a necessity 
today, the standards of industry. You are professional men 
weighing your problems with scrupulous nicety, coming in contact 
with people in all employment grades of the great industries 
during the course of your services to them. With your keen 
training you see and understand that great reward for unusual 
ability, in a land of true opportunity, must accompany or be 
associated with prosperous and contented masses if there is to be 
that peace and contentment in the national life which is the best 
embodiment of self-government.

You are of the highly educated and finely trained men of 
the country, and you are in consequence among those who consti­
tute her hope. While recognizing the necessity of capital and 
the individual chance to stand out among men through individual 
effort you know that the advance of civilization from the 
despotism which has been lately destroyed must be through the 
progress of the ordinary man. Our citizenship in the aggregate 
must be satisfied if there is to be happy augury for our future.

A great stateman said many years ago, and it is a thing that, 
as Americans, we can all keep in our minds and hearts, that:

“Our country’s greatness consists, not in the wealth of 
its inhabitants, not in the extent of its dominion, but in 
the fitness of its people to maintain justice, liberty and 
conscientious manhood through the agency of self- 
government.”

As you are of America’s cultivated and highly trained men, 
understanding her social and economic problems, you have a 
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duty together with the engineers, the lawyers, the doctors and the 
professors, to carry the tidings of understanding to all the people. 
Yours must be the duty of preaching the doctrine of individ­
ualism in its most humane sense, including the basic principle 
that peace and not strife must exist among all our people, and 
that this can be when our government rests upon a great moral 
foundation and is guided by truly conscientious manhood.

Now, speaking to you more intimately about your own 
comparatively new profession, may I say that you must realize 
precisely what the legal profession has had long ago to understand 
and adhere to—that because it is a profession and occupies a 
definite relation and responsibility to the public its members must 
accept and conform to a strict code of ethics. Your responsi­
bility is unquestionably to require the maintenance of moral 
standards in the professional conduct of your members. You 
are finely equipped public servants, and the most intricate 
businesses in the country must be trusted by the public in the 
final analysis, largely by your word concerning them. As with 
the lawyer you have a great professional duty to see that the 
opulent do not become so through fraud upon the humble. If 
your ethical standards are of the highest your profession is indeed 
one of great power for good in our country.

You of the American Institute of Accountants have a peculiar 
responsibility. Your membership requirements are of the strictest 
sort, and you cannot hope to enroll every accountant into the 
ranks of the Institute. However, the American Bar Association 
contains but a relatively small number of the lawyers of the 
country; the American Medical Society contains but a small 
fraction of the doctors of the country; but those organizations 
do contain those men in their respective professions who under­
stand the depth of professional responsibility and who realize 
that in the outward manifestation of that professional responsi­
bility is the only salvation for the profession to which they belong. 
Lawyers and doctors and accountants will, after all, be judged 
by the best among them. This world is not a hypocritical world; 
there is more good than bad. The idea that the measure is 
always taken of a man or a group of men from the worst among 
them is not true. It is a wholesome truth that men and women 
look up to the best. As organized society comes in contact 
professionally with lawyers or with doctors or with accountants 
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—I am speaking now peculiarly to you as accountants—it will 
take its measure of you as professional men by the standards that 
the best of you set. It therefore behooves you as a young 
profession, graduated from the field of business up to the higher 
place of professional understanding, to try always to have the 
finest professional standards, with the consciousness in your mind 
that you are thereby not merely advancing the cause of your 
profession, not merely creating for it a more profound respect 
among all classes of people, but that you are making your 
contribution, and a very real contribution, toward the solution 
of the ever-pressing social problems that are upon us by the 
broad example of fine ethical practices which habitually guide you.

As a parting word let me say to you that we in America have 
our social and industrial problems in serious form, just as they 
are having them in Europe. While not so acute, their right 
solution means nearly as much for our future as does the right 
solution of the immediately menacing problems abroad mean for 
a broken down Europe. These problems will be solved only 
when they are settled rightly, and they will be settled rightly 
and in keeping with a liberal and Christian civilization only when 
the educated men and women of our country firmly resolve to 
do their part in promoting the common cause of our people. If 
there is an ethical, yea religious purpose among us to make the 
humblest realize that happiness for all and injury to none is the 
purpose of our great experiment in representative self-govern­
ment we shall go on in the vanguard of the world people in 
prosperity and happiness. As men of a profession peculiarly 
equipped to understand business in its relation to government and 
men, your duty is clear.
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Accounting for Photographers
By R. F. Hampson

The majority of individuals and firms engaged in the photo­
graphic business operate portrait studios as their principal activity. 
Commercial and news photography, if handled at all, is generally 
the work of a separate and smaller department. The principal 
technical operations in a portrait studio may be stated briefly 
as follows:

Exposure of plates or films in operating room; development 
in dark room of the exposed plates or films; retouching the 
negatives; printing proofs on sensitized paper (day-light or arc­
light method); additional retouching of negatives selected for 
order; printing and developing finished prints. Further technical 
detail, involving applications of the laws of optics and chemistry, 
will be omitted as this paper is intended to treat primarily of the 
work of the accounting department.

In those photographic businesses, where the annual volume 
of sales is not less than $25,000.00 nor more than $300,000.00, 
the following list of books and blanks to be used by the accounting 
department in recording the various transactions should prove 
adequate:

General ledger
Sales ledgers

(departmentalized, if necessary)
Sales journal
Sales returns and allowances journal
Voucher register
Cash-receipts book
Cash-disbursements book
Cheque book
Petty-cash vouchers
General journal
Journal vouchers
Payroll record
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A satisfactory classification of general ledger accounts, 
arranged in the order of their appearance on the monthly or 
annual statements, is shown below:

ASSETS (WITH VALUATION ACCOUNTS) AND DEFERRED CHARGES

Current:
Cash in bank
Petty-cash fund
Notes receivable
Accounts receivable
Reserve for doubtful accounts
Chemicals
Frames
Mounts
Paper
Plates

The total of the above group is the amount of 
the “merchandise” item on the balance-sheet.

Fixed:
Land
Building
Depreciation reserve for building
Furniture and fixtures
Depreciation reserve for furniture and fixtures
Cameras
Depreciation reserve for cameras
Lenses
Depreciation reserve for lenses

Deferred charges:
Insurance unexpired
Stationery on hand
Salaries prepaid

Current liabilities:
Accounts payable
Notes payable
Salaries accrued
Reserve for taxes
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CAPITAL

If a corporation:
Capital stock, preferred
Capital stock, common
Surplus

If a partnership :
William Smith, capital
Henry Jones, capital

If a sole proprietorship:
John Doe, capital

INCOME AND EXPENSE ACCOUNTS 

(departmentalized, if necessary) 
LIABILITIES AND CAPITAL

Gross sales
Sales returns and allowances
Discount on purchases
Cost of sales
Advertising
Bad debts
Depreciation
Heat and light
Insurance
Interest
Postage
Salaries
Stationery and printing
Sundry expenses
Taxes
Telephone and telegraph
Profit-and-loss

With the intention of grouping relevant transactions and 
records under logical captions, they have been arranged under 
seven principal headings, as follows:

1. Purchases
2. Sales
3. Cash records
4. Payroll system
5. Provision for depreciation
6. Inventories and stock control
7. Insurance
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Ordinarily, the transactions of a photographic business do 
not require anything in the way of accounting treatment different 
from that which is usual to the average medium-sized business. 
There are, however, a few exceptions to this statement and these 
are taken up under their appropriate captions below.

Purchases:
After approval of requisition from any department in need 

of materials or supplies a formal order should be made up in 
the office of the purchasing agent. This order should be prepared 
in triplicate, the original going to the firm from which the goods 
are ordered, the duplicate to the accounting department, and the 
triplicate should be retained for the files of the purchasing agent.

When the material is received it should be unpacked and 
carefully checked, the count of the contents being made by a 
receiving clerk who does not know the quantity called for by 
the order. It is believed that this method of checking is very 
effective in the detection of shortages, as it is necessary that the 
receiving clerk actually count the contents of every case received. 
The expiration dates of all sensitized materials, i. e., films, paper 
or plates, should be noted at this time and any expired goods 
should be promptly returned to the vendor. A chronological 
record should be kept of all incoming shipments, showing in 
separate columns the date received, name and address of shipper, 
detailed description of articles received, amount of freight or 
express paid on the shipment and any special remarks. After 
the checking is completed, the merchandise should be placed in 
the stock-room and withdrawn only on requisitions approved by 
some authorized employee.

The date of receipt and quantities should be entered in spaces 
provided therefor on the accounting department’s copy of the 
purchase order.

The invoice, when received, should be verified by the account­
ing department as to quantity, price and extensions and, if found 
correct, approved and filed alphabetically until date of payment.

A card record of all purchases should be maintained, showing, 
as to each purchase, the name of the article, name and address 
of dealer, price per unit, discount from list price and date of 
purchase, these cards being filed alphabetically under the name 
of the articles purchased.
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Sales:
Ordinarily, many orders are given orally by customers in 

the reception room but probably an equal or greater number is 
received through the mail. In either case, the order should be 
entered on a ticket-register machine, which furnishes three 
numbered copies, preferably of different colors. One copy should 
be attached to the proofs selected by the customer for the finished 
order; another copy should be temporarily filed and used in 
making up a daily sales report; and the third copy should be 
used by the accounting department as the basis of an entry in 
the sales journal.

The order should be made up from the data shown on the 
copy which is sent to the retouching department, where the nega­
tives covering the selected proofs are withdrawn from the files 
for finished retouching. When the retouching has been completed, 
the negatives are sent to the printing department for printing 
and developing. The negative is then filed and the prints, when 
thoroughly dried, are sent to the finishing section where the 
backgrounds are spotted in and the necessary folders supplied. 
The finished order then goes to the reception-room bookkeeper, 
who should make out an invoice from the customer’s account 
card, checking it against the number of photographs received 
from the finishing section.

If any photographs or frames are submitted on approval, they 
should not be entered on the books until accepted or until a 
reasonable time for examination by a prospective customer has 
elapsed. If the goods are accepted the transaction can be entered 
as an ordinary sale, the sales journal showing instead of a regular 
order number the number of the blank used when forwarding the 
photographs on approval. All photographs or frames out on 
approval should be followed by letters requesting prompt accept­
ance or return of the goods.

At the end of each fiscal period there should be set aside 
as a reserve for doubtful accounts a certain amount, e. g., one 
per cent. of the gross sales made during that period. A good 
credit manager may be able to keep this rate down to one-half 
of one per cent.; if it exceeds two per cent. it is usually indicative 
of poor credit management. Trial balances should be submitted 
monthly, showing the customers’ accounts which are 30 days 
old, over 60 days old and over 90 days old.
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Cash Records:
With very few exceptions, payments from customers are 

received personally in the reception room or through the mail. 
If received in the reception room, the amounts collected should 
be turned in once or twice daily to the cashier, who should make 
out a ticket in triplicate for the amount received from each cus­
tomer, one copy of this ticket being given to the reception clerk 
as her receipt for the money, another placed on the permanent 
numerical file of such tickets, and the third used as the specific 
item for which an entry must be made in the cash-receipts book 
in much the same way that each cheque stub furnishes the basis for 
an entry in the cash-disbursements book. Remittances received 
through the mail would be treated substantially the same as when 
received in the reception room. All cash receipts should be 
deposited daily and, of course, the total of each group of daily 
entries must agree with the amount of the deposit for that date.

All cash disbursements, petty-cash items excepted, should be 
made by cheque. If the business is incorporated, all cheques 
should be signed and countersigned by two responsible, bonded 
executives. If it is a partnership, this function should be exer­
cised by two of the active partners, where this is possible, and, 
in the case of a sole proprietorship, the signature of the owner 
will usually suffice. A record of the daily deposits can be kept 
on the cheque book stubs and this total less the accumulated 
total of cheques drawn, gives the bank balance each day. In 
addition to this record, a daily report, showing bank balance at 
close of previous day, deposit (analyzed as to sources of receipts), 
disbursements (classified as to nature of payments) and bank 
balance at close of day, will prove very useful to the manage­
ment. As soon as practicable after the close of each month, 
the balance shown by the pass book should be reconciled with 
the balance of the “cash in bank” account and a record should 
be kept of all outstanding cheques.

The petty-cash fund, the amount of which will depend on the 
needs of each business, should be treated as follows:

Each disbursement should be recorded on a small, printed 
and numbered ticket to which can be attached, when practicable, 
any supporting papers, such as express receipts, receipts from 
newspaper agents, cash-register receipts for small purchases, etc. 
When the fund is about three-fourths expended a cheque, payable 
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to the cashier, should be drawn for the total of all tickets on 
hand, thereby bringing the fund up to its maximum amount. 
Such a cheque should be drawn on the last day of a fiscal period, 
regardless of the condition of the fund, in order that the amount 
shown on the balance-sheet may be entirely represented by cash, 
and all the expense items should be charged to the proper period.

Payroll System:
Any one of numerous payroll forms probably will prove 

satisfactory for the average photographic business, but one which 
permits on the same sheet an analysis of the total wages and 
salaries according to liability-insurance classifications will be 
found advantageous, when the insurance company’s auditor makes 
his periodical visits for the purpose of determining the exact 
premium earned.

To minimize errors, the payroll should be prepared one day 
before distribution of the envelopes, where this is practicable. 
No changes on the payroll, i. e., additions, removals, increases 
or decreases, should be made except upon written instructions of 
the proper executive. One cheque for the total amount necessary 
to fill the envelopes should be drawn in favor of the cashier. 
An analysis of the items should be made, in order to determine 
the proper number of bills and coins of each denomination and 
this analysis given to the bank, on its blank, at the time of cashing 
the payroll cheque.

A receipt for his pay should be signed by each employee, and 
the payrolls, with these receipts attached, should be filed chrono­
logically.

When, closing the books at the end of a fiscal period accrued 
or prepaid salaries should be taken into account. Any unclaimed 
pay can be deposited in bank but liability therefor should be 
shown for a reasonable length of time.

Provision for Depreciation:
Depreciation should be provided for by charging off at the 

close of each fiscal period an estimated amount covering the 
physical depreciation for that period. No account is ordinarily 
taken of obsolescence. On furniture and fixtures, for example, 
if the estimated life is ten years, the full cost should be depre­
ciated on a straight-line basis over that period, no account being 
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taken in most cases of any possible residual value. The expense 
element can be brought on the books by inclusion with all of the 
other similar charges to one account for “depreciation,” but the 
credit, in each case, should be to a reserve for depreciation which 
becomes a valuation account for its particular asset. This reserve 
for depreciation or valuation account should be shown on the 
balance-sheet as a deduction from the book value of the asset, 
the asset account not being changed during its life except when 
increased by purchases of new furniture or fixtures. In this 
way, the balance-sheets will exhibit the original cost, the amount 
of depreciation charged off and the estimated value at the close 
of each fiscal period.

Inventories and Stock Control:
A physical inventory of the merchandise should be taken 

monthly. Only that part of the merchandise which is in the 
stock-room should be included in the inventory, as the unused 
portions of packages in the hands of laboratory employees occa­
sionally become light-struck or otherwise spoiled and their value 
would be doubtful. It is also important to exclude from the 
inventory all sensitized paper, plates or films whose expiration 
date is not beyond the inventory date. Depreciation of the stock 
may also have to be provided for if the proper temperature is 
not maintained in the stock-room, as the photographic paper, for 
example, is quickly affected by excessive heat.

The basis of valuation for the merchandise inventory should 
be cost or market, whichever is lower.

A graphic perpetual inventory, maintained in the office of the 
purchasing agent, showing as to each item of the stock, quantity 
on hand, quantity ordered and minimum quantity, will be found 
very helpful if the stock is large or varied. By means of colored 
map tacks, the falling of any item to its minimum can be auto­
matically determined and the replenishment of the stock greatly 
facilitated. The positions of the tacks should be adjusted daily, 
the necessary information being obtained from the receiving 
records and the stock-room requisitions.

Insurance:
The following forms of insurance should be carried by every 

photographic business:
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(a) Fire insurance on building (if owned)
(b) Fire insurance on fixtures
(c) Fire insurance on merchandise
(d) Liability insurance on automobiles (if owned)
(e) Fire, theft and damage insurance on automobiles 

(if owned)
(f) Employers’ liability insurance, covering accidents to 

employees
(g) Owners, landlords and tenants’ liability insurance
(h) Public liability insurance
(i) Use and occupancy insurance

When a policy is taken out, the total amount of the premium 
should be charged to “insurance unexpired” and this account 
should be credited at the end of each fiscal period with the total 
of the insurance-expense charges of the several policies. If the 
business is departmentalized, the expense of each form of insur­
ance should be allocated to the several departments on as equitable 
a basis as can be devised, the total of the items thus obtained 
determining the total periodic charge to each department.

The amount of insurance carried in the balance-sheet as a 
deferred charge should represent the full amount unexpired at 
that date as it is not considered desirable to use the short-rate 
surrender value in the accounts of a going concern.

Individual surety bonds should be required of all employees 
handling money or in charge of valuable supplies, the premium 
on these bonds being paid by the employer.

In concluding this paper, the writer wishes to invite attention 
to the very valuable statistical information which may be obtained 
from records kept in accordance with the above outline. Unit 
costs, the percentage relations of the various expenses to net sales 
and the comparison of these with previous fiscal periods permit 
what is otherwise impossible, namely, the substitution of trust­
worthy conclusions for deceptive opinions.
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The Practical Application of the Theory of 
Accounting for Supplies

By Percy W. Pogson

He would be a hardy adventurer who attempted to add to the 
already complete writings on the theory of accounting for what 
are known in manufacture as supplies or stores, and I hasten to 
disclaim any such intention.

I would like, however, to discuss the practical application and 
use of that theoretical knowledge for, to my mind, the question 
of the proper handling of supplies is one of the important issues 
before the practising accountant of today. He often finds a 
perplexing indifference on the part of company officials in this 
particular which, it is my impression, arises and exists through 
the tendency to consider supplies once purchased as material 
objects which have lost their money identity and, until issued for 
use in manufacture, having no further direct connection with the 
financial or accounting system. Here is lack of coördination 
in accounting. If there is to be genuine cooperation between the 
supply department and the general accounting office those con­
cerned must at all times regard the item of supplies as 
something representing actual value, and everyone, from the chief 
clerk in the general office to the warehouse force and supply 
department manager, must think in terms of money value—not 
material things. Every amount charged to the supply depart­
ment should be accounted for, not approximately, but accurately 
and to the last cent, so that the stock of supplies in the warehouses 
expressed in terms of money value at all times equals the exact 
amount shown by the controlling supply accounts in the general 
books.

This is not impossible, and in fact it is not even difficult . The 
plan today is working successfully to my own knowledge. The 
reason exact balancing of perpetual inventories is usually con­
sidered difficult or next to impossible is that it has seldom been 
done in the past.

What is the usual practice? Generally, to take physical inven­
tories once or twice each year, whether or not cards and so-called 
perpetual inventories have been kept; to list the various articles
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on sheets; to price, extend, foot, check and re-check; to arrive at 
a total and finally to make an adjusting entry, arbitrarily changing 
the controlling accounts to equal the totals shown by the physical 
inventories.

Can such physical inventories be correct? Almost without 
exception, no. To take a physical inventory of any magnitude 
by count, weight or measurement, and to price and extend it arid 
have it correct would be a fortuity. The time consumed in 
taking a large supply inventory will run into weeks or even 
months. The stock is moving continuously during the stock­
taking. Generally a large part of the inventorying is done by 
extra men employed for that purpose who, as a rule, are 
unfamiliar with the stock descriptions, classifications, standards 
of measurement, units, etc. Incidentally, the cost of taking such 
an inventory is no insignificant item.

In keeping proper records of accounts receivable one or more 
controlling accounts are kept in the general books, supported by 
an unlimited number of individual accounts in separate ledgers. 
No accountant would think of balancing the controlling accounts 
with the totals of the individual ledgers, say once or twice a 
year, by forcing them and writing off the difference to profit and 
loss. Yet this is what is generally done with supplies after 
taking a physical inventory.

In well regulated offices, accounts receivable are balanced 
exactly with the controlling accounts at least once a month; cash 
is balanced daily. Is there, as a matter of fact, any real difference 
between the importance of cash which usually is largely in the 
form of bank balances—or accounts receivable, the next conver­
sion of which is to cash—or supplies, which finally will be 
converted, through manufacture and sale, into accounts receivable 
and cash? All of these are items represented by money on hand 
due to the company, or paid out for a tangible article, and they 
should be accounted for scrupulously.

Can supplies be balanced exactly each month, as are accounts 
receivable? My experience is that they can, but there must be 
cooperation and coordination between the various departments 
concerned, combined with a perpetual inventory dealing with 
money values.

As to a plan of working, I can give only a very general outline 
in the space at my disposal. Fundamentally, the plan involves 
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nothing more than the use of any good perpetual inventory system 
carried to its logical conclusion. No definite plan covering state­
ments and forms suitable to any and all concerns could be 
recommended or devised. My experience is that, based upon 
certain set principles of control, the supporting system must be 
built up gradually, depending upon the particular operating 
conditions environing an enterprise. Broadly, the plan involves:

Purchasing records
Receiving records and stock cards 
Disbursing records and requisitions 
Records of adjustments and corrections 
Inventory records

The purchasing records may be disposed of by stating that 
they must of necessity include books, documents and files neces­
sary for reference purposes.

The receiving records are of major importance. A columnar 
record must be kept which shows reference to the purchase order, 
the date of receipt of the goods, the description and amount of 
the purchase, the discount if applied against supply stock, the net 
amount, cost of freights, handling, commissions, etc., and the net 
total, which total must represent the total net cost of the particular 
article put in stock.

There must also be shown in the receiving record a descrip­
tion of the number, weight or measurement of the article received, 
together with the unit used in keeping track of the stock, and a 
column for card numbers. Finally, there should be a space where 
a stamp can be used to show the date upon which the stock 
received was entered on the individual stock cards in the supply 
department office.

When the article is entered on the stock card the number of 
the card should be entered in the column provided for that 
purpose. Care must be taken that no item is stamped in the 
receiving record as a debit to a card unless the entry is actually 
made on the card. At the end of the month the total of the total 
net money column in the receiving record should exactly equal 
the aggregate amounts charged on the individual cards during 
the month, and that charged to supply account in the controlling 
accounts in the general office records. The totals shown in the 
receiving record should be distributed in an auxiliary record to 
the general stock classifications and the general classifications can 
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be further distributed in auxiliary records to such sub-classifi­
cations as may be desired.

As to the cards to be kept in the supply department office, 
almost any standard form can be used, providing the card shows 
quantity, unit price and amount in debit, credit and balance.

In order to facilitate the constant checking and correcting of 
actual physical inventories with the quantities and amounts shown 
by the cards, it is a good plan, where feasible, to keep another set 
of cards in the warehouse showing quantity only, debit, credit 
and net. Where these auxiliary “quantity only” cards are kept 
it is possible for the warehousemen to constantly check the ware­
house cards against the actual stocks during their spare time. 
When this is done a stamp may be used which shows the date 
they are checked and corrected. At the end of each day, corrected 
quantity cards with memoranda of corrections should be 
turned in to the warehouse office for comparison and correction 
of the quantity money cards.

In order to keep a correct perpetual inventory it is necessary 
to work almost constantly on a comparison of the cards with the 
stock. Stocks containing articles such as small tools and elec­
trical supplies, etc., which might possibly be pilfered or used 
without requisition, should be gone over and compared with the 
cards, say once a month. Other fast moving stocks, say at least 
once in three months. Slow moving stocks or large articles, say 
two or three times a year. And stocks of any kind when entered 
on a replacement memorandum for reordering.

If any differences are developed they must be run down imme­
diately, but in practice there should be no differences, for everyone 
should bear in mind that this is not supplies they are handling 
but money, which has been charged to the department and which 
must be accounted for in full. However, it sometimes develops 
that during a rush or emergency, or on night shifts, some 
particular article is required immediately to keep a machine or 
plant in operation, and it may be taken from outside stock without 
filing a requisition. The constant checking of the inventories 
will disclose any such discrepancy before the circumstances have 
been forgotten and generally, instead of having a shortage to 
write off to profit and loss, it develops that the necessary adjust­
ment can be made by charging some department with the cost 
of a definite article used in operations.

433



The Journal of Accountancy

All differences which cannot be charged definitely to any 
department should be listed on an adjustment sheet and an effort 
should be made at once to find out what has become of articles 
short. Often it will be found that where an article is short, some 
similar article, or the same article in a different size, is over. In 
this case there is no shortage, but immediately an adjustment 
should be made to take up any price difference.

As the various small adjustments and corrections are entered 
on the adjustment sheet in the supply department office, the 
individual items and corrections must be applied at once to the 
cards representing these items. At the end of the month the 
adjustment sheet should go to the general office with all necessary 
explanations on each item, and after authorization, the net of the 
adjustments should be charged or credited to the supply depart­
ment through the controlling account and an account on the 
general books called Supplies “Over and Short.”

In disbursing supplies, on no account may any article be 
released from stock without a requisition from some official or 
department head with authority to sign an order. Requisitions 
as filled should be numbered by a duplicating stamp commencing 
a fresh series of numbers each day, the duplicate numbers being 
stamped on a daily issue sheet, the latter showing briefly requi­
sition number, ordering name, description and quantity. This 
sheet is used as a check against the possibility of loss of any 
requisition after it has once been filled at the warehouse.

Requisitions should show the signature of the official ordering, 
the account number to which chargeable, the article required and 
the quantity, for what purpose ordered, to whom delivered and 
by whom the order was delivered. Space should be left on the 
requisition blank to be filled in in the warehouse, showing stock 
number and quantity delivered, and in the warehouse office 
showing quantity, price and money value.

All requisitions should go to the warehouse office daily to be 
posted in a columnar record showing the various charge account 
numbers and total, this record to fit into the financial divisions 
and cost divisions of the general accounts. The requisitions 
should then be posted to the stock classifications and sub-classi­
fications to correspond with the classifications kept as part of the 
receiving records.
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The daily totals by charge accounts and classifications should 
be summarized daily to group results for the month, and monthly 
for the year. Requisitions should be posted to warehouse quan­
tity cards and to the warehouse office quantity, price and amount 
cards, and filed for ready reference. At the end of the month 
the total for the month of the total column in the disbursing 
record, supported by a summary of the division of disbursements 
for cost and financial purposes, should go to the general office, 
and the controlling supply account in the general books be relieved 
of the value of the total supplies disbursed for the month.

As an aid in keeping track of stock and in order to lessen 
the chance of error upon the part of new employes and those 
unfamiliar with all of the various articles, it is a good plan to 
have every article in stock carry or be represented by a stock 
number, and every card a corresponding stock number. The 
stock number should appear on the bins, compartments or shelf 
divisions, as the case may be. On large articles in outside or 
yard stock the numbers may be lettered on with paint.

Reference should be made to this number wherever possible 
on requisition blanks, posting records, etc., as this tends to 
eliminate the chance of error and assists in the correction of 
errors should they occur.

In my opinion, it is better to use an average unit price in 
crediting the cards for articles issued instead of the plan some­
times used of first in first out, and when goods are received at a 
price at variance with the old stock on hand, the unit price on 
the card should be immediately corrected to the average.

Cards must be compared with actual stock at reasonable periods 
as outlined; and corrections should be made on the cards imme­
diately any discrepancy is discovered.

The net of all corrections should be taken up through the 
controlling accounts by entry supported by all necessary data, 
at the end of each month. Inasmuch as, under this plan, all 
cards are at all times represented by actual physical stock on 
hand, an accurate inventory may quickly be determined at any 
time by totaling the cards. If the clerical and accounting work 
has been done correctly, the total of the cards will, at the end of 
any month, equal the totals of the controlling accounts. Under this 
plan a semi-annual or annual physical inventory is not necessary, 
as the controlling accounts represent the true value of the physical 
stock of supplies.
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Groups of card numbers and corresponding stock numbers 
should represent classifications and sub-divisions of stock, and 
interesting comparisons of the various classes of stock may 
readily be furnished of inventories, purchases, disbursements and 
turn-overs, if an accurate working basis is once arrived at.

After the various stocks have been segregated into classifi­
cations, further divisions should be made into fast moving, slow 
moving, surplus and obsolete stock and when the surplus and 
obsolete stock have been determined, colored cards, or some such 
distinguishing method of identification, may be used to call 
attention to these items, and from these records lists of surplus 
and obsolete stock may be sent out if desired, offering the excess' 
stock for sale.

Once the excess stock is reduced, if the plan of ordering 
based only on actual requirements is followed, there should be 
no further accumulation, except of small amounts from time to 
time as certain operations or types of machines are abandoned. 
If this does happen, then the supplies affected should immedi­
ately be thrown to the obsolete stock division and steps taken to 
realize on this obsolete stock in some manner and at some price. 
In any event, the obsolete material should be moved out of active 
stock and carried at salvage or nominal value, depending upon 
the possibilities of disposal.

An important help in the accounting for, as well as the 
successful handling of, a supply stock is the arrangement of the 
stock itself. It must be kept in perfect order and so arranged 
that comparison may be made with the cards with little effort 
and time. This calls for considerable ingenuity and skill in stock 
arrangement, classification and indexing, and necessarily one of 
the chief elements leading to success is a really good supply 
manager. No real results can be obtained and the plan as a 
whole carried to a successful conclusion if those in charge of 
supplies are not really interested in their work and cooperating 
to the fullest extent with the accounting department.

The success of an enterprise depends to a large degree upon 
continuous operations, therefore a stock must at all times be 
carried which will obviate the possibility of a shutdown through 
lack of supplies. For this reason, without accurate consumption 
records the tendency is to overstock. Proper consumption records 
not only guard against the possibility of a shortage, but at all 
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times indicate to those interested the actual necessary stock which 
will give adequate protection against shortages and at the same 
time keep the supplies reduced to a safe operating minimum.

A record of previous years’ operations on each stock should 
be kept in a columnar book by years, showing units used, noting 
any abnormal conditions arising through extra material used on 
special work, etc. From this record should be established a fair 
minimum and maximum quantity necessary for a given period, 
and from these results there should be determined a safe minimum 
and sufficient maximum stock to carry, dependent upon the prox­
imity to markets from which supplies may be obtained. Minimum 
and maximum requirements should be marked on each supply 
stock card, and when issues reduce that particular stock to or 
below the minimum stock necessary, the card should immediately 
be compared with the actual remaining stock on hand and a 
replacement memorandum turned in to the supply department 
office, showing that the stock has been checked with the card and 
the amount of stock on hand, and indicating the necessary further 
amount required to properly restock. The replacement memo­
randum should at once go to those in charge of orders for 
purchase.

Where there is a lack of proper supply records relating to 
minimum and maximum requirements, and where no perpetual 
inventories are kept, there is generally waste and unnecessary 
expense—waste through the gradual accumulation of obsolete 
stock which must eventually be written off as a loss—loss through 
inventory shortages arising from pilfering or misplacement of 
small articles—inaccurate costs of manufacturing through direct 
charges to profit and loss at the end of a period represented 
by supplies used in operations and actually applicable to costs, 
but through error not charged direct to costs at the time of issue 
—interest charges or the equivalent on working capital tied up 
in excess supply stocks—expense of continued handling and 
re-handling excess stock and insurance and taxes on the value 
thereof—cost of unnecessary warehouse space, etc.—expense of 
taking the semi-annual or annual physical inventory.

The plan of an extra set of quantity stock cards used in the 
warehouse, as outlined in this article, might not be good for all 
companies. With a comparatively small stock the warehousemen 
are able to keep the stock in order and the cards checked up at 
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such times as they are not filling requisitions. In the case of a 
much larger stock it might be better to appoint a supply auditor, 
part of whose duties would be, with such assistants as might be 
necessary, to keep the stock in order and the quantity money 
cards in the supply department office checked up with the actual 
stocks on hand. Even if this latter plan were used, I think it a 
good idea to have some sort of quantity card record at each bin, 
or source of distribution, as the cards tend to remind the ware­
housemen of the conditions of the various stocks.

The plan of actually balancing the cards against the controlling 
accounts may be successfully applied to almost any business. 
A wholesale house I happen to know of, with four distributing 
warehouses in different localities, carries approximately 3,000 
articles in each stock. The 12,000 cards representing these articles 
are kept at the main office. A stock auditor checks each item in 
each stock monthly and the results are at once forwarded to the 
general office for comparison with the cards. The differences 
are practically nil, for the stocks are assumed to represent money 
values for which the warehouse managers are held responsible. 
Two clerks do all the posting and work in relation to the keeping 
of the cards and supporting records, and balance the cards 
monthly. The system has been in use for three years and the 
cards have balanced exactly to the controlling accounts at the 
end of each month during that period.

The inventory and receiving and disbursing records of this 
company are in such shape that it is possible to purchase for the 
future with little danger of overstocking, and each month any 
stock which does not appear to be moving right is drawn off and 
listed and such instructions are sent to the salesmen as will tend 
to immediately move the stock.

At the beginning of each six months’ period, a ratio of gross 
profit and desired turnover is established and the company is 
able to take full financial advantage of its perfect inventory 
records.

In the foregoing I have purposely kept away from the tech­
nical phases of my subject. Practising accountants of today 
thoroughly understand the working elements involved in any 
inventory system, although it is my belief that most of us are 
not nearly so well fitted to devise the detailed operating part of a 
system as are those who actually work on or are in charge of it.
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It is not my idea to advocate any particular system but rather 
to point out one of the apparent weak phases in accounting in 
modern business—the laxity in methods of handling supplies and 
materials.

It appears to me that in this matter of supplies there is a 
chance for real constructive work upon the part of accountants— 
not so much in the preparation of the forms and the working out 
of the technical details of supply systems as in originating and 
advocating constructive ideas and working gradually and persist­
ently towards gathering up the loose ends and making a compact 
whole so that the clerical work is proven and true results obtained.
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EDITORIAL
The news item of the month of greatest 
interest to accountants is undoubtedly the 
letter of Secretary of the Treasury Mellon

to the Acting Chairman of the Committee on Ways and Means. 
The secretary makes proposals for changes in the revenue laws 
which, if adopted by congress, will affect accountants in two 
important particulars. Firstly, they will be benefitted by the 
reduction of taxes and especially by the reduction accorded to 
earned income. Professional and salaried men have had to pay 
heavy taxes, heavier proportionately than taxpayers deriving their 
income from business or from investments. They cannot incor­
porate, they cannot deduct depreciation or depletion upon their 
useful life, nor can they adjust their losses in ways that will 
give the greatest measure of tax benefit. They have been unable 
to join the swelling ranks of tax avoiders.

Secondly, accountants will hail with satisfaction such a reform 
in tax administration as a board of tax appeals independent of 
the bureau of internal revenue. Congress has hitherto shown 
little conception of the complex problem of tax administration 
and since the beginning of our war taxation it has made no 
serious effort to provide adequate machinery. It is the fault of 
congress rather than of the bureau of internal revenue that the 
country has suffered and is still suffering from a delay in the 
audit and settlement of tax cases and a loss of revenue that 
might have been avoided in large measure had congress been 
willing to think about the matter.

The secretary’s proposals have been received with a chorus 
of approval from nearly every section of the country and it is 
especially gratifying to note that this approval shows little evidence 
of partisan politics. This is as it should be. Internal revenue 
is not a matter for party politics and, unlike the tariff, it has
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seldom been a party question. The issue is now before the 
country and upon it accountants have an opportunity and an 
obligation to make their influence felt.

One of the corollaries of success is noto­
riety, and a corollary of notoriety is the 
mail burdened with offers destined to 
lead the buyer into the fields of fortune.

This is by way of introduction to a consideration of some openings 
that have recently been presented to members of the profession. 
For example, one of our most eminent accountants has recently 
received an offer to sell to him “the most up-to-date, complete 
and busiest blank-book manufacturing and auditing concern in 
--------------- , ideally located in its own building--------------- , doing 
the largest business of its kind, with highly satisfactory per cent. 
return on money invested and a net annual profit of between 
$8,000 and $12,000 from the auditing department alone. A 
real he-man’s business, clean and progressive, capable of being 
expanded into a million-dollar concern with expenditure of little 
effort and time. . . . With an investment of $100,000 the concern 
can attain any size; its possibilities are limitless. It is really a 
beautiful business, and we know that if we can find the right 
person or persons to acquire it they would be as keenly interested 
and alive in owning and running it as the owner has been in 
establishing it.”

It seems a pity to add anything to this modest and conserva­
tive estimate of what a book-manufacturing and auditing concern 
may do. One can imagine, however, the kind of auditing which 
is involved. It seems almost possible that at times the auditing 
staff would find itself compelled, out of sheer affection for the 
client, to recommend the blank books manufactured by the other 
half of the family. Dr. Jekyll could never quite forget, in such 
circumstances, the existence of Mr. Hyde.

The Unholy 
Alliance of Trade 

and Profession

There was a time, in the early history of 
accountancy, when some people thought 
that an auditor’s duty was the introduc­
tion of an elaborate and always expensive 
system of bookkeeping, and there have

been purchasers of such systems on the recommendation of so- 
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called auditors. But it is a little astonishing and wholly discour­
aging to find that the idea has not yet been utterly abandoned. A 
very safe rule for those who engage the services of accountants 
in professional capacities is to have nothing whatever to do with 
any accountant, or person who represents himself to be an 
accountant, whose affiliation with any manufacturing concern 
whatsoever is even remotely possible. In the letter which is before 
us the person who would sell this precious business does not 
realize that there is anything amiss in the proposition; and this 
indicates that in that particular part of the country where the 
business is situated there must be a lack of knowledge of pro­
fessional accountancy, at least on the part of many business men. 
Otherwise the vendor would have heard an echo if not the direct 
voice of protest against the idea of combining profession and 
business.

And then there is the concern which offers accountants special 
inducements to bring financial business its way. The following 
is a typical sentence from a letter insulting the profession: “If 
you will bring to our attention situations in which a company is 
in need of additional capital we shall be delighted to make arrange­
ments with you to divide equally with you all commissions 
accruing from such business.” One wonders what would become 
of the professional standing of any man who, for any inducement 
whatever, would seek to establish a relationship between money­
lenders and borrowers in which he, as the go-between, would 
derive a commission. Will the people never learn that a profes­
sional man is above that sort of thing, and that the acceptance of 
commission or any compensation from anyone except his client 
is utterly contemptible? Where would be the value of profes­
sional advice if the client had the slightest reason to fear that the 
accountant giving the advice might have an ulterior motive, 
dictated by a lively expectation of commissions to be received? 
Accountants know, and lawyers, architects, engineers, physicians 
know, that there is nothing so destructive of professional standing 
as any doubt of the absolute integrity and disinterestedness of the 
practitioner. When the public has thoroughly absorbed this 
professional ideal it will be a happy day for all of us. On the 
other hand it is not only the man on the outside of accountancy 
who is guilty of debasing, or attempting to debase, the profession. 
What should be said of the man describing himself as an 
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accountant who wanders out into fields far from his home? Not 
long ago we wrote of the accountant who wished to Undertake 
social service labor. He was either a wit or witless. Now comes 
the man who wants to do the accounting, auditing, advising, 
directing and all other functions for his clients, and lest those 
functions should be insufficient he would add plans for enlarging 
capacities, standardizing manufacture, advertising, improved sales 
methods, and inducing people to invest their money in the com­
panies in which he is interested as an accountant. It is all very 
wonderful and beautiful, from one point of view, and all very 
damnable from the other, and we confess our preference is for 
the second view.

Women in 
Accountancy

One of the questions most frequently 
asked of practising accountants concerns 
the opportunity which accountancy offers 
or fails to offer for women. The number

of women engaged in preparation for the accounting field increases 
year by year, and there is hardly a school of accountancy in the 
country which does not number women among its students. The 
great majority of these women find their way into employment as 
bookkeepers or officers of corporations, but a few are earnestly 
imbued with an ambition to enter public accounting. This maga­
zine is frequently requested to give advice and assistance to 
women who have finished accounting courses and now feel 
themselves competent to enter the office of a public accountant as 
a member of the staff. The fact that most such efforts fail utterly 
causes a good deal of distress and heartburning, both of which 
are quite justifiable. But the fact of the matter is that women 
are not wanted as accountants on the staff of practising public 
accountants. Their ability in accountancy is unquestioned. In 
many cases those who have completed courses of instruction and 
have taken examinations have passed with distinction. Probably 
it is safe to say that the average female student surpasses, in 
application and ability, the average male student. There is, of 
course, the traditional belief that the female mind is not so adapted 
to analysis as to other mental activities, but the results which 
attend the examination of students indicate the fallacy of this 
belief. As to loyalty to their employers, there is no doubt. The 
great increase in the number of women employed by companies 
of all kinds, and to some extent in managerial capacities, is a 
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well-deserved testimony to their worth. And yet, the Accountant 
has no room in his organization for a woman as a member of the 
accounting staff—and herein lies the seeming paradox.

Yet the matter is quite simple. When a
What Militates member of an accounting staff is engaged
Against Them it is understood that he is to hold himself

in readiness to serve whenever and wher­
ever called upon to do so. In the wide variety of modern account­
ing practice a staff member may be required to go from one end 
of the country to another, in company with groups of staff 
members, working at high pressure and under living conditions 
not suitable for what might be termed post-graduate co-education. 
Then, again, there are many assignments to which staff members 
are sent, involving working all night long in places of difficulty 
and inconvenience. For example, an audit of a bank must be 
performed between the hours of closing and opening, particularly 
as to the counting of cash and securities. Large numbers of men 
are sent to work, but any attempt at heterogeneous personnel 
would hamper progress and lead to infinite embarrassment. 
Further, there is the utterly unwarranted objection, raised by some 
clients, when a woman appears as a representative of the account­
ant. Many of our business men are still living in the age when 
woman’s place was never outside the home, and to such men it 
is not only a shock but almost an indication of disregard if a 
woman is sent to undertake the work of a practitioner. There 
are several women who are members of the American Institute 
of Accountants and are conducting accounting practices. The 
range of their activities is, however, somewhat restricted, and 
until the business world has advanced to a point at which the 
equality of the sexes is universally acknowledged, their practices 
will be restricted. The number of women who are certified public 
accountants is increasing slowly, principally in those states which 
have no requirement of preliminary practice before taking 
examination. In states like Pennsylvania, where no one is 
allowed to take the examination who has not had actual public 
experience, women find it difficult to obtain admission to the 
examinations. Few accountants display a willingness to employ 
women on their staffs, even for the purpose of giving them the 
experience required under the preliminary-practice clauses of law 
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and regulation. In a word, then, the prospects for women in the 
field of accountancy are not brilliant. For that kind of accounting 
work which is involved in comptrollerships, treasurerships and the 
like, women have a distinct opportunity. In many such instances 
their abilities and characteristics render them far more suitable 
than a man would be likely to be. But as to the public field, it 
must be admitted, with regret, that the woman who succeeds is 
the rare exception.

There was a time within the history of 
A Song of Degrees mankind, in the United States and per­

haps elsewhere, when those who desired 
to have degrees attached to their names could do so without much 
difficulty. There were places where one could buy a degree in 
medicine or philosophy or law, and above all, in music. The writer 
of this note remembers well a member of a British colonial legis­
lature who was always known as Dr. So-and-So. There was 
profound mystery surrounding the origin of his title, but after 
deep research and much cross-questioning it appeared that he was 
a doctor of music, granted by some hitherto unknown degree­
factory in the extreme northwest of the United States. But he 
had no knowledge of music, except the sound of his own voice, 
which was more or less cacophonous. But he was a doctor of 
music, save the mark! We had hoped that that sort of thing was 
as dead as Queen Anne, but apparently it is not, for it has been 
reported to us, and evidence has been submitted, that an organi­
zation describing itself as a “university” is prepared to issue 
degrees in nearly every known science and art. The list of degrees 
available presented in their abbreviated form looks as though a 
page of a dictionary had been dropped and pied. The only letter 
that seems to be missing is Z. In order to obtain any of these 
precious degrees one must take a course in home study. Payment 
may be made in instalments. The courses are not described, and 
perhaps it is as well that it should be so. Special examinations 
will be held. In a word, nothing seems to have been omitted which 
could possibly be desired by the least industrious of aspirants for 
a degree. There is a serious omission, however, which was over­
looked, and that is, there seems to be no provision for the issuance 
of C. P. A. certificates. The error must be purely typographical.
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Wall Street’s
Fundamental 

Purpose

A young man who recently made his 
initial effort and failure in Wall Street 
expressed the opinion that he had been 
exceptionally unfortunate and seemed to 
feel as though the Fates had singled him

out for attack. This theory was based upon the assumption that 
at least fifty per cent. of the people who go into Wall Street, and 
by that we mean those who go into speculation, for which “Wall 
Street” is the proverbial synonym, come out of Wall Street with 
more money than they had originally. The fact of the matter is 
widely otherwise. The percentage of men or women who can 
succeed in speculation is probably smaller in stock-market affairs 
than in horse racing, and the sooner the public learns the fact the 
better for all concerned. The recent epidemic of bucket shops 
reminded everyone of the fact, which some had been inclined to 
forget, that the public likes to gamble and will gamble even if 
loss is comparatively certain. The psychology of the thing is 
quite incomprehensible, and yet the procession of speculators 
lengthens year by year. During the past few months we have 
been passing through a period of market depression, or softness, 
which has not been explained and probably cannot be explained 
by any other reason than manipulation and a certain amount of 
timidity. Whatever the cause, the market has been little better 
than no market at all. Many explanations are offered, and many 
excellent exhortations are delivered with the purpose of prevent­
ing speculation; but the lure still draws and people go down into 
the. Street with the idea that they can buy and sell at a profit. If 
the foundation upon which the stock exchange and all similar 
agencies are based were understood, there might be less eagerness 
to participate. For the word “exchange” is a misnomer. It is 
not a place in which exchanges take place, but it is primarily a 
place for the selling of securities, and when this point is grasped 
it will readily be seen that with selling as its chief objective, the 
function of exchange is secondary. There have been many pages 
devoted to the discussion of the iniquity of short selling and the 
foolishness of margin trading. Perhaps they may have some 
effect. But what should be understood by the public is the 
fundamental fact that the sale of securities is the thing for which 
the exchange exists. Having sold, the interest of the exchange 
largely ceases, and those who have bought must shift for 
themselves.
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Take the analogy of the ordinary town 
market in which meat, vegetables, etc., 
are offered for sale. Would anyone dream 
of going into such a market, purchasing 

a side of beef, and then moving around among the throng of 
purchasers in the hope of making a profit by reselling the beef? 
That is the kind of thing that our simple friends who enter Wall 
Street expect to do and are bitterly aggrieved when they find that 
they cannot do. The number of successful speculators is eloquent 
by its smallness. In most things our daily papers emphasize the 
unhappy events and lay no stress upon the pleasant things. Wall 
Street, however, aside from notorious failures, is an exception, 
inasmuch as we hear far more of the people who succeed than we 
do of the hundreds of thousands who lose by gambling. Of 
course each one of us has his own little system for breaking the 
bank, whether it be at Monte Carlo or at the comer of Broad and 
Wall Street, and once in a while the system seems to work. But 
sooner or later, if we keep returning to the tables, the wheels will 
go against us. The market has a useful purpose to serve so long 
as it is engaged in selling. Let the public grasp the fact and cease 
to endeavor to make a medium of exchange out of what is merely 
an undertaking to sell.
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Income-tax Department
Edited by Stephen G. Rusk

Attention is invited to two interesting decisions published in this 
month’s issue of The Journal of Accountancy. One of them, No. 3518, 
appertains to rental paid to a terminal company owned jointly by the rail­
roads using it. The terminal company was organized to build, own and 
maintain a bridge across the Ohio River near Louisville, Kentucky. The 
rental charged to the railroad companies for use of this bridge was 
intended to be used only to pay off, over the life of a bond issue, the cost of 
the bridge and the cost of its upkeep and maintenance. The circuit court 
of appeals, sixth district, ruled that these payments of rent constituted 
income to the terminal corporation, and as such was taxable. While it is 
not stated, it is presumable that the rentals paid by the railroads would 
constitute allowable deductions from the taxable income of the railroad 
corporations, if the court’s decision stands.

The commissioner has held at least in the case of Bean v. Hamilton, 
that an accountant is responsible for the correctness of the figures in an 
income-tax return but that the taxpayer is responsible for the data upon 
which the figures are compiled. In the case above cited, which case is 
embodied in treasury decision 3519, it is alleged that the taxpayer dis­
closed only a part of his income to the accountant making his return, and 
did not disclose to him another and larger part which would have subjected 
the taxpayer to an. assessment of excess-profits tax. These features, with 
others of importance, will make a reading of this decision worth while.

TREASURY RULINGS
(T. D. 3515—September 11, 1923) 

Income tax—Gross income defined—Exclusions
Article 75, Regulations 62, amended.

The federal farm loan act was amended by an act (ch. 252, 42 Stat. 
1454) approved March 4, 1923, authorizing the creation of federal inter­
mediate credit banks, and prescribing the manner in which such banks 
should be conducted. Section 210, Title II, of the act, as amended, makes 
applicable to intermediate credit banks the privilege of tax exemption 
accorded under section 26 of the act to federal land banks and national 
farm loan associations.

Accordingly, article 75 of regulations 62 is amended to read as follows:
Art. 75. Dividends and interest from federal land banks, federal inter­

mediate credit banks, and national farm loan associations.—As section 26 
of the federal farm loan act of July 17, 1916 (ch. 245, 39 Stat. 360), as 
amended by an act approved March 4, 1923 (ch. 252, 42 Stat. 1454), pro­
vides that federal land banks, federal intermediate credit banks, and 
national farm loan associations, including the capital and reserve or surplus 
therein and the income derived therefrom, shall be exempt from taxation, 
except taxes upon real estate, and that first mortgages executed to federal 
land banks, federal intermediate credit banks, or to joint-stock land banks, 
and farm loan bonds, and debentures issued by intermediate credit banks, 
with the income therefrom, shall be exempt from taxation, the income 
derived from dividends on stock of federal land banks, federal inter­
mediate credit banks, and national farm loan associations, and from interest 
on promissory notes secured by such first mortgages, or from such farm 
loan bonds or debentures, is not subject to the income tax. See also section 
231 (13) of the statute.
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(T. D. 3516—September 12, 1923)
Income tax—Revenue act of 1918—Decision of court.

1. Deductions—Federal Estate Taxes—Right to Deduct from Income 
of Decedent.

Where a taxpayer dies during the taxable year, a return of his income 
for the period in such a year during which he was alive is required showing 
the net income after deducting from the gross income deductions properly 
allowable by law. However, the occasion of an estate tax being death and 
it being imposed only after death, such tax would not be available to the 
taxpayer as a deduction during life and is accordingly not available to his 
personal representative when making a return, as he is required to do, of 
the income received by the decedent prior to date of death. As affecting a 
decedent, the deduction of an estate tax can not have been contemplated by 
the word “taxes” in section 214 (a) (3) of the revenue act of 1918. Such 
tax is from its very nature deductible only from income received after the 
tax has, following death, come into existence.
2. Judgment of the lower court.

Judgment of the United States district court for the eastern district of 
Pennsylvania (280 Fed. 241) affirmed.

The following decision of the United States circuit court of appeals for 
the third circuit in the case of Wilson Catherwood, executor of the will of 
Emma R. Catherwood, deceased, v. United States, affirming the United 
States district court for the eastern district of Pennsylvania (280 Fed. 241), 
is published for the information of internal-revenue officers and others 
concerned.
United States Circuit Court of Appeals for the Third Circuit. No. 2903. 

October Term, 1922.
Wilson Catherwood, executor of the will of Emma R. Catherwood, deceased, 

plaintiff in error, v. United States, defendant in error.
Error to the district court of the United States for the eastern district 

of Pennsylvania.
Before Buffington, Woolley, and Davis, circuit judges.

Woolley, circuit judge: Emma R. Catherwood died August 22, 1920. On 
February 25, 1921, the plaintiff, her executor, in obedience to the revenue act 
of 1918 (40 Stat. 1057, 1096-11-1), filed a return for federal tax on her 
estate and paid the tax. On the same day he filed two income-tax returns. 
One covered income received by the decedent during the taxable year 1920 
prior to her death. In computing taxable net income the executor did not 
deduct the estate tax he had that day paid because, under the regulations of 
the department of internal revenue then in force, the deduction would not 
have been allowed. Had the deduction been allowed and made, there would 
have been no taxable income for that part of the taxable year. The other 
return covered income of the estate received by the executor during the 
remainder of the taxable year. This was small and, even without deducting 
the estate tax, it disclosed no taxable income for that period. Therefore, if 
the estate tax had been deducted in the first return, there would have been 
no taxable income shown by the two returns for any part of the taxable 
year. The executor brought this action to recover the amount of income 
tax he had paid on income received by the decedent during the part of the 
taxable year she was alive, calculated without deducting the estate tax. 
The case was heard as though on demurrer and the court entered judgment 
for the defendant. (280 Fed. 241.) The plaintiff sued out this writ of 
error.

The question turns on the interpretation of several sections of the 
revenue act of 1918 and particularly on the interpretation of section 214. 
(40 Stat. 1058, 1082.) We shall approach this section by reviewing the 
preceding sections to which it relates, freely using italics to direct attention 
to the points under discussion.
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The matter falls first under title II of the act dealing with income tax 
and later under title IV dealing with estate tax. Section 210, the first 
provision with which we are concerned, declares that “there shall be levied, 
collected, and paid for each taxable year upon the net income of every 
individual a normal tax at the following rates.” This provision is relevant 
to the matter in hand in three particulars: first, it refers to the income of 
an individual, who in this case was Emma R. Catherwood; second, it 
shows that the taxable income is the net income; and, third, that the 
period for which such tax shall be levied, collected, and paid is a “taxable 
year.” Section 200 defines “taxable year” to mean, in this instance, the 
calendar year. Emma R. Catherwood, dying in August, 1920, did not live 
throughout the calendar or taxable year of 1920. Had she lived through­
out that year she would have obeyed section 210 by making a return con­
formable with section 212, which defines the “net income” on which the 
tax is levied as meaning “gross income” as defined by section 213, less 
the deductions allowed by section 214. This is the section, as affected by 
section 401, which calls for construction. It reads as follows:

Sec. 214. (a) That in computing net income there shall be allowed as 
deductions: * * *

(3) Taxes paid or accrued within the taxable year imposed (a) by 
the authority of the United States, except income, war-profits and excess­
profits taxes. * * *

The estate tax, which by section 401 of the act, is “imposed upon the 
transfer of the net estate of every decedent dying after the passage of this 
act,” is obviously not a tax that could have been “paid” by Emma R. 
Catherwood, or that could have “accrued within the taxable year” had 
she lived to file her own return, for such a tax can neither accrue nor be 
paid until death. So, had Emma R. Catherwood lived, she would not have 
been affected by, nor could she have deducted, an estate tax. But Emma R. 
Catherwood did not live throughout the taxable year. Income had been 
received by her during the part of the year in which she had lived and it 
was natural to expect that income would be received by her estate during 
the remainder of the year after her death. For a tax on the income she 
had received during the taxable year while alive she was liable. Though 
liable, she could not, as she was dead at the time the tax became due, make 
return and pay it herself. Anticipating such a case, and for the purpose 
of gathering a tax on all the income of a decedent for the whole of a 
taxable year—that which was received before death and that which was 
received after death—the law requires a return to be made by her personal 
representative for income received by herself—a fixed liability of her 
estate—and a return to be made by him for income received by her estate— 
a liability of his own. To this end the statute, by section 219, provides:

(a) That the tax imposed by sections 210 and 211 shall apply to the 
income of estates or of any kind of property held in trust, including—

(1) Income received by estates of deceased persons during the period 
of administration or settlement of the estate; * * *

(b) The fiduciary shall be responsible for making the return of 
income for the estate or trust for which he acts.

In this connection the act, by section 225, further provides:
That every fiduciary * * * shall make under oath a return for the 

individual, estate, or trust for which he acts. * * * Fiduciaries re­
quired to make return under this act shall be subject to all the provisions 
of this act which apply to individuals.

Therefore it is, that when an executor makes a tax return of net 
income received either by the decedent or by himself during the adminis­
tration of an estate, he, too, is allowed the deduction, named in section 214, 
of “taxes paid or accrued within the taxable year imposed by authority 
of the United States, except income, war-profits, and excess-profits taxes.” 
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But this section conceivably allows an executor who has himself received 
income a deduction which it does not allow a taxable making his own return. 
And this is so where the death of the taxable has intervened and because, 
thereupon, the law has raised a new tax, payable solely from the estate 
of the taxable. This is the federal estate tax. (Sec. 401.) This tax is 
not excepted from the allowable deductions under section 214, and, if “paid 
or accrued within the taxable year,” it is properly deductible from gross 
income received by the executor in ascertaining taxable net income. This 
has been definitely determined in United States w. Woodward (256 U. S. 
632, 41 Sup. Ct. 615, 65 L. Ed. 1131). That case turned primarily on the 
question whether, in any event, an estate tax is a proper deduction under 
section 214, and on the facts of the case the supreme court held that it 
was a proper deduction to be made in a return by the executor of income 
he had received in the taxable year after the decedent’s death and during 
the settlement of the estate. The plaintiff contends that in principle the 
Woodward case rules the case at bar where the deduction of the estate tax 
is sought to be made from income received by the decedent while living. 
To prevail on this contention the plaintiff must show that the supreme 
court, when it held that the estate tax “becomes due not at the time of 
the decedent’s death, * * * but one year thereafter, as the statute 
plainly provides” (sec. 406), was wrong in construing the words “taxes 
* * * accrued within the taxable year,” as used in section 214, to mean 
“taxes [that] became due during the taxable year.” . It is fairly debatable 
under the Woodward decision whether an estate tax accrues when due, 
or, under the decision in Herts v. Woodman (218 U. S. 205), it accrues 
when imposed. But aside from this question we are of opinion that in 
construing section 214 the taxes there allowed as a deduction must be read 
with reference to the person affected. The first return made by the 
executor was, as we have shown, for income received by the decedent 
during her lifetime. From such income received by her during that part 
of the taxable year the deduction of an estate tax can not have been con­
templated by the word “taxes” in section 214, because there was as affect­
ing her, when living, no such thing as an estate tax. The occasion of an 
estate tax is death and it is imposed only after death. It was in this 
instance imposed upon the transfer of the decedent’s estate and the duty 
of payment was imposed upon her executor. If the estate tax “accrued” 
when “due” in 1921, it did not accrue within the “taxable year” of 1920 
and was not, in any line of reasoning, deductible in either tax return. If 
it “accrued” when “imposed” in 1920, then it “accrued within the taxable 
year” within the meaning of section 214 and was, under the decision in 
the Woodward case, a proper deduction to be made by the executor, in 
ascertaining taxable net income from gross coming into his hands “during 
the period of administration or settlement of the estate.” It so happens 
in this case that, because of the small gross income received by the executor 
during administration, the deduction thus available would be of no use. 
Therefore, the effort is made to shift the deduction to the executor’s return 
on income received by the decedent during her lifetime. There would be 
nothing in this position were it not for the breadth of the language in 
section 214 wherein a deduction is allowed on “taxes paid or accrued within 
the taxable year,” coupled with the plaintiff’s claim that the estate tax, paid 
when “due” in 1920, actually “accrued” within the “taxable year” of 1920. 
The plaintiff maintains that it makes no difference in what part of the 
taxable year, whether before or after the decedent’s death, the tax accrues. 
For the reasons already given we are not impressed with this contention. 
Assuming without deciding that the estate tax “accrued” within the “tax­
able year” of 1920, it does not follow that it may be deducted at pleasure 
from income received by different persons at different times during that 
year. It is, from its very nature, deductible only from income received 
after the tax has, following death, come into existence, not on the theory 
that it is payable out of a segregated part of the estate, for it is not
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(deduction and payment are different matters), but because the deduction, 
not being available to the taxable, had she lived, is not available to her 
personal representative when making a return for her of income she had 
received when living—a return clearly different from the one an executor 
is required to make for income received by himself during the settlement 
of the estate.

Finding no error, we direct that the decree below be affirmed.

(T. D. 3518—September 20, 1923)
Income tax—Revenue acts of 1913 and 1916, as amended—Decision of court. 
1. Income, What Constitutes.

Payments by railroad companies, sole stockholders and tenants of a 
terminal company, as rentals for their proportionate user, held to be 
income.

A terminal company was organized by three railroad companies to 
acquire, own, and jointly operate a railroad bridge “for the equal benefit” 
of the railroad companies and “not for the purpose of making any pecuniary 
profit from the undertaking.” The capital stock was taken by them in 
equal proportions. The terminal company had a large outstanding mortgage 
indebtedness, the payment of both principal and interest of which was guar­
anteed by the railroad companies. The railroad companies agreed each with 
the others, and with the terminal company, to contribute as rental to any 
deficit of the terminal company in proportion to the user by each railroad 
company of the terminal facilities. It was further agreed that no dividends 
should be declared by the terminal company, and that “all surplus and net 
earnings and income shall constitute a reserve fund for additions to and 
improvements and reconstruction of the property of the terminal company.” 
Held, that such contributions by way of rental payments by the railroad 
companies to the terminal company to make up the annual deficit of the 
latter were taxable income of the terminal company under section II G (a) 
of the revenue act of 1913, section 10 of the revenue act of 1916, and 
section 4 of the revenue act of 1917.

2. The payments so made by the proprietary companies as rentals 
which were earnings of the latter’s operation “proceed from the property” 
of the terminal company, and constitute a profit therefrom (equally whether 
or not there was a net gain or net income to it), notwithstanding the agree­
ment that they were not to be transformed into dividends and were ulti­
mately to be a reserve fund for additions, improvements, and reconstruc­
tion of the terminal property.

3. Decision of the district court reversed.
The attached decision of the United States circuit court of appeals for 

the sixth circuit in the case of Elwood Hamilton, collector, v. Kentucky & 
Indiana Terminal Railroad Co., is published for the information of internal­
revenue officers and others concerned.

United States Circuit Court of Appeals, Sixth Circuit. No. 3821. 
Elwood Hamilton, late collector of internal revenue, plaintiff in error, v.

Kentucky & Indiana Terminal Railroad Co., defendant in error.
Error to the district court of the United States for the western district 

of Kentucky.
[Submitted April 9, 1923. Decided May 8, 1923. 289 Fed. 20.] 

Before Knappen, Denison, and Donahue, circuit judges.
Knappen, circuit judge: Defendant in error, which we shall call the 

terminal company, during the years 1915, 1916 and 1917 owned and operated 
a bridge across the Ohio River for railroad, street-car, wagon, and foot 
purposes between Louisville, Ky., and New Albany, Ind. By section II A (1) 
[II G (a)] of the revenue act of October 3, 1913 (38 Stat. 114, 166), the 
terminal company was liable to a tax of 1 per cent. upon its “entire net 
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income arising or accruing from all sources” during the year 1915; by 
title 1, part II, section 10, of the revenue act of September 8, 1916 (39 
Stat. 756, 765), it was liable to a tax of 2 per cent. upon such income during 
the year 1916; and by title I, section 4, of the revenue act of October 3, 
1917 (40 Stat. 300, 302), it was liable to a tax of 4 per cent. upon such 
income during the year 1917. Taxes assessed for each of the three years 
were paid under protest and suit brought for their recovery. The only 
question presented is whether in that suit the district court rightly rendered 
judgment for the terminal company, upon the ground that it had not during 
any of the years in question any taxable income whatever.

The terminal company was organized with a capital stock of $75,000 
held (except as to a few qualifying shares) in equal proportions by three 
railroad companies (the Southern, the Baltimore & Ohio Southwestern, and 
the Chicago, Indianapolis & Louisville), which acquired the terminal prop­
erties (as stated in the plan of reorganization) “for the equal benefit” of 
the three companies, and “not for the purpose of making any pecuniary 
profit from the undertaking,” but “with the view to securing to these com­
panies terminal facilities in the city of Louisville and without any purpose 
of making the corporate organization a profitable one in the way of divi­
dends upon any corporate stock to be issued by the new corporation.” 
During the years in question the terminal company had an outstanding 
mortgage bond issue of more than $6,000,000, the payment of both principal 
and interest whereof was guaranteed by the three railroad companies to 
facilitate the sale. By contract between the terminal company and the 
three proprietary companies each of the latter was to have “full and equal 
rights with the others” in the terminal property, each agreeing for a period 
extending beyond the taxing years in question to make use of the terminal 
company’s properties for all passenger and freight traffic within its control 
destined to cross the Ohio River at Louisville. Each proprietary railroad 
company was to be charged the same amount for switching per car, but 
any deficit of the terminal company was to be “made up” by the three 
proprietary companies in proportion to each company’s use of the terminal,1 
the terminal company being required to render monthly bills to the pro­
prietary companies for switching charges, and also monthly bills to each 
showing amounts due by each company under the clause we have quoted 
in the margin, each bill to include in its estimates one-twelfth part of the 
annual taxes and of the annual fixed charges.2 Provision was also made 
for excluding any proprietary company which defaulted in payment of such 
bills from further use of the terminal company’s property and from en­
joyment of the terminal service. It was also provided that until otherwise 
expressly agreed by the proprietary companies no dividend from profits 
should be declared by the terminal company, but that “all surplus and net 
earnings and income shall constitute a reserve fund for additions to and 
improvements and reconstruction of the property of the terminal company.”

1 The contract provided that the proprietary companies “shall pay for the use of the 
property and facilities of the said terminal company such sums of money as shall from 
time to time be required, in addition to other revenues of the terminal company, to 
meet all expenses of operation and maintenance of the property of the terminal company 
and all of its obligations for taxes and interest upon its first-mortgage bonds as the 
same may be out-standing from time to time; the respective amounts to be paid by each 
company being fixed and determined” on a basis of usage of the terminal property.

2 During the year 1915 the proprietary companies, under the contract provisions 
referred to paid, $363,445.59; during 1916, the sum of $361,994.47; during 1917, the 
sum of $534,981.16.

If the payments so made by the proprietary companies are excluded 
from the terminal company’s returns, that company not only had no income, 
but it suffered a substantial deficit during each of the years in question. If, 
however, the contributions by the proprietary companies constitute income, 
the terminal company had a substantial net income within the meaning of 
the statute for each of the three years, due to the fact that while the pro­
prietary companies paid the bond interest in full, the terminal company was 
entitled in computing its net amount to deduct but a trifle more than one- 
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half of the amount of the interest so paid. The terminal company raises 
no question of the validity of the income-tax provisions so limiting interest 
deductions. See Anderson v. 42 Broadway Co. (239 U. S. 69; T. D. 2261). 
It results that if the payment of the bond interest by the proprietary com­
panies to the terminal company was income, the judgment below is con­
cededly wrong and should be reversed. The case thus turns solely upon 
the definition of income.

In Stratton’s Independence v. Howbert (231 U. S. 399, 415; T. D. 1913), 
income was defined as “the gain derived from capital, from labor, or from 
both combined.” In Doyle v. Mitchell (247 U. S. 179; T. D. 2723), this 
definition was approved when made to include profit gained through a sale 
or conversion of capital assets. In Eisner v. Macomber (252 U. S. 189, 
207; T. D. 3010), and in United States v. Phellis (257 U. S. 156, 168-9; 
T. D. 3270), (both of which were stock-dividend cases), the definition 
above quoted was approved, being elaborated in statement (to use the 
language of the Phellis case) as “a gain derived from capital, not a gain 
accruing to capital, nor a growth or increment of value in the investment, 
but a gain, a profit, something of exchangeable value, proceeding from the 
property, severed from capital, however, invested, and coming in; that is, 
received or drawn by the claimant for his separate use, benefit, and disposal.” 
The terminal company invokes these definitions, and contends that the 
payments made by the proprietary companies are wholly excluded there­
from. In this connection it contends that its road was not operated for 
profit, and invokes the broad proposition that the income-tax laws do not 
treat as income that which in the generally accepted sense is not income.

We think these contentions overlook the substantial situation. The 
payments made by the proprietary companies were part of the rentals to 
be paid by those companies for their use of the terminal facilities. The 
terminal company had a substantial gross income apart from payments made 
by the proprietary companies. The latter needed the terminal facilities, 
and were willing to pay what these facilities were worth. They found it 
to their interest as stockholders to own equal interests in the stock, but as 
proprietary companies (as distinguished from their interests as stock­
holders) they saw fit to contract to pay to the terminal company, which 
owned and operated the physical properties, whatever amount was required 
above receipts from other sources to meet the expenses of operation, 
repairs, maintenance, and conservation of property, including interest upon 
the corporate indebtedness. These contributions were apportioned accord­
ing to the beneficial use of the terminal facilities which each of the three 
proprietary companies enjoyed. These payments were nothing more or 
less than rentals of the terminal facilities. It could not well be doubted 
that had they been beforehand fixed in amount they would properly be 
treated as income. That these amounts were uncertain until fixed by 
experience does not alter their essential nature. Nor is it open to reason­
able doubt that had the amount of these so-called deficiency payments 
been derived from rentals to other than the proprietary companies they 
would have constituted income. Upon principle, we think these payments 
were true income, and they did not fail of being such from the fact that 
as the only (at least the chosen) means of obtaining the terminal company’s 
facilities, and the preferred rights thereunder, the proprietary companies 
were required to pay more for the facilities than perhaps could be obtained 
for casual or less complete or less important service. Nor, in our opinion, 
can it properly be said that the corporation was not organized for profit. 
The contract provision that until otherwise expressly agreed by the pro­
prietary companies no dividend from profits should be declared, etc., does 
not preclude a change of policy in that regard. Nor do we think that pay­
ments such as are here in question are outside the generally accepted defi­
nition of income. We think it clear that the payments so made by the 
proprietary companies as rentals did “proceed from the property” of the 
terminal company, were earnings of the latter’s operation, and did consti­
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tute a profit therefrom (and equally whether or not there was a net gain 
or net income), notwithstanding, according to the then existing policy, such 
profits were not to be transformed into dividends but were ultimately to 
find their way into “additions to and improvements and reconstruction of 
the property of the terminal company.” The contemplated “reserve fund” 
to result from “surplus and net earnings and income” could be nothing else 
than profits. The fact that a net income, in a taxable sense, resulted only 
because the terminal company could not deduct from the rentals received 
all the interest paid is unimportant, as has already appeared. That statu­
tory “net income” was directly and immediately due to the interest pay­
ments made by the proprietary companies is not important. We are not 
impressed with the terminal company’s contention that it acted only as 
distributing agent in the collection of the interest payments from the pro­
prietary companies. The terminal company owned the terminal properties 
subject to the payment of the mortgages thereon. The interest money was 
thus paid to and used by the terminal company for meeting charges against 
its own property, default in whose payment might well result in the loss of 
the property. Had the interest payments been made by the proprietary 
companies directly to the bondholders or the mortgage trustee, the pay­
ments would have been none the less income of the terminal company.— 
Anderson v. Morris, etc., Co. [C. C. A.] (216 Fed. 83, 90). It has been 
held that interest on bonds of a lessor company and dividends to stock­
holders of such company, paid as part of rentals by a lessee company, are 
“income” of the lessor company.—Rensselaer, etc., Co. v. Irwin [C. C. A. 2] 
(249 Fed. 726) ; Northern Ry. Co. v. Lowe [C. C. A. 2] (250 Fed. 856). 
That dividends on stock paid by a lessee company directly to the lessor’s 
stockholders, as part of an agreed rental, constitute “income” of the lessor 
corporation is held in West End Street Railway v. Malley [C. C. A. 1] 
(246 Fed. 625; T. D. 2620). Our conclusion, so far stated as on principle, 
that the proprietary companies’ payments here involved are income within 
the taxing acts here in question, is fully supported by reasoned and con­
vincing adjudications, which we are content to follow.—Boston Terminal 
Co. v. Gill [C. C. A. 1] (246 Fed. 664; T. D. 2671) ; Houston Belt & Ter­
minal Ry. Co. v. United States [C. C. A. 5] (250 Fed. 1; T. D. 2710). The 
Boston Terminal case was in its facts almost identical with the instant case. 
The Houston Terminal case directly involved, as did the Boston Terminal 
case, the question of interest upon a terminal company’s bonds. Every 
vital question here involved was presented and decided in one or both of 
these cases. The terminal company here makes no attempt to distinguish 
these cases from the instant case.

It results from these views that the judgment of the district court 
should be reversed, and the cause remanded with directions to take further 
proceedings not inconsistent with this opinion.

(T. D. 3519—September 20, 1923)
Income and protits tax—Revenue act of 1917—Decision of court.

1. Excess-profits Tax—Separate Return.
Under the excess-profits-tax provisions of the act of October 3, 1917, 

and the regulations thereunder, an individual who receives income from a 
trade or business having an invested capital is required to file a separate 
excess-profits-tax return in addition to his income-tax return.
2. Excess-profits-tax Return—Penalty for Failure to File.

Failure to file such a return under the conditions stated subjects the 
taxpayer to the penalty prescribed by section 3176, revised statutes, as 
amended, even though he makes an income-tax return which impliedly 
shows that he was not engaged in a business having an invested capital and 
that he did not owe any excess-profits tax upon income derived from a 
business having invested capital.
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3. Return—Failure to File Reasonable Cause for Failure.
The fact that the taxpayer turned over to an expert accountant what 

he thought was all the data necessary to make out complete and accurate 
income and excess-profits-tax returns, and that through inadvertence he 
failed to give the accountant all the necessary facts, as a result of which 
his income was understated in his income-tax return and no excess-profits- 
tax return was filed does not constitute reasonable cause for failure to file 
an excess-profits-tax return, the facts also showing that the taxpayer 
executed the income-tax return without looking at it or noting the amount 
thereof.
4. Appeal and Error—Matters Concluded by Judgment in Trial by 

Court.
In an action by a taxpayer to recover a refund of a penalty of 50 per 

cent. imposed by the commissioner of internal revenue under section 3176, 
revised statutes, as amended by section 16 of the revenue act of 1916, and 
paid under protest, where a jury is waived, a judgment dismissing the action 
involves a finding of fact that the plaintiff failed to make and file a return 
within the time prescribed by the statute.

The attached decision of the United States circuit court of appeals 
for the sixth circuit in the case of James B. Beam v. Elwood Hamilton, 
collector, is published for the information of internal-revenue officers and 
others concerned.

United States Circuit Court of Appeals, Sixth Circuit. No. 3787. 
James B. Beam, plaintiff in error, v. Elwood Hamilton, collector of internal 

revenue, defendant in error.
Error to the district court of the United States for the western district 

of Kentucky.
[Submitted April 9, 1923. Decided May 15, 1923. 289 Fed. 9.] 
Before Knappen, Denison, and Donahue, circuit judges.

Knappen, circuit judge: This writ brings up for review a judgment 
rendered in favor of the collector in a suit by plaintiff in error to recover 
a penalty of 50 per cent. assessed (and paid under protest) for alleged 
failure to make a return under the revenue act of October 3, 1917 (40 
Stat. 300). During that calendar year (and for many years before) plain­
tiff in error was the vice-president and general manager of a distillery, for 
which service he received an annual salary of $4,200. On his shares of 
stock therein he drew dividends of $18,000. He was also on his own 
account (and for several years preceding had been) engaged in the business 
of registered distiller and wholesale and retail liquor dealer, and as such 
distiller owned and operated that individual business. He made an income- 
tax return showing the salary and dividends referred to and several thou­
sand dollars of other income (not connected with his personal distillery 
and liquor business), showing a net taxable income of $27,472.78, on which 
a tax of $1,360.74 was computed and paid. No return whatever was made 
of his income from his personal business as distiller, etc., from which he 
received during 1917 an income of $51,994.70. A return thereof would have 
made plaintiff liable to an additional income tax of $4,333.18 (a total of 
$5,693.92 instead of $1,360.74), and to an excess-profits tax of $21,155.47. 
On discovering this situation the commissioner made a new assessment of 
taxes on the correct basis, adding to the taxes assessed a penalty of 100 
per cent. ($5,693.92) for making a false and fraudulent return, and a 
penalty of 50 per cent. upon the excess-profits taxes for failure to make 
and file an excess-profits return. The entire of the additional taxes and 
penalties so assessed was paid under protest. In this suit to recover both 
items of penalties paid, the district court (which tried the case on statu­
tory waiver of jury, under Rev. Stat. 649, U. S. Comp. Stat. sec. 1587) 
concluded that the return actually made was not false and fraudulent, it 
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appearing to have been prepared by an expert accountant, plaintiff in error 
claiming he had given the accountant full data for the return and that he 
had executed the same without “looking at it or noting the amount thereof.”

The court held, however, that plaintiff was not entitled to recover the 
50 per cent. penalty assessed and paid for failure to make an excess-profits 
return. The government has not asked review of the judgment regarding 
the 100 per cent. penalty. Plaintiff in error does not complain of the 
reassessed taxes paid. The only question here relates to the 50 per cent. 
penalty.

Revised Statutes 649 (U. S. Comp. Stat. sec. 1587) provides that “the 
finding of the court upon the facts, which may be either general or special, 
shall have the same effect as the verdict of a jury.” Revised statutes sec. 
700 (U. S. Comp. stat. sec. 1668) provides for a review of the rulings of 
a court in the progress of a trial if excepted to at the time and presented 
by bill of exceptions, and that “when the finding is special the review may 
extend to the determination of the sufficiency of the facts found to support 
the judgment.” The record does not show that any request for special 
findings was made, nor that any finding was made except that in the 
judgment entry the court “found the fact to be that the said return, upon 
which said penalty was based, imposed and collected as stated in the plead­
ings, was not wilfully ‘false’ nor ‘fraudulent,’ nor was it wilfully made with 
intent to defeat or evade assessment of a tax.” The return referred to is 
obviously the income-tax return actually made, on which the tax of 
$1,360.74 was computed and paid. The statute under which the penalty 
in question was assessed (Rev. St. sec. 3176, as amended Sept. 8, 1916—39 
Stat. p. 775; U. S. Comp. Stat. sec. 5899) provides that “in case of any 
failure to make and file a return or list within the time prescribed by law, 
or by the collector, the commissioner of internal revenue shall add to the 
tax fifty per centum. of its amount,” subject to an exception hereinafter 
referred to. A fraudulent failure to file return is not necessary to the im­
position of that penalty; concededly, mere failure is enough. With 
reference to that item the judgment entry is merely “in respect to the 
remainder of the amount sought to be recovered by the plaintiff, viz., the 
further sum of $11,015.21, and interest thereon, the court is of opinion and 
now adjudges that plaintiff’s action should be and it is dismissed.” This 
adjudication has the force of a general verdict of a jury, and (in the 
absence of exception to the admission of evidence) is conclusive upon all 
matters of fact involved therein. See Lehnen v. Dickson (148 U. S. 71) ; 
Vicksburg, etc., Ry. Co. v. Anderson, etc., Co. (256 U. S. 408, 415); 
National Surety Co. v. C. N. O. & T. P. Ry. Co. [C. C. A. 6] (145 Fed. 34) ; 
Mason v. Smith [C. C. A. 6] (191 Fed. 502, 503). Our statement of facts, 
supra, is supported by admissions in pleadings or otherwise.

The exception in the 50 per cent. penalty provision before referred to 
is that “when a return is voluntarily and without notice from the collector 
filed after such time, and it is shown that the failure to file was due to a 
reasonable cause, and not to wilful neglect, no such addition shall be made 
to the tax.” On this record plaintiff is not entitled to the benefit of this 
exception. The fact of voluntary return without notice from the collector 
is not found, the allegation thereof in plaintiff’s petition is denied by the 
answer, and there is direct evidence to the contrary. Two witnesses testified 
without dispute, that plaintiff refused, under advice of his accountant, to 
sign the excess-profits-tax return prepared by the revenue officers. Pre­
sumably the extent of plaintiff’s actual claim in respect to voluntary return 
of the excess-profits tax is that his act in furnishing the revenue officers 
with the details of his income from his personal business, which was 
incorporated into the proposed return and upon which the excess-profits 
tax was assessed, amounted to a making of such return by him.

The sole substantial question presented is whether the penalty provision 
involved extends to a failure to make a return of excess profits, or whether 
it is limited to failure to make any income-tax return.
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In our opinion the 50 per cent, penalty applied to the failure to make 
an excess-profits-tax return. The excess-profits feature had its genesis in 
the United States in the act of March 3, 1917, which applied only to cor­
porations and partnerships. The act of October 3, 1917, with which we are 
concerned, applied to individuals as well, and superseded the act of March 3, 
so covering the entire of the year 1917 (Holmes Federal Taxes, 1923 ed., 
p. 1213). In the act of October 3 a distinction between ordinary income 
taxes and excess-profits taxes was clearly recognized, separate and distinct 
provisions being made for return of the two classes of taxes. The act was 
divided into 13 titles, title I relating to war income taxes, title II to war 
excess-profits taxes, titles III to IX, inclusive, and title XI relating, respect­
ively, to taxes on beverages, tobacco and manufactures thereof, public 
utilities and insurance, excise, admissions and dues, stamp taxes, estate 
tax, and postal rates. Title X contained administrative provisions, title XII 
income-tax amendments, and title XIII general provisions. Section 201, 
which is part of title II, imposed the excess-profits taxes in question. 
Section 212, also part of title II, expressly made applicable thereto all 
provisions of title I of the act of September 8, 1916, as amended by the 
revenue act here in question, relating to returns and payment of the tax 
therein imposed, “including penalties,” thus incorporating into title II of 
the act of October 3, 1917, the requirement of section 8 of title I of the 
1916 act, which requires a “true and accurate return under oath” to be 
made “in such form as the commissioner of internal revenue, with the 
approval of the secretary of the treasury, shall prescribe;” while section 
213 (also part of title II) authorized the commissioner of internal revenue, 
with the approval of the secretary of the treasury, to make regulations 
for carrying out the provisions of that title, and to require corporations, 
partnerships, or individuals subject to the provisions thereof “to furnish 
him with such facts, data, and information as in his judgment are necessary 
to collect the taxes imposed by this title,” viz., the excess-profits taxes. In 
1917 the commissioner provided two separate forms for individual tax 
returns, No. 1040, entitled “Individual income-tax return for calendar year 
1917,” and No. 1101, entitled “Individual excess-profits-tax return for 
calendar year 1917.” Heading A on form 1040 contained blanks for details 
regarding “income from salaries, wages,” etc. The first paragraph of 
instruction No. 7 (Form 1040), entitled “excess-profits taxes,” directed 
that “if your net income reported under A * * * exceeded $6,000 you 
are subject to an excess-profits tax at the rate of 8 per cent. on the amount 
by which the net total under A exceeds $6,000.” Heading B on form 1040 
relates to “income from business (including farming).” The second para­
graph of instruction No. 7 on that form reads: “If your total income from 
all sources exceeded $6,000 and you received any income from a trade or 
business with invested capital, you should get a copy of the excess-profits- 
tax return (Form 1101) and calculate the amount of your tax, if any, as 
directed therein.” On form 1101 instruction 2 reads: “Every individual 
employing invested capital in his trade or business and having a net income 
for 1917 of $6,000 or more must make a return on this form;” and instruc­
tion No. 4 on form 1101 gives the information that net income subject to 
excess-profits taxes falls into two classes; that the first comprises all net 
income derived from trade or business (including occupations and profes­
sions) having no invested capital or not more than a nominal capital, and 
includes incomes reported in schedule A, form 1040; that the tax on such 
income should be computed and entered on Form 1040 according to the 
instructions thereon; but that all other income subject to tax (with ref­
erence to instruction No. 3 above, which in terms relates to excess-profits 
taxes) should be entered on form 1101, and the tax computed as directed 
in the instructions on that form. This form 1101 contained four schedules, 
designated, respectively, as “net income subject to tax,” “adjusted capital,” 
“deduction,” and “computation of tax,” each heading containing express 
reference to excess-profits-tax regulations. This form 1101 was required 
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to be sworn to as “a true and complete return” * * * “pursuant to the 
excess-profits-tax regulations.”

We think the two returns, thus so clearly distinguished, in connection 
with the requirement of separate return on form 1101, do not lose their 
separability or distinct identities from the fact that the amount of the 
excess-profits tax is to be carried onto form 1040, under headings 34 and 
35, designated respectively as “excess-profits tax at rate of 8 per cent. 
(see instruction No. 7, page 1)” and “excess-profits tax on income from 
business with invested capital, as computed on excess-protits-tax return 
form 1101;” nor from the fact that the excess-profits tax is to be deducted, 
in line L of form 1040, from the taxable income otherwise shown thereby.

As plaintiff’s income from salaries, wages, etc., under subdivision A, 
form 1040, did not amount to $6,000, he was not subject to excess-profits 
taxes thereon. The blanks under B, however, relating to income from 
business having invested capital, were left unfilled (as was the blank in 
line L relating to deduction of excess-profits taxes), and so form 1040 
failed to show any income subject to excess-profits tax. In view of the 
considerations we have pointed out, we are unable to agree with plaintiff’s 
contention that because schedule B was so left blank, and plaintiff thereby 
(impliedly only) made a return that he was not engaged in a business 
with invested capital and that he did not owe any excess-profits tax, he 
thereby made a return within the meaning of the excess-profits title, 
although the return so impliedly made on form 1040 was untrue; nor with 
the further contention that unless the return actually made was wilfully 
false or fraudulent, as the court below found it was not, plaintiff can not 
be subject to the penalty for failure to make another return as to which 
the liability is not conditioned upon fraudulent action. Not only was the 
excess-profits tax a separate, distinct, and then novel source of revenue, 
but the statute and regulations, as we have above shown, in express and 
formal terms required separate and distinct returns thereof, and we think 
it clear that failure to make a separate return of excess-profits tax is none 
the less a failure to make the return contemplated by the statute because 
of the mere fact that the computations on the excess-profits return are to 
be carried onto form 1040; the use of that form also is necessary to a 
complete report. By section 213 the commissioner was undoubtedly given 
authority, with the approval of the secretary of the treasury, to require 
both returns. The document, failure to make which the statute penalizes, 
is not styled a “report;” the statute denominates it as a “return or list;” 
and form 1101 is plainly such “return or list.” The statute penalizes “any 
failure to file a return or list,” etc. Nor is there any inconsistency between 
the court’s finding of lack of “wilfully false or fraudulent” action as applied 
to the return made on form 1040, and the conclusion of liability for failure 
to make an excess-profits return. While we must assume, in view of the 
judgment, that plaintiff thought he had acquainted the expert with his 
ownership of a separate distillery business, and so did not act fraudulently, 
the accountant testified on the trial that plaintiff “never informed” him that 
he (plaintiff) “was in business as a distiller on his own account.” In so 
far as the conclusion of fact so testified to was essential to the judgment 
rendered, the trial court is presumed to have believed the testimony. We 
think the commissioner justified in holding that while the accountant was 
responsible for the correctness of the figures, plaintiff was responsible for 
the source of the same and sufficient details to insure a complete under­
standing of the business, and that failure to take such precaution to 
“discover the omission of the principal item of income” does not “constitute 
reasonable cause for failure to file an excess-profits-tax return, which was 
also due to the omission of the income in question from [plaintiff’s] income- 
tax return.” The penalty, while drastic, was intended to insure payment 
of public revenue. No question of its reasonableness is involved.

The judgment of the district court is affirmed.
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The Statement of Application of Funds

It is the established practice of many public accountants to include a 
comparative balance-sheet in their annual reports. This comparative 
balance-sheet shows the assets, liabilities, and capital both at the beginning 
and at the end of the period under review, together with the increases and 
decreases in the various items. Such a statement shows the changes in the 
financial condition during the period, and furnishes the auditor with a 
basis for commenting upon the various changes in assets and liabilities.

Many accountants have felt that the comparative balance-sheet did not 
go far enough in organizing the material in such a way as to give a clear 
and comprehensive conception of the change in the financial condition 
caused by the profits of the period, the dividend payments, and any financ­
ing programme which may have taken place. A comparative balance-sheet 
merely shows the change in each balance-sheet item; it does not classify 
similar items in such a way as to show, for instance, the total increase or 
decrease in the fixed assets, and the change in the working capital. Nor 
does it indicate in a clear manner the means which enabled the corporation 
to effect the changes shown.

The statement of application of funds, often called the statement of 
resources and their application, has been devised in order to overcome 
these objections to the comparative balance-sheet. The statement of 
application of funds not only classifies the information which is usually 
shown in a comparative balance-sheet, but it also goes beyond the balance- 
sheet figures, and furnishes more or less detailed information as to the 
causes of the various changes in the assets and liabilities.

As a simple illustration, the following comparative balance-sheet is 
shown. This is followed by a statement of application of funds, utilizing 
the information shown by the comparative balance-sheet and certain other 
data which would have to be obtained from the books:

The A Company
Comparative Balance-sheet

Assets
Dec. 31, Dec. 31,

1921 1922 Decrease Increase
Real estate .............................. $50,000.00 $60,000.00 $10,000.00
Inventories .............................. 12,000.00 13,500.00 1,500.00
Accounts receivable ............. 7,500.00 6,500.00 $ 1,000.00
Cash ........................................ 2,000.00 2,200.00 200.00

$71,500.00 $82,200.00

Net increase ........................... 10,700.00

$11,700.00 $11,700.00
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Liabilities
Capital stock........................... $40,000.00 $45,000.00 $ 5,000.00
Surplus.................................... 27,500.00 34,200.00 6,700.00
Accounts payable................... 4,000.00 3,000.00 $ 1,000.00

$71,500.00 $82,200.00

Net increase ........................... 10,700.00

$11,700.00 $11,700.00

The statement of application of funds is an attempt to classify the 
comparative balance-sheet information and other data in such a way as to 
show the sources from which additional resources were obtained for the 
business, and the application which was made of these additional resources. 
The comparative balance-sheet shows that additional funds of $5,000.00 
were obtained by an issue of capital stock. It also shows that the surplus 
has increased $6,700.00, and the first assumption might be that the profits 
for the year had supplied additional resources of $6,700.00. An examina­
tion of the surplus account, however, shows that a dividend of 10% was 
paid on the capital stock outstanding at the beginning of the year. If this 
dividend had not been paid, the surplus would have increased $10,700.00; 
therefore any statement intended to show what resources or funds were 
provided during the year, ought to show that the profits provided funds of 
$10,700.00, and that $4,000.00 of funds were used for the payment of 
dividends.

The following statement of application of funds is made up from the 
foregoing comparative balance-sheet and the additional information as to 
profits and dividends:

The A Company

Statement of application of funds 
for the year ended December 31, 1922

Funds provided:
By net profits................................................................................. $10,700.00
By issue of capital stock ............................................................ 5,000.00

Total funds provided........................................................... $15,700.00

Funds applied:
To payment of dividends ........................................................... $ 4,000.00
To increase in real estate .......................................................... 10,000.00
To increase in working capital (per schedule) ..................... 1,700.00

$15,700.00
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Schedule of Working Capital
Dec. 31, Dec. 31, Working capital 

1921 1922 Decrease Increase
Current assets:

Inventories ...................... $12,000.00 $13,500.00 $ 1,500.00
Accounts receivable.......  7,500.00 6,500.00 $ 1,000.00
Cash .................................. 2,000.00 2,200.00 200.00

Total current assets. 21,500.00 22,200.00

Current liabilities:
Accounts payable...........  4,000.00 3,000.00 1,000.00

Working capital..................... $17,500.00 $19,200.00

Increase in working capital .. 1,700.00
$ 2,700.00 $ 2,700.00

Attention is directed to the method of showing the facts in connection with 
the working capital. The statement of application of funds shows only 
the net change of $1,700.00 in the working capital. This net change is 
supported by a separate schedule of working capital. This schedule shows 
the current assets at both the beginning and the end of the period; it also 
shows the current liabilities at both dates; and it shows the working capital 
of $17,500.00 at December 31, 1921, and the working capital of $19,200.00 at 
December 31, 1922. The two columns showing changes in working capital 
require some explanation. If the current assets have increased, the working 
capital has been correspondingly increased; hence increases in current 
assets are shown in the working capital increase column. But if current 
liabilities have decreased, the working capital has increased; hence the 
working capital increase column shows both increases in current assets 
and decreases in current liabilities. The working capital decrease column 
shows decreases in current assets and increases in current liabilities.

The foregoing illustration is intentionally a very simple one; but in 
preparing a statement of application of funds for incorporation in a 
report, an auditor is usually confronted by the necessity of making a 
great many adjustments. Under such circumstances the preparation of 
the statement becomes a difficult and complicated matter, and it is often 
helpful to organize the figures in working papers. The following illus­
tration serves as a simple introduction to the working papers which will 
be used later in this article for the assembling of data in more complicated 
statements. These working papers are based upon the foregoing illus­
tration. *
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The working papers are prepared in the following manner:
The assets and liabilities at the two dates are entered in the first two 

columns. The amounts to enter in the year’s excess debits and credits 
columns are next computed. The real estate account has increased; this 
increase was caused by excess debits during the year. The inventories 
have also increased as a result of excess debits. The accounts receivable 
have decreased as a result of excess credits. The capital stock increase 
represents excess credits; the surplus increase also represents excess 
credits; while the decrease in the accounts payable represents an excess 
debit.

Since changes in fixed assets are shown as funds applied, the $10,000.00 
increase in the real estate is carried to the funds applied column, which is 
a debit column. The changes in inventories, accounts receivable, cash, 
and accounts payable, are entered in the working capital columns; the net 
increase of $1,700.00 is entered as a balancing figure in the working capital 
decrease column and is carried to the funds applied column. The increase 
in capital stock is carried to the funds provided column. The $6,700.00 
net change in the surplus is analyzed by two adjustment entries; the first 
entry transfers $10,700.00 from the surplus line to the separate line called 
funds provided by profits; this $10,700.00 is then carried to the funds 
provided column. The $4,000.00 dividend is transferred from the. surplus 
line to a separate line called dividends paid; this amount is then carried 
to the funds applied column.

The two adjustments in the foregoing illustration accomplish the 
breakdown of the $6,700.00 change in the surplus account. The following 
illustration is somewhat more extended, and it involves a number of 
adjustments. The breakdown of the $3,805.00 increase in the surplus 
account includes four items, and there are adjustments in several of the 
other accounts:

In the first place, the profits shown by the profit-and-loss statement for 
the year, were $10,805.00; this amount is transferred from the surplus 
line to the section at the bottom of the working papers, called funds pro­
vided by profits. This transfer commences the breakdown of the change in 
the surplus balance, and is accomplished by adjustment (a).

The next adjustment is one which almost invariably appears in state­
ments of application of funds, and is one which must therefore be clearly 
understood. During the year $500.00 was charged to operations and 
credited to the reserve for depreciation, thus increasing the reserve. 
Adjustment (b) transfers this $500.00 increase in the reserve for depre­
ciation to the section called funds provided by profits. This transfer is 
made because the funds provided by the profits were really larger than 
the profits themselves. To understand why this is, let us assume that a 
man is doing a cash business; he buys goods which cost $5,000.00 and 
sells them for $6,000.00, thus making a profit of $1,000.00. He also pays 
expenses of $200.00 leaving a profit balance of $800.00. Thus it appears 
that the profits have increased his cash $800.00. But he has a small invest­
ment in certain fixed assets which are subject to depreciation and he pro­
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ceeds to make a book entry debiting profit-and-loss and crediting the 
reserve for depreciation $50.00. This reduces the balance of the profit- 
and-loss account to $750.00, but it does not reduce the cash funds pro­
vided by the profits. These funds remain at $800.00. Hence to find the 
funds provided by the profits, we must add the net profit per books and 
the depreciation provision.

Adjustment (c) is made for similar reasons. Operations were 
charged $1,000.00 on account of the patent expiration expense applicable to 
the year. While this $1,000.00 reduced the profits for the year, it did not 
reduce the funds brought in by the profits, and hence this $1,000.00 credit 
in the patent account is transferred from the patent line to the net profit 
line as an adjustment to determine the funds provided by the profits.

Adjustment (d) is made in order to show the net funds provided by 
the bond issue. The bond account shows an increase of $20,000.00 during 
the year, which was the par of the bonds issued. Against this there appears 
a bond discount account of $1,900.00. The analysis of this account, 
obtained from the books shows that it was charged with $2,000.00 discount 
on the issue of the bonds; and since the bonds were to mature in twenty 
years, 1/20 of the discount has been written off. Now since the bonds were 
issued at a 10% discount, the $20,000.00 par of bonds produced only 
$18,000.00 of funds. In order to show this fact in the working papers 
$2,000.00 of bond discount is transferred from the bond discount line 
to the bonds payable line reducing the $20,000.00 balance of the bonds 
payable to $18,000.00, the net funds provided.

Referring to the bond discount line we find that the $1,900.00 item in 
the year’s excess debit column and the $2,000.00 credit adjustment leave a 
$100.00 balance in the account. This is the amount of discount written off 
during the year, and the amount of the charge to profit and loss. But 
this was merely a book entry which had no effect upon the funds. In other 
words this charge to profit and loss did not require an expenditure of 
funds nor did it reduce the amount of funds provided by the profits. There­
fore adjustment (e) is made transferring the $100.00 to the funds pro­
vided by the profits section of the working papers.

An analysis of the land account shows that the $5,000.00 increase during 
the year was the result of an appraisal, and that an entry was made 
debiting the land account and crediting surplus. As this debit to land does 
not represent an expenditure of funds, and as the credit to surplus does not 
represent a provision of funds, the entry is reversed in the adjustment 
columns by debiting surplus and crediting the land account.

During the year a stock dividend of $8,000.00 was paid. This stock 
dividend involved a transfer of $8,000.00 from surplus to capital stock, 
increasing the balance of the latter account $8,000.00. This increase of 
the capital stock does not represent a provision of funds, and hence adjust­
ment (g) is made reversing the entry recording the stock dividend. This 
entry eliminates the $8,000.00 change in the balance of the capital stock 
account because the stock dividend had no effect upon the funds.
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During the year a cash dividend of $4,000.00 was paid. In order to 
complete the breakdown of the change in the surplus balance, and also in 
order to show the cash dividend as an application of funds, the $4,000.00 is 
transferred by adjustment (h) from the surplus line to a separate line 
called cash dividend.

The next step is to make the distribution in the working capital and 
the funds columns. The $5,000.00 change in the land account has been 
eliminated by an adjustment; hence it is not to be carried out to either the 
working capital or the funds columns. The $30,000.00 increase in the 
building account is carried to the funds applied column. The change in the 
patents account has been eliminated. The $5,000.00 decrease in the bond 
investment account is carried to the funds provided column. The increase 
in the inventory is shown as an increase in the working capital. The 
decrease in the accounts receivable is carried to the working capital decrease 
column. At this point attention is called to the treatment of the reserve for 
bad debts. This reserve has increased $10.00 during the year. This $10.00 
might be added back to the profits in the same way that the provision for 
depreciation was added back. It seems preferable, however, to carry this 
change in the reserve into the working capital column, because the accounts 
receivable and the reserve for bad debts must be considered together in 
determining the amount of the working capital. In the schedule of working 
capital the accounts receivable at the beginning and at the end will be 
entered at the net amount after deducting the reserves at the two respective 
dates, and the change in the accounts receivable will be the sum of the $150.00 
decrease in the account receivable and the $10.00 increase in the reserve.

The increase in the unexpired insurance is entered in the working capital 
column. In the statement of application of funds the change in working 
capital and deferred charges will be shown as a single item. The deferred 
charge item should be itemized below the working capital items in the 
schedule of working capital and deferred charges.

The change in the capital stock has been eliminated. The change in the 
surplus has been broken down and the several elements which caused the 
net change have been transferred to various places in the working papers. 
The change in the reserve for depreciation has been eliminated by transfer 
to the profits. The net amount of the bond issue, that is $20,000.00 minus 
$2,000.00 discount, is carried to the funds provided column. The increase 
in the accounts payable is carried to the working capital decrease column.

The total funds provided by the profits are now computed by adding the 
net profit per books and the three items which decreased the net profits 
but did not reduce the funds provided by the profits. The addition of these 
four items produces a total of $12,405.00 of funds provided by profits.

The cash dividend is carried out as an application of funds.
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The following statement of application of funds, with its supporting 
schedule of working capital and deferred charges, was prepared from the 
foregoing working papers:

The B Company 
Statement of application of funds 

for the year ended December 31, 1922
Funds provided:

By net profits:
Net profits per books ........................................... $10,805
Add: Depreciation ............................................... 500

Write-off of patents ................................... 1,000
Write-off of bond discount ......................... 100 $12,405

By issue of bonds at 90................................................ 18,000
By sale of bonds of the X company......................... 5,000

Total funds provided ............................................ $35,405

Funds applied: 
To increase in buildings ...................................... $30,000
To payment of cash dividend .................................... 4,000
To increase in working capital and deferred 

charges (per schedule) ................................ 1,405

Total funds applied .......................................... $35,405

Schedule of Working Capital and Deferred Charges

Current assets: 
Inventories .................  

Accounts receivable (less 
reserve) .......

Cash ....................................

Dec. 31, 
1921

$18,000

2,850
2,700

Dec. 31, 
1922

$19,600

2,690
2,900

Working capital
Decrease

$ 160

Increase

$ 1,600

200

Total current assets ..
Current liabilities:

Accounts payable ..............

$23,550

3,250

$25,190

3,500 250

Working capital......................... $20,300 $21,690

Increase in working capital ........

Deferred Charges
Dec. 31, Dec. 31, 

1921 1922

1,390

$ 1,800

Decrease

$ 1,800

Increase
Unexpired insurance........ . $ 300 $ 315 $ 15

Summary
Increase in working capital ................................................... $ 1,390
Increase in deferred charges .................................................. 15

Increase in working capital and deferred charges.............. $ 1,405
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The possible complications which may be met in the preparation of the 
statement of application of funds, are almost innumerable. Depreciation 
may have been credited to an asset account, thus writing it down; at the same 
time additions may have been charged to the asset account. The net change 
in the balance of the asset account ought to be broken down so as to show 
the depreciation as an addition to the profits, and to show the addition to 
the property as an application of funds.

If extraordinary repairs have been charged against a depreciation 
reserve, the net change in the balance of the depreciation reserve will be 
the difference between the depreciation and the extraordinary repairs. 
Adjustments ought to be made in the working papers to break down the 
two elements of the change in the reserve, showing the depreciation as an 
addition to the profits, and showing the extraordinary repairs as an applica­
tion of funds.

If the profit-and-loss statement shows a loss for the period, the transfer 
of depreciation provisions and other non-fund-requiring expenses to the 
profit section, may change the loss into a profit. If the adjustments are not 
sufficient to change the loss into a profit, the question arises as to the proper 
method of showing the loss in the statement of application of funds. There 
are two possible methods. In the first place the loss may be shown in the 
funds applied section on the theory that the funds provided from other 
sources were used in part to cover the loss. In the second place the funds 
provided section may be added and the loss may be deducted in order to 
determine the net funds provided during the period.

When the working capital has increased, the increase is shown as an 
application of funds. If the working capital has decreased, the decrease 
may be shown as one of the sources of funds, on the theory that funds were 
taken out of working capital in order to accomplish the various purposes 
shown under the funds applied heading.

Many accountants feel that if some current item has changed in a very 
large amount, this change ought to be set out as a separate item in the 
statement of application of funds. To illustrate, assume that the balance- 
sheet at the beginning of the year showed a large liability on bank loans; 
at the end of the year this liability has been paid off. Should this reduc­
tion in the current liability of bank loans be shown as a separate item in 
the statement of application of funds? Those who contend that it should 
be, argue that it is so important an item that it ought to be given a con­
spicuous presentation. While this may be true, it should be remembered 
that if the decrease in the current liability is set out separately as an 
application of funds, the change in this liability cannot also be shown in the 
schedule of working capital. If the schedule of working capital cannot 
show the reduction in the current liability, it cannot show the liability in the 
beginning of the year. Therefore the schedule of working capital would 
misstate the working capital at the beginning of the year and would also 
misstate the change in the working capital during the year. It seems 
doubtful whether the setting out of this item separately is sufficiently 
important to justify a serious misstatement in the schedule of the working 
capital.
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The following problem from an American Institute examination is 
given in order to illustrate further the preparation of the working papers 
and the statement of application of funds:

Following are the balance-sheets of the Alhambra Trading Company 
at stated dates:

Assets
Dec. 31, 1920 Dec. 31, 1921

Land ............................................................................ $ 3,000 $ 4,000
Building ....................................................................... 6,000 7,500
Delivery equipment................................................... 900 700
Store fixtures ............................................................. 1,200 1,250
Merchandise inventory ............................................ 7,500 8,650
Accounts receivable ................................................. 3,200 2,400
Notes receivable ....................................................... 800 750
Cash ............................................................................. 675 405

$23,275 $25,655

Liabilities
Mortgage notes ......................................................... $ 4,000 $ 3,000
Accounts payable ..................................................... 7,320 6,135
Reserve for depreciation—building ....................... 600 750
Capital stock .............................................................. 10,000 12,000
Surplus ........................................................................ 1,355 3,770

$23,275 $25,655

The statement of surplus appears as follows:
Balance, December 31, 1920 ............................. $ 1,355
Add: Write-up of land .................................... 1,000

Net profit for the year.......................... 2,915

Total ..................................................................... 5,270
Deduct: Stock dividend.................................... $ 500

Cash dividend .................................... 1,000 1,500

Balance, December 31, 1921 ............................. $ 3,770

Depreciation was provided during the year as follows:
Building (credited to reserve) ....................... $ 400
Delivery equipment (asset written down) ... 300
Store fixtures (asset written down) .............. 200

A new roof was put on the building, and other extraordinary repairs 
were made at a total cost of $250.00, and charged to the reserve for depre­
ciation. The mortgage notes are due serially, in annual amounts of $1,000.00.

Prepare a statement of resources and their application.
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The Alhambra Trading Company

Funds provided:

Statement of application of funds 
for the year ended December 31, 1921

By net profits:
Net profits per books ....................... $ 2,915
Add back depreciation: 

Building ...................................$ 400
Delivery equipment ................... 300
Store fixtures ........................... 200 900 $ 3,815

By issue of stock........................................ 1,500

Total funds provided $ 5,315

Funds applied:
To increase in fixed assets:

Building................................................ $ 1,500
Delivery equipment ........................... 100
Store fixtures .................................... 250
New roof and extraordinary repairs 

to building............................ 250 $ 2,100

To payment of mortgage serial note ... 1,000
To payment of dividend........................... 1,000
To increase in working capital (per 

schedule) .................................... 1,215

Total funds applied .......................... $ 5,315

Schedule of Working Capital
Dec. 31, 

1920
Dec. 31, 

1921
Working capital

Decrease Increase
Current assets:

Merchandise inventory .. . $ 7,500 $ 8,650 $ 1,150
Accounts receivable........ 3,200 2,400 $ 800
Notes receivable .............. 800 750 50
Cash ..................................

Total current assets .

675

. $12,175

405

$12,205

270

Current liabilities:
Accounts payable.............

Working capital.......................

Increase in working capital .

. $ 7,320

. $ 4,855

$ 6,135

$ 6,070

1,185

1,215

$ 2,335 $ 2,335

May and Galloway, 805 W. R. Rust building, Tacoma, Washington, 
announce the admission to partnership of John G. Thorstenson.

Arthur A. Lechner announces the opening of an office at 110 West 
40th street, New York.
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REGIONAL MEETINGS

Dallas, Texas, October 26 and 27, 1923
A regional meeting of members of the Institute and other accountants 

in Arkansas, Louisiana, New Mexico, Oklahoma, Texas and Mexico, was 
held at the Oriental Hotel, Dallas, Texas, October 26 and 27, 1923.

The meeting was called to order at 10 A. M. An address of welcome 
was delivered by C. E. Calder, president, Power and Light Corporations, 
Dallas, and response was made by Edward E. Gore, Chicago, president of 
the American Institute of Accountants.

A message of greeting from Mexico was delivered by Sr. Mariano 
Narro. Sr. Roberta Casas Alatriste, member of the Federal Congress of 
Mexico, also addressed the meeting.

At the afternoon session an address was delivered on The Junior 
Accountant by E. C. Gause of Pittsburgh, followed by a paper on Depletion 
of Oil and Gas Properties by Joseph McElroy, Dallas. These addresses 
were followed by general discussion.

In the evening a dinner was held at the Oriental Hotel. The following 
speeches were made: Accountants and Clients by Edward E. Gore; American 
Citizenship, R. E. L. Knight; Certified Balance-Sheet, Nathan Adams, vice- 
president, American Exchange National Bank, Dallas; Fraternal Relations, 
Sr. Roberta Casas Alatriste and Sr. Mariano Narro. An attractive musical 
programme was provided.

On the morning of the 27th B. A. McKinney, Governor, Federal Reserve 
Bank, Dallas, addressed the meeting on Relation of Auditors to Banks. 
A paper on Banks and Banking Accounts was also read by George Armistead 
of Houston and followed by discussion.

At the afternoon session Dr. William F. Hauhart of Southern Metho­
dist University, addressed the meeting. A report of the Texas Society 
of Certified Public Accountants was then read by Austin H. Cole, president 
of the society, followed by general discussion and business session.

The meeting was a notable success, being attended by approximately 
200 persons.

Kansas City, Missouri, October 31, and November 1, 1923
The seventh midwest regional meeting was held at the Hotel Bellerive, 

Kansas City, on October 31 and November 1, 1923. About 150 persons 
were present.

On the first day there were several important discussions among which 
were the following: Public Service of the Public Accountants, led by J. 
Arthur Marvin; Income Tax Practice—Special Advocate or Impartial 
Investigator? led by Victor H. Stempf; Accountants’ Relation with Bankers, 
led by E. E. Amick of the First National Bank of Kansas City, and 
Relation of the Courts with Accountants and Business, led by Elmer N. 
Powell, Referee in Bankruptcy of the Western District of Missouri.
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In the evening an informal banquet was held at the Hotel Bellerive.
On November 1st the meeting opened at 9:30 with the following 

discussions: Should Communications between Accountant and Client Be 
Privileged? led by Francis R. Roberts; The Work of the American Insti­
tute of Accountants, led by A. P. Richardson; What Distinguishes a 
Profession from a Business? led by Loyd B. Smith.

In the evening a dinner and theatre party concluded a very successful 
meeting.

Akron, Ohio, November 3, 1923
A regional meeting of the American Institute of Accountants was 

held at the Akron City Club, Akron, November 3, 1923. Representatives 
from Ohio, West Virginia, Western New York, Western Pennsylvania 
and Eastern Michigan were present.

The meeting was called to order at 10 A. M. After a brief business 
session an opening address was delivered by A. P. Richardson, secretary 
of the American Institute of Accountants.

The following papers were read and discussed:
Progress in Audit Procedure by Hugh L. Patch of Cleveland; dis­

cussion led by Lewis Wintermute, Cleveland.
Some Problems in the Installation of Accounting Systems by William 

A. Ullrich of Dayton; discussion led by Walter F. Vieh, Cleveland.
Several Phases of Branch Accounting by Charles H. Brook of Akron; 

discussion led by Chester L. Weberg, Akron.
Growth of Professional Ethics by Carl H. Nau of Cleveland;
Federal Tax Practice by John T. Kennedy of Washington;
Accounting Terminology by Homer S. Pace, New York.
In the evening a banquet was held, the toastmaster being Homer C. 

Campbell. Speeches were delivered by H. E. Andress, attorney; Edward 
E. Gore, president of the American Institute of Accountants; C. S. Marvel, 
secretary and treasurer of the First Trust and Savings Bank, Akron; 
Homer S. Pace, Pace Institute, New York, and W. O. Rutherford, vice- 
president in charge of Sales of the B. F. Goodrich Company, Akron.

The meeting was attended by 150 persons.

Charles H. Steel and Calvin O. Althouse announce the formation of a 
partnership under the firm name of Althouse, Steel & Co., with offices at 
719 Schaff building, Philadelphia, Pennsylvania.

Nau, Rusk & Swearingen announce the opening of an office at 910 
Ellicott Square building, Buffalo, New York.

Paul H. Wilkes announces the opening of an office at 526 Brisbane 
building, Buffalo, New York.

Edwin B. Hathaway announces the opening of an office at 983 Main 
street, Hartford, Connecticut.
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THE WISCONSIN INCOME TAX LAW, INTERPRETATION, 

RULINGS AND COURT DECISIONS, by Henry B. Nelson, A. B. 
Trade Publishing Company, Milwaukee.
Wisconsin is looked to to blaze the way in many matters of legislation 

and was one of the first states to adopt an income-tax law. Its experience 
upon the latter subject dates back to 1911, and it has, through the succeeding 
years, refined and improved upon its first attempt. Notwithstanding this 
experience, it still holds that a stock dividend constitutes taxable income at 
par value of the stock received. The surprising part of this phase of the 
law is that this view of stock dividends has been upheld by the supreme 
court of the state. How the court arrived at this conclusion and how 
Wisconsin met and solved its soldier’s bonus problem can be found in this 
book by Henry B. Nelson, who, by the way, writes with the conscious 
authority derived from his experience as former chief auditor of the 
income-tax section, corporation department of the Wisconsin Tax Commis­
sion. The interpretations and rulings contained in this volume are the 
work of this commission and as such are written from the viewpoint of the 
taxing authority. The subject matter is compiled in four parts. Part 
one, consisting of six chapters, deals with the application of the law; 
Part two, with method of administration; Part three, with laws for refund 
and compromise; Part four, with surtax laws; Part five, with computation 
of surtaxes, and Part six, with synopses of court cases.

The book contains one hundred and sixty three pages of concise 
information and should be valuable to all who are subject to the Wisconsin 
income-tax laws, and to others for general information upon income-tax 
questions.

Stephen G. Rusk

Alex J. Boka announces the opening of an office under the name of 
Alex. J. Boka & Co., with offices at 1025 Planters building, St. Louis, 
Missouri.

Price, Waterhouse & Co. announce the removal of their Los Angeles 
office to the A. G. Bartlett building, 215 West Seventh street.

Schuessler, Keller & Company announce the opening of an office in 
room 716, Title Guaranty building, St. Louis, Missouri.

Horwath & Horwath announce the opening of an office in the Chicago 
Trust building, Chicago, Illinois.

Philip W. Johnson announces the opening of an office at 19 Congress 
street, Boston, Massachusetts.

Philip Sigmund Kantor announces the opening of an office at 277 
Broadway, New York.
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ACCOUNTANTS’ SOCIETIES
American Association of University Instructors in Accounting. Papers 

and Proceedings, 1922. 219 p.
Contents: Organization for accounting and statistical control by B. A. Gayman; 

Discussion: organization for accounting and statistical control by O. R. 
Martin; Accountancy and law by G. W. Eckelberry; Discussion: accountancy 
and law by E. W. Hills; Discussion: trend of business training by George 
R. Day; Trend of business training by G. M. Peliton; Cooperative commerce 
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mercial teachers by E. L. Theiss; Purpose and content of a course in gov­
ernmental accounting by Lloyd Morey; Discussion: purpose and content of a 
course in governmental accounting by F. H. Elwell; Discussion: interpreta­
tion of the financial statement by A. _L. Prickett; Interpretation of the finan­
cial statement by J. H. Bliss; Educational value of training in accounting by 
W. A. Paton; Discussion: accounting theory as affected by federal income 
taxation by Edward J. Filbey; Accounting theory as affected by federal 
income taxation by Eric L. Kohler; Discussion: appraisal of the balance- 
sheet approach by J. T. Madden; Appraisal of the balance-sheet approach by 
A. C. Littleton; Principles vs. rules by R. G. Walker; Depreciation in its 
relation to public utility valuation J. P. Adams; Discussion: depreciation 
in its relation to public utility valuation by Clem W. Collins; Training re­
quired for the work of the cost accountant by E. C. Rayson; Suggestions for 
the course in cost accounting by F. E. Ross; Discussion: suggestions for the 
course in cost accounting by W. S. Krebs; Distribution of burden in its 
relation to periods of abnormal and sub-normal production by E. I. Field; 
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Year Books Wanted

1906
1909
1917
1920
1921

The American Institute is in need of 
its Year Books for the years given 
above. Those having extra copies of 
which they wish to dispose, should 
communicate at once with

AMERICAN INSTITUTE OF 
ACCOUNTANTS

135 Cedar Street New York

For the Accountant
COLUMNAR BOOKS in various 
sizes and combinations from 2 to 
24 columns, specially ruled and 
printed blank books.
COLUMNAR PADS of superior 
white bond with rulings 4 to 28 
columns—sizes 8½ x 14 to 34x14.
LOOSE LEAF DEVICES in every 
form—books, binders, ledgers and 
specially ruled sheets to meet par­
ticular needs.

All forms of Commercial Stationery

JOHNWARD&SON
Stationers and Printers

115 Cedar Street 112 Liberty Street 
New York

We have been fortunate in securing the Bound Volumes 
listed below.

We shall be pleased to hear from those desiring volumes 
for the purpose of completing their sets:

Volume XII XIX XXV XXXIII
XIII XX XXVI XXXIV

XVII XXII XXX XXXV
XVIII XXIV XXXII

Communicate with

THE JOURNAL OF ACCOUNTANCY, Incorporated
135 Cedar Street, New York

When writing to advertisers please mention The Journal of Accountancy
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THE ACCOUNTANTS’ INDEX
The Key to Accounting Literature * * Is not an Encyclopedia
PART OF SPECIMEN PAGE (Page size 6"x 9")

ACCOUNTANTS’ INDEX
COST AND FACTORY ACCOUNTING—(Con­

tinued)  
Dickinson, Arthur Lowes. Some theories 

and problems in cost accounting. (In his 
• Accounting theory and practice. 1917. p. 

190-211).
Dicksee, Lawrence Robert. Cost accounts. 

(In his Advanced accounting. 1916. p. 
253-72).

Dicksee, Lawrence Robert. Fundamentals 
of manufacturing costs. London, Gee & 
co. 1917. 42p. Accountant, Sept. 1, 8, 
15, 1917, p. 160-1, 175-6, 196-8.

Dicksee, Lawrence Robert and H. E. Blain. 
Cost accounts. (In their Office organization 
and management. 1917. p. 153-61).

Diemer, Hugo. Cost-finding methods under 
the premium wage system. Engineering 
magazine, v.24, p. 577.

Diemer, Hugo. Determination of costs. ■ (In 
his Industrial organization and manage­
ment. 1917, p. 112-64).

Diemer, Hugo. Factory accounts, cost de­
partment. (In his Factory organisation and 
administration. 1914. p. 51-7, 269-91).

Dunger, Richard F. Present need of proper 
cost finding. 100%, Dec. 1920, p. 76-84.

Do you know exactly what your product 
costs? Canadian machinery, July 31, 1919, 
p. 101-6.

295
Eldridge, H. J. Cost accounts. Journal of 

associated accountants, 1910, p. 242.   
Elworthy, W. R. and Claude C. Campling.

Bookkeeping for traders, manufacturers, and 
companies. London, Jordon and sons, 1904. 
 224p.

Emerson, Harrington.   Efficiency as a basis 
for operation and wages. Engineering 
magazine, Nov. 1908, p. 170-8.

Emerson, Harrington. Efficiency system in 
operation. Engineering magazine, Feb. 
1909, p. 815-24.

Emerson, Harrington. Location and elimi­
nation of wastes. Engineering magazine, 
Jan. 1909, p. 676-83.

Emerson, Harrington. Modern theory of 
cost accounting. (In his Efficiency as a 
basis for operation and wages. 1914. p. 
149-211).

Emerson, Harrington. Modern theory of cost 
accounting. Engineering. magazine, Dec.

  1908, p. 336-46.
Emerson, Barrington. Practising efficiency 

and knowing costs; a letter to a New Eng­
land manufacturer. New York, Emerson 
co. 1912. 12p.

Emerson, Harrington. Reliable, immediate, 
adequate, and permanent records. Engi­
neering magazine, Jan. 1911, p. 496-506.

Ennis, William Duane. Principles of  

It simply and clearly points to the sources from which information on any account­
ing or related subject may be obtained. To obtain the information it is necessary to 

know where to look for it. The Accountants’ Index is the Key.

PART OF SPECIMEN PAGE (Page size 6"x 9")
ACCOUNTANTS’ INDEX

VALUATION—(Continued)
from the annual report, June 23-26, 1920. 
24p.

Nicholson, J. Nadenach. Valuation and rat­
ing of property. Accountant, July 18, 25, 
1891 p. 547-8, 560-3.

Page, Edward D. Balance sheet Valuations. 
Accountant, June 17, 1916, p. 685-90. Ac­
counting and commerce, April 1916, p. 8-14. 
Journal of accountancy, April 1916, p. 241- 
54. Canadian chartered accountant, Jan. 
1917, p. 189-200.

Paton, William A. and R. A. Stevenson. 
Valuation of assets. (In their Principles of 
accounting. 1918. p. 433-541, 47-9).

Payne, Alexander W. Principles upon which 
the assets of a joint stock company should 
be valued for balance sheets. Accountant, 
Feb. 13, 1892, p. 141-6.

Pennsylvania Superior court decision covers 
most valuation questions. Engineering news, 
Jan. 31, 1918, p. 216-8.

14C5
Schreiber, Martin. Accuracy of appraisals.. 

Aera, Oct. 1912, p. 247.
Shackell, R. H. Valuation of assets for state­

ment on balance sheets of companies. Ac­
countant, Jan. 18, 1913, p. 90-7.

Shorrock, E. G. Accountant and appraisals: 
correspondence. Journal of accountancy, 
Dec. 1905, p. 146-7.

Smith, Oberlin, Inventory valuation of ma­
chinery plant. Transactions, American so­
ciety of mechanical engineers, 1886, p. 433. 

Somers, William A. Valuation of real estate 
for taxation. National municipal review, 
April 1913, p. 230-8. National real estate 
journal, Oct. 15, 1914, p. 277-83.

Stephens, H. J. B. Duties of an auditor in 
relation to the valuation of assets. Incor­
porated accountants’ journal, 1893-4, p. 46.

Tassin, J. S. Depreciation and valuation: 
correspondence. Journal of accountancy, 
July 1915, p. 77-8.

Thomas, John J. Depreciation and valuation.

PRICE $15.00

THE AMERICAN INSTITUTE OF ACCOUNTANTS, 135 Cedar Street, New York
Enclosed please find Cheque or Money Order for................ Dollars,

Mail to the following address.

Name..................................................................................... . .

Address..................  City...............................

When writing to advertisers please mention The Journal of Accountancy
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H. K. BREWER & CO. 
Stationers   

Since 1835
Columnar Analysis Pads

Ruling 4 to 28 columns, with or 
without name space.

Loose Leaf and Blank Books
Complete Catalog on request.

Bookkeeping Machine Equipment 
for Burroughs, Underwood and 

Elliott-Fisher.
Separate Catalog of Equipment for 

each machine.

Income Tax Blanks
All the Government forms for sale at 

moderate prices.

H. K. Brewer & Co.
Stationers Printers Engravers 

42 Exchange Place 306 Madison Avenue 
NEW YORK

PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction—known and 
appreciated for their excellence of material, superb workmanship 
and efficient design. In the CENTURY "DE LUXE” PORT­
FOLIO (Illustrated) you will find embodied all the essentials of 
a practical Portfolio. Made of heavy English bridle leather, Black, 
Russet or Cordovan. Solid shawl straps and adjustable handle. 
Three or four wide pockets, and small pockets 5" x9", with flap 
closed by snap buttons, for memo books, pencils, etc. Hand-made 
gold finished staple and hooks for padlock. Strong suspending 
lock with key.

Style and Size 3 Pkts. 4 Pkts.
507—17" x 11½"............... $18.00 $19.00
508—18" x 12"..................  19.00 20.00

Sent prepaid anywhere in the U. S. upon receipt of price. Money 
immediately refunded if not satisfactory in every respect.

Century Leather Crafts Company
366 Broadway New York City

ELDoraDO
"the master pencil "

SEND FOR
FREE SAMPLES

Write for full-length free samples of 
DIXON’S ELDORADO and full- 
length free samples of Dixon’s “BEST” 
COLORED PENCILS. Both are 

supreme in their field.

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

Canadian Distributors:
A. R. MacDougall & Co., Ltd., Toronto

When writing to advertisers please mention The Journal of Accountancy

Use an HB Dixon’s 
Eldorado for making 
out the preliminary in­
come tax report. The 
figures will be clear and 
distinct, yet easily 
erased when necessary. 
You’ll save time, too.

DIXON’S
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ACCOUNTANTS 
COLUMNAR ANALYSIS PADS 

LOWEST PRICES—BEST QUALITY

SAMPLES GLADLY FURNISHED 
MOST COMPLETE LINE MADE—ALL SIZES AND COLUMNS
Pad No. of BUFF BOND0 Price
No. Sheets Rulings Size Per Pad
Y 2 50 *2 Columns 8½ x 14 .20
Y 3 *3 8½ x 14 .20
Y 4 *4 8½ x 14 .20
Y 5 *5 8½ x 14 .20
Y 6 *6 8½ x 14 .20
Y 7 †7 8 ½ x 14 .20
Y10 *10 14 x 8½ .20
Y11 *11 17 x 14 .40
Y13 *13 17 x 11 .30
Y13½ “ †13 14 x 8½ .20
Y14 †14 17 x 14 .40
Y16 †16 17 x 11 .30
Y18 *18 25½ x 14 .60
Y21 †21 25½ x 14 .60
Y25 . “ *25 34 x 14 .80
Y28 †28 34 x 14 .80
Y30 *30 38 x 12 1.20

* With Name Space † Without Name Space
*ALSO CARRIED IN WHITE LEDGER—A HEAVIER STOCK 

No order shipped for less than 6 pads

 

HANO-WEINKRANTZ CO., INC.
133 Mulberry St., New York

It Will Pay YOU to Remember US
All shipments C. O. D., unless otherwise specified

F. O. B. New York
Prompt Service—Lowest Prices—on Special Forms

5

CHECKING 
PEN

A Definite Check 
A Check that Informs 
Once a user— 

always a user

Patented—Improved
Single pen with set of type .... $1.00
Lots of one dozen..................................9.00
Special price to dealers

Sent prepaid upon receipt of price 
Charles G. Harris Ticking Pen Co. 
916 Inter-Southern Building LOUISVILLE, KY.

Back Numbers Wanted

Communicate with us before 
mailing

THE JOURNAL OF ACCOUNTANCY, 
INCORPORATED

135 Cedar Street New York City

Dec. 1905 Feb. 1907 July 1908
Feb. 1906 May 1907 Dec. 1909
Apr. 1906 Aug. 1907 Aug. 1913
May 1906 Sept. 1907 Feb. 1917
June 1906 Jan. 1908 Jan. 1921
July 1906 Feb. 1908 Jan. 1922
Oct. 1906 May 1908 Mar. 1923
Dec. 1906 June 1908

BINDING
The Journal of Accountancy

Subscribers of The Journal of Ac­
countancy who have their magazines 
bound for permanent reference may find 

- it an economy or a convenience to avail 
themselves of the binding service con­
ducted by the Publisher.

The magazine is bound in tan buck­
ram with title, dates and volume number 
stamped in gold on red leather.

When the magazines constituting the 
volume are supplied by the subscriber 
the binding charge is $2.

Missing numbers, with the exception 
of a few rare issues, will be supplied, if 
obtainable, at 50 cents each.

Binding orders and the magazines to 
be bound should be mailed or delivered to 

 
  The Journal of Accountancy
  INCORPORATED

  135 Cedar Street New York

Are You a Salesman- 
Accountant?

We have a position open for an Account­
ant who has had a thorough experience in 
accounting and installation of accounting 
systems, and systems work.
He must also have had sales experience 
and be able to meet dealers and have them 
like him on short notice.
He must not be afraid to travel for two 
weeks at a time, but he would have a head­
quarter town where he could have a per­
manent home.
Automobile experience preferred, but not 
absolutely necessary.
His position would be that of Zone Rep­
resentative for a large national corpora­
tion and the work would be systems work 
with their dealers.

Reply to Box 520
The Journal of Accountancy 

giving detailed experience, past history 
and salary expected.

When writing to advertisers please mention The Journal Of Accountancy
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Classified Advertisements
Copy for classified advertising must be in band at the office of the Journal of Accountancy previous to the twentieth day of the month 
preceding month of publication. Bates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion

HELP WANTED MISCELLANEOUS

Wanted
.By long established firm in Dallas, Texas, several thor­
oughly qualified and experienced accountants. Members 
of Institute preferred. Openings available on or before 
December 20th. Splendid opportunity for ambitious ac­
countants who desire to locate in Southwest. Complete 
particulars must be given. Box 508, care of The Journal 
of Accountancy.

Help Wanted
Salaried positions $2,500 to $25,000 upward; executive, 
technical, administrative, engineering, manufacturing, pro­
fessional, managing, financial, etc., all lines. If qualified, 
and receptive to tentative offers, you are invited to com­
municate in strict confidence with the undersigned, who 
will conduct preliminary negotiations. A method is pro­
vided through which you may receive overtures in con­
fidence, without jeopardizing present connections, and 
in a manner conforming strictly to professional ethics. 
Established 1910. Send name and address only for pre­
liminary particulars. No obligation. R. W. Bixby, Inc., 
513 Lockwood Building, Buffalo, N. Y._________________

Wanted
We have a position open for a certified public accountant 
who is competent to handle senior work. References re­
quired. Scott, Charnley & Company, Certified Public Ac­
countants, 126 Brevard Court, Charlotte, N. C.
_______________ SITUATION WANTED_______________

Office Manager & Private Secretary 
Business woman of exceptional ability and thoroughly ex­
perienced, desires position of trust and responsibility. 
Capable of assuming complete charge of office and clerical 
force, handle correspondence and accountants’ assignments. 
Stenographer, bookkeeper; familiar with wide carriage 
reports. Absolutely trustworthy. Highest references. Box 
519, care of The Journal of Accountancy.

Accountant - Auditor - Lawyer
Last six years in public accounting, practising attorney 
last eighteen years, diversified experience, including tax 
matters. Pace graduate; awaiting results of state C.P.A. 
examinations; secretary of a State Bank. Willing to spe­
cialize. Christian; age 39; family, own home; $5,000 to 
start. Box 517, care of The Journal of Accountancy.

Accountant - Auditor
First-class, certified, seeks position as general auditor 
(resident or traveling), with corporation. Highest ref­
erences. Box 511, care of The Journal of Accountancy.

Accountant
Young semi-senior who has had five years’ public account­
ing experience with considerable Federal and State income 
tax work, seeks connection with certified firm; stock brok­
erage audit experience; no objection to travel; salary 
$2,400 per annum. Box 512, care of The Journal of 
Accountancy.__________________________________________

Chartered Accountant
12 years’ public accounting experience in U. S. A., desires 
permanent position. Accustomed to review work, report­
ing. At present located in East, but would consider change. 
Box 513, care of The Journal of Accountancy.

Situation Wanted
By associate American Institute of Accountants. Eight 
years general all-around experience in senior capacity 
with several of the better-known accounting organizations. 
Age 37, single. No objection to traveling. Location im­
material, but would prefer west coast. Box 514, care of 
The Journal of Accountancy.

Wanted to Purchase
A New York Certified _ Public Accountant desires to pur­
chase clientele. Practice must be located in New York 
City. Box 518, care of The Journal of Accountancy.

Certified Public Accountant
New York, with many years of broad and varied experi­
ence, having a moderate clientele of his own, could spare 
about two weeks every month to act as senior accountant 
for either regular periodical audits, or special work. Box 
510, care of The Journal of Accountancy.

Income Tax Accountant
Desires connection with either law or accounting firm to 
take charge of Federal Tax Department. Engagements 
during last four years limited entirely to the preparation 
and presentation of tax matters at Washington. Prefer 
connection where share of profit or partnership interest in 
addition to fair drawing account will be offered. Single. 
Age 28. Apply Box 515, care of The Journal of Account­
ancy.

Accountant’s Typewriting Bureau
Chicago. Audit reports, financial statements, and all kinds 
of tabulating work undertaken by staff of expert typists, 
all trained in public accounting work. For further par­
ticulars address, Box 516, care of The Journal of Ac­
countancy.

WELL KNOWN PUBLIC ACCOUNTING 
ORGANIZATION WITH 20 YEARS’

EXPERIENCE

has recently considerably enlarged 
report making, photostating, etc., 
facilities, and now wishes to add one 
or two public accountants with pri­
vate practices to its organization as 
associates.

Object is reduced cost per contract 
handled through increased use of 
report making plant and steadily em­
ployed juniors, with resultant in­
creased profit to all.

Box 509 care of Journal of Accountancy;

When writing to advertisers please mention The Journal of Accountancy
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Do You Value the Opinion 
of a Public Accountant?

If you would ask any Vannais-Trained accountant the outstanding reason for 
the underlying success of Vannais Training, his answer would probably be— 
personal interest in each student’s individual case.

The following quotation was the answer given by Mr. E. Herbert Dingley to 
another man when asked his opinion of Vannais Training; he expressed him­
self as hundreds of other Vannais-Trained accountants have done:

“Throughout the entire training period, I was most favorably im­
pressed with the personal interest in my progress shown by the per­
sonnel of the Institute; and I shall always look back with great 
pleasure upon my work with the members of the faculty with whom 
I came in contact.”—E. Herbert Dingley, West Farmington, Maine.

Personal interest in each student’s individual case produces the most effective 
results, for every man is a law unto himself. It has been the inflexible Vannais 
policy to consider the training of each man as an individual matter, paying 
special attention to his previous education and experience.

Today, Vannais Training, because of its unusual record produced by personal 
interest, is selected by hundreds of discriminating men throughout the coun­
try. These men are preparing to take their C.P.A. examinations, or to engage 
in important executive positions, and each one is acquiring confidence to 
reach his goal, largely because of our personal interest.

Why don’t you use the coupon below to start you on your investigation of 
Vannais Training ?

Vannais Training is arranged for CORRESPONDENCE STUDY. 
It is also used for RESIDENT INSTRUCTION in many educa­
tional institutions.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut

New York Chicago Minneapolis San Francisco

THE VANNAIS ACCOUNTING INSTITUTE, Inc., 30 Asylum St., Hartford, Conn.

I am interested in the service you offer. Please send me your book 
“Applied Accountancy.”  VANNAIS

 NAME (print) ......................................................................................................

Business Position .................................................................. How Long Held..................... ................

Is your aim the C. P. A. Degree ? ..........................................................................................................

BUSINESS ADDRESS..................................................................................................................................

When writing to advertisers please mention The Journal of Accountancy
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DUTIES OF THE JUNIOR 
ACCOUNTANT

By W. B. REYNOLDS and F. W. THORNTON

7 x 5 inches; 107 pages.

PUBLISHED UNDER THE ENDOWMENT FUND 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

This work tells what is expected of the 
beginner and of the more experienced 
junior accountant. It is an aid to learn­
ing what to do and how to do it.
A fund of advice and suggestion is 
afforded the reader on:
Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash on 

hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign 

currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and additions 

thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb­
ruary, 1918, this book’s popularity has 
been consistently maintained. It is now 
in the fourth printing.
For the convenience of those who wish to carry 
the volume about with them, a limited number has 
been bound in flexible leather.

  In imitation leather .... $1.25 
Price  

  In cloth board binding .... 1.00

THE AMERICAN INSTITUTE OF
ACCOUNTANTS

135 Cedar Street New York

INTRODUCTION TO
ACTUARIAL SCIENCE

By H. A. FINNEY

Published under the Endowment Fund of 
the American Institute of Accountants

A WORK that every accountant and 
student of accountancy should possess 
and study.

BECAUSE of the desire of many ac­
countants and students for informa­
tion on this subject, Mr. Finney, edi­
tor of the Student’s Department of 
The Journal of Accountancy, has 
written this book consisting of 101 
pages, 5x7 inches, printed in large 
type and bound in cloth.

THE TEXT of “Introduction to 
Actuarial Science” consists of articles 
which appeared in The Journal of 
Accountancy and solutions of all 
problems in actuarial science contained 
in the examinations of the American 
Institute of Accountants up to and 
including May, 1920.

INTEREST, single investments, an­
nuities, leasehold premiums, bonds and 
depreciation are discussed in a clear 
and concise manner.

THIS WORK should appeal not only 
to the accountant but to many busi­
ness men.

Price $1.50 delivered in the 
United States of America

AMERICAN INSTITUTE OF 
ACCOUNTANTS

135 Cedar Street New York

When writing to advertisers please mention The Journal of Accountancy
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Accountancy education 
develops latent abilities 
—gives specific technical 
focus to natural aptitudes —lays the foundation for advancement in Business—prepares specifically for professional Accountancy examinations and for practice.
Pace Institute teaches Accountancy and Business Ad­
ministration in four Resident schools—New York, 
Boston, Washington, and Newark. Evening classes 
will be organized in all schools early in January. Day 
classes will also be available at Pace Institute, New 
York. The winter term—Day-school Division opens on 
February 6th.

Extension Study —One Month’s Trial $7
Pace Institute also teaches by Extension through the mails. By 
sending $7 you may study in the Extension Division for one 
month—you do not obligate yourself in any way to continue your 
study at the expiration of the trial month. Write for details of 
this unique $7 trial offer and for a copy of “Making Ready.”

 

Pace Institute
30 Church Street, New York City

Tremont Temple 
Boston, Mass.

Transportation 
Building 

Washington, D. C.
24 William St.
Newark, N. J.

Printing House of William Edwin Rudge, New York
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