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PREFACE 

T h i s book has been w r i t t e n i n the i n t e r e s t o f the ad

vancement of accounting p r a c t i c e w i t h respect to one o f i t s most 

important f e a t u r e s , which has not h e r e t o f o r e been dwelt upon at 

length i n the l i t e r a t u r e of accountancy, namely, the p r e p a r a t i o n 

of r e p o r t s . The volume i s addressed to p u b l i c and p r i v a t e a c 

countants and students of accountancy with the hope that i t may 

be of s e r v i c e i n r a i s i n g the standard o f p r a c t i c e i n respect of 

accounting technique i n r e p o r t s and the p r a c t i c a l value of the 

repor t s to the persons f o r whom they are prepared. 

The work of the accountant, both p r o f e s s i o n a l and p r i 

vate, i s summed up i n h i s r e p o r t s . It i s a l s o judged by h i s r e 

p o r t s . In d e c i d i n g to undertake t h i s work, I was i n f l u e n c e d to 

no small degree by the words o f a prominent business man to the 

e f f e c t t h a t the work o f p r o f e s s i o n a l accountants which had come 

t o h i s a t t e n t i o n , as evidenced by t h e i r r e p o r t s , was d i s t i n c t l y 

d i s a p p o i n t i n g . In a l a r g e m a j o r i t y o f cases the c l i e n t ' s im

p r e s s i o n of the q u a l i t y of p r o f e s s i o n a l a c c o u n t i n g work i s de

r i v e d e n t i r e l y from the accountant's r e p o r t . The f i e l d work 

done by the accountant or h i s r e p r e s e n t a t i v e may be ever so good, 

but i t w i l l a v a i l l i t t l e i f the r e p o r t i s not l u c i d and i l l u m i 

n a t i n g as w e l l as acc u r a t e . 

T h i s a l s o a p p l i e s to a l a r g e extent to the r e p o r t s 

prepared by p r i v a t e accountants f o r the use of executives, 

boards of d i r e c t o r s , or s t o c k h o l d e r s . C e r t a i n standards have 

been and are bei n g set by p r o f e s s i o n a l accountants, as the 
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l e a d e r s of thought i n t h a t d i r e c t i o n , f o r the p r e s e n t a t i o n of 

f i n a n c i a l statements and t h e i r i n t e r p r e t a t i o n ; and business ex

e c u t i v e s and governing bodies have a r i g h t to expect that the 

persons charged with the a d m i n i s t r a t i o n o f t h e i r accounting 

matters s h a l l adopt the best p r a c t i c e i n r e p o r t i n g to them upon 

the f i n a n c i a l c o n d i t i o n and r e s u l t s of o p e r a t i o n of the business, 

and s h a l l recognize and p o i n t out s i g n i f i c a n t f a c t s i n connection 

w i t h such statements which may be u t i l i z e d i n c o r r e c t i n g f a u l t s 

and f o r m u l a t i n g p o l i c i e s of business a d m i n i s t r a t i o n . 

There should be no e s s e n t i a l d i f f e r e n c e between the 

p r a c t i c e s of p u b l i c and p r i v a t e accountants w i t h respect to such 

matters as nomenclature, c l a s s i f i c a t i o n , and arrangement i n the 

p r e p a r a t i o n of accounting statements. The only d i f f e r e n c e i s 

that the p u b l i c accountant draws up h i s statements a f t e r formal

l y v e r i f y i n g the accuracy of the accounts, and the p r i v a t e ac

countant draws up h i s statements from accounts assumed to be 

a c c u r a t e . 

In view of the f o r e g o i n g , i t i s thought that t h i s work, 

which i s designed to e x h i b i t the best p r a c t i c e of p r o f e s s i o n a l 

accountants i n the p r e p a r a t i o n of t h e i r r e p o r t s , as gleaned from 

the p r o f e s s i o n a l experience of the author, w i l l be found e q u a l l y 

b e n e f i c i a l i n p u b l i c and p r i v a t e p r a c t i c e . 

WILLIAM H. BELL. 

New York, 

August 15, 1921. 
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CHAPTER 1  

INTRODUCTORY 

GROWING IMPORTANCE OF REPORTS 

With the growth of modern bus i n e s s e n t e r p r i s e s g r e a t e r 

need has a r i s e n f o r d e v e l o p i n g adequate means by which to keep 

those r e s p o n s i b l e f o r the o p e r a t i o n and d i r e c t i o n of the business 

informed as to i t s past accomplishments and i t s present s t a t u s . 

Because of t h i s f a c t , b u s i n e s s e x e c u t i v e s are r e c o g n i z 

i n g more keenly than ever b e f o r e the e s s e n t i a l p a r t which proper

l y prepared r e p o r t s p l a y today i n the conduct o f b u s i n e s s . They 

are r e a l i z i n g that the present demands the use of g r e a t e r care 

and s k i l l i n the p r e p a r a t i o n o f r e p o r t s . T h i s i s e s p e c i a l l y true 

i n the case of r e p o r t s rendered by accountants, many of whom are 

app a r e n t l y l a c k i n g i n a proper a p p r e c i a t i o n of the n e c e s s i t y of 

p r e p a r i n g r e p o r t s so as t o be e a s i l y understood by those f o r whom 

they are intended. For i t must be remembered that a p o o r l y con

s t r u c t e d r e p o r t , though seemingly harmless, i s f r e q u e n t l y a most 

dangerous instrument i n the hands o f those who use i t . 

Although e x i s t i n g works on ac c o u n t i n g and a u d i t i n g con

t a i n much d i s c u s s i o n r e l a t i n g t o the theory and p r a c t i c e i n v o l v e d 

i n f i n a n c i a l statements, very l i t t l e has been w r i t t e n on the 

p r e p a r a t i o n o f accountants' r e p o r t s from the standpoint of u n i 

form p r a c t i c e w i t h r e s p e c t to form, arrangement, and terminology, 

as w e l l as o f content. I t i s w i t h a d e s i r e to a s s i s t i n improv

i n g the e x i s t i n g p r a c t i c e that t h i s t r e a t i s e has been w r i t t e n . 
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MORE LUCID FINANCIAL STATEMENTS DESIRED 

Not i n f r e q u e n t l y , accountants' r e p o r t s are rendered 

almost v a l u e l e s s through the i n a b i l i t y of accountants t o look at 

t h i n g s through the eyes of t h e i r c l i e n t s and p r i n c i p a l s . It 

shoul d be the aim of the accountant to a v o i d h i g h l y t e c h n i c a l 

terms and forms as much as p o s s i b l e . The persons to whom r e p o r t s 

are addressed are not u s u a l l y t e c h n i c a l accountants; but whether 

they are or are not, the r e p o r t s should be i l l u m i n a t i v e to anyone 

ha v i n g o c c a s i o n to read them. Of course, the accountant cannot 

hope t o express h i m s e l f so that there i s a b s o l u t e l y no chance o f 

h i s r e p o r t s b e i n g misunderstood, but there i s a wide d i f f e r e n c e 

between such simple r e p o r t s and the confusin g , h y p e r - t e c h n i c a l 

statements c i r c u l a t e d by some companies i n t h e i r p r i n t e d r e p o r t s . 

I t should be borne i n mind that as f a r as the p r o 

f e s s i o n a l accountant i s concerned he has a d u a l r e s p o n s i b i l i t y -

to h i s c l i e n t and to the p u b l i c ; and the l a t t e r r e s p o n s i b i l i t y i s 

not d i s c h a r g e d by a r e f u s a l t o countenance evident i r r e g u l a r i t i e s , 

but extends a l s o to i n s i s t e n c e upon l u c i d i t y i n h i s statements. 

The t i t l e s of accounts as they appear on the books should be i g 

nored i f they do not c l e a r l y convey the d e s i r e d meaning. Such 

t i t l e s are o f t e n purposely condensed and even, at times, de

l i b e r a t e l y designed to mis l e a d . 

NEED OF UNIFORM PROCEDURE 

It i s a l s o important that accountants, both p r o f e s s i o n a l 

and p r i v a t e , should endeavor so f a r as p o s s i b l e to develop a u n i 

form procedure f o r p r e s e n t i n g the f i n a n c i a l f a c t s of the business 
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so that r e p o r t s f o r d i f f e r e n t p e r i o d s may always be comparable, 

and so that bankers, credit-men and others may have no d i f f i c u l t y 

i n c o n t r a s t i n g f i n a n c i a l statements rendered by d i f f e r e n t enter

p r i s e s . It i s to be remembered that the d u t i e s of the two 

c l a s s e s o f accountants d i f f e r only i n t h i s : That the p u b l i c ac

countant prepares h i s statements a f t e r d i s i n t e r e s t e d examination 

and proof or d i s p r o o f of the accounts, while the p r i v a t e ac

countant draws up h i s statements from accounts assumed to be cor
r e c t . They should, t h e r e f o r e , f o l l o w the same procedure i n pre
p a r i n g the statements. 

While one of the c r y i n g needs i n accountancy i s the 

greater u n i f o r m i t y of p r a c t i c e as between the members of the pro
f e s s i o n , care should be taken that the general accounting work 

w i t h i n an o r g a n i z a t i o n i s not reduced to a p u r e l y r o u t i n e b a s i s , 

when the substance i s made t o f i t the form r a t h e r than the r e 

verse. Perhaps the g r e a t e s t cause f o r c r i t i c i s m of r e p o r t s i s 

that they are o f t e n stereotyped, i n both substance and form. In 

c e r t a i n cases t h i s f a u l t i s imaginary, but i n others i t i s very 
r e a l . It may be due to p l a i n incompetency or to f a l s e notions 
of s t a n d a r d i z a t i o n , which almost i n v a r i a b l y r e s u l t i n a narrowed 

viewpoint and r e s t r i c t e d o r i g i n a l i t y . Of course, there are very 
many forms and expressions t h a t can h a r d l y be improved and 

nothing i s t h e r e f o r e gained by experimentation w i t h s u b s t i t u t e s . 

The e v i l l i e s i n the l a c k of d i s c r i m i n a t i o n which r e s u l t s i n 

b l i n d l y a p p l y i n g such forms and expressions under c o n d i t i o n s 

where they are i n a p p r o p r i a t e or unnecessary. They are not 
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hackneyed i f they f i t the case. 

DESIGNATION OF STATEMENTS 

A word i s necessary here concerning the d e s i g n a t i o n s 

given t o f i n a n c i a l statements. The p r a c t i c e o f prominent account

i n g o r g a n i z a t i o n s d i f f e r s w i t h r e s p e c t to the use of these d e s i g 

n a t i o n s . I t i s e n t i r e l y a matter of p e r s o n a l p r e f e r e n c e whether 

the p r i n c i p a l statements be termed " e x h i b i t s " or "schedules," or 

whether they be d e s i g n a t e d by l e t t e r or number. In t h i s work, 

the term " e x h i b i t , " w i t h a d e s i g n a t i n g l e t t e r , i s a p p l i e d to the 

p r i n c i p a l statements, t h a t i s , those which are, at l e a s t to a 

l a r g e degree, independent of o t h e r s ; and the term "schedule," 

w i t h a d e s i g n a t i n g number, i s a p p l i e d t o subordinate statements. 

Sometimes i t i s necessary to render a more d e t a i l e d statement 

that i s i t s e l f subordinate to a "schedule." For l a c k of a more 

s u i t a b l e term, such t a b u l a t i o n s are here c a l l e d "statements," 

and they are numbered. Whatever scheme i s adopted, i t may have 

to be m o d i f i e d when r e p o r t i n g upon such matters as t r u s t estates, 

when court procedure c a l l s f o r other forms and d e s i g n a t i o n s . 

MECHANICAL FEATURES AND NECESSITY OF PRECISION 

In the p r e p a r a t i o n of f i n a n c i a l statements, c e r t a i n 

mechanical f e a t u r e s should not be overlooked, as they add much 

to the g e n e r a l l u c i d i t y and i n t e l l i g i b i l i t y o f the statements. 

These i n c l u d e such matters as the t y p i n g , underscoring, and i n 

d e n t i n g of i n d i v i d u a l items so as to i n d i c a t e the r e l a t i o n s h i p 

more c l e a r l y . N e i t h e r should the accountant be too n i g g a r d l y 
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w i t h h i s comparisons. The p r e s e n t a t i o n of f i g u r e s f o r correspond

i n g p e r i o d s o f other years g r e a t l y enhances the value o f the 

statements. 

A prime e s s e n t i a l to success i n accountancy, as i n other 

p r o f e s s i o n s and a r t s , i s p r e c i s i o n . I t i s perhaps unnecessary t o 

dwell upon the n e c e s s i t y f o r accuracy of f i g u r e s , but p r e c i s i o n of 

e x p r e s s i o n i s no l e s s important. In t h i s connection, a t t e n t i o n 

should be given to the misuse o f such e x p r e s s i o n s as "paid," 

" c o l l e c t e d , " "unearned," " p a i d i n advance," and "accrued." In the 

use of such expressions the standpoint of the business b e i n g r e 

p o r t e d upon should always govern. Rent i s p a i d i n advance by the 

l e s s e e , and c o l l e c t e d i n advance by the l e s s o r ; insurance premiums 

are unearned from the standpoint of the insurance company. The 

only p o s s i b l e cure f o r the tendency t o l a c k of c l a r i t y i n r e p o r t s 

i s , as s t a t e d above, h a b i t u a l l y s e e i n g the r e p o r t s w i t h the eye of 

the c l i e n t . 

AUDIT REPORT DEFINED 

The r e p o r t s s p e c i f i c a l l y d i s c u s s e d i n t h i s book are, 

n a t u r a l l y , those rendered by p r o f e s s i o n a l accountants and a u d i t o r s 

to t h e i r c l i e n t s . The p r o f e s s i o n a l accountants have formulated 

c e r t a i n standards w i t h respect t o the form and arrangement of f i n 

a n c i a l statements, which are a p p l i c a b l e e q u a l l y to p u b l i c and p r i 

vate p r a c t i c e . I t i s b e l i e v e d that through the study of such r e 

p o r t s as are here d i s c u s s e d ample i l l u s t r a t i o n s w i l l be a f f o r d e d 

o f the most g e n e r a l l y accepted p r a c t i c e among accountants whether 

engaged i n p u b l i c or i n p r i v a t e work. 
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I t should be noted, of course, that there are c e r t a i n 

matters which have to be c o n s i d e r e d by the p u b l i c accountant i n 

p r e p a r i n g a r e p o r t f o r a c l i e n t w i t h which the accountant engaged 

i n p r i v a t e work need not concern h i m s e l f . For example, there i s 

s t i l l some c o n f u s i o n among accountants i n t h i s country as to what 

i s meant by the term " r e p o r t " as a p p l i e d t o p r o f e s s i o n a l account

ancy p r a c t i c e . It i s customary f o r some t o d e s c r i b e what they 

render t o c l i e n t s by some such term as "Report and Accounts," or 

"Report and Statements." They seem to r e g a r d as the " r e p o r t " the 

p a r t appearing over t h e i r s i g n a t u r e , c o n s i s t i n g of a p r e s e n t a t i o n 

and comment or d e s c r i p t i v e matter — p o s s i b l y a l s o a c e r t i f i c a t e 

but not the statements. T h i s p r a c t i c e o r i g i n a t e d i n Great B r i t a i n , 

where i t i s customary f o r the p r o f e s s i o n a l a u d i t o r to c e r t i f y t o 

statements submitted as those of the c l i e n t , but that custom does 

not p r e v a i l to any extent i n t h i s country. 

No accountant would s e r i o u s l y contend t h a t the f i n a n c i a l 

statements submitted by him as p a r t o f the r e s u l t s of h i s work, 

but not s p e c i f i c a l l y over h i s s i g n a t u r e , are i n any sense extrane

ous to h i s r e p o r t . These statements represent merely a convenient 

method of e x h i b i t i n g the f i n a n c i a l c o n d i t i o n or o p e r a t i o n s o f a 

b u s i n e s s . The i n f o r m a t i o n they c o n t a i n might be conveyed as in-

t e l l i g i b l y - p o s s i b l y more i n t e l l i g i b l y i n many cases - i n t e x t 

form, i n which case t h e r e appears to be a b s o l u t e l y no doubt that 

i t would always be h e l d t o c o n s t i t u t e a p a r t of h i s " r e p o r t . " 

To i l l u s t r a t e , the f i n a n c i a l c o n d i t i o n of a b u s i n e s s might be 

s t a t e d as f o l l o w s : 
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"The cash balance at December 31, 1920, was 
$25,000.00; the accounts r e c e i v a b l e aggregated 
$150,000.00; and the i n v e n t o r i e s were v a l u e d at 
$550,000.00, making t o t a l c u r r e n t a s s e t s of $725,000.00 
- compared w i t h curren t l i a b i l i t i e s , c o n s i s t i n g of ac
counts payable and accrued expenses, of only $25,000.00. 
The c a p i t a l a s s e t s , c o n s i s t i n g of land, b u i l d i n g s , 
machinery, and f i x t u r e s ( l e s s r e s e r v e s f o r d e p r e c i a 
t i o n ) , amounted to $265,000.00. There were d e f e r r e d 
charges to o p e r a t i o n s ( i n t e r e s t and insurance p a i d i n 
advance) amounting t o $10,000.00. The net worth of 
the business was $750,000.00, represented by c a p i t a l 
stock o f $500,000.00 and sur p l u s o f $250,000.00." 

In t h i s book the word " r e p o r t " when r e f e r r i n g t o a pro

f e s s i o n a l a u d i t i s intended to comprehend e v e r y t h i n g f o r m a l l y 

submitted to the c l i e n t . 

CHARACTER AND SCOPE OF REPORT 

A matter of prime importance f o r the accountant i s the 

n e c e s s i t y f o r determining c l e a r l y i n advance the character, scope, 

and purpose of the rep o r t which i s d e s i r e d . T h i s n e c e s s i t y o f 

c a r e f u l a n a l y s i s o f the requirements of a s i t u a t i o n f i n d s , o f 

course, most s t r i k i n g i l l u s t r a t i o n i n the work o f a p u b l i c ac

countant f o r a c l i e n t . The composition of the report as to 

statements and s t a t i s t i c a l data should be determined with reason

able d e f i n i t e n e s s before the work has proceeded f a r . In t h i s 

connection, as much c o n s i d e r a t i o n as p o s s i b l e should be given to 

the c l i e n t ' s i n t e r e s t s i n the matter of expense, and statements 

or other matter should not be prepared u n n e c e s s a r i l y . 

For example, u n l e s s a permanent and complete r e c o r d of 

the d e t a i l s of the accounts r e c e i v a b l e and payable i s d e s i r e d 

f o r the r e p o r t , the accountant may check the c l i e n t ' s t r i a l b a l -
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ances, and thus obviate the n e c e s s i t y f o r p r e p a r i n g schedules of 

h i s own or a m p l i f y i n g such schedules as may be f u r n i s h e d by the 

c l i e n t . S i m i l a r l y , i f the d e t a i l s of s e c u r i t i e s owned, notes r e 

c e i v a b l e , e t c . , are not to be i n c l u d e d i n the r e p o r t , the p u b l i c 

accountant may be able t o u t i l i z e as working papers cop i e s of 

the c l i e n t ' s schedules, which may f r e q u e n t l y be obtained. So 

a l s o i n the v e r i f i c a t i o n of p r o p e r t y accounts and others of l i k e 

nature, i f d e t a i l s of changes are not to be shown i n the r e p o r t , 

small items may u s u a l l y be assumed to be c o r r e c t without i n v e s t i 

g a t i o n and the l a r g e r ones need not be q u i t e so s p e c i f i c a l l y 

d e s c r i b e d i n the working papers as would otherwise be the case. 

In rar e cases the contents of a p u b l i c accountant's 

r e p o r t as to statements and tex t matter i s p r e s c r i b e d by the 

c l i e n t . U s u a l l y , however, i t devolves upon the p u b l i c account

ant to a n t i c i p a t e the d e s i r e s of h i s c l i e n t i n t h i s r espect, 

f u r n i s h i n g a l l data which, i n h i s o p i n i o n , the c l i e n t w i l l r e 

qu i r e or a p p r e c i a t e . 

The accountant may have been engaged to examine 

s p e c i f i c accounts or the r e c o r d s o f c e r t a i n s p e c i f i c t r a n s a c 

t i o n s , i n which case a simple l e t t e r w i l l u s u a l l y prove ade

quate; to aud i t the cash r e c e i p t s and disbursements f o r a c e r 

t a i n p e r i o d , when a statement o f cash t r a n s a c t i o n s w i l l u s u a l l y 

be r e q u i r e d ; t o aud i t the asset and the l i a b i l i t y accounts as 

of a c e r t a i n date ( u s u a l l y termed a balance sheet a u d i t ) , when 

a balance sheet w i l l almost always be rendered; or t o make a 

complete au d i t f o r a c e r t a i n p e r i o d , when a f u l l report i s r e -
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q u i r e d - u s u a l l y c o n s i s t i n g of a balance sheet at the end of the 

p e r i o d and a statement of income and p r o f i t and l o s s f o r the 

p e r i o d , w i t h or without comments. On each of these a formal c e r 

t i f i c a t e may a l s o be c a l l e d f o r . 

PARTS OF REPORT 

S t i l l another matter which s p e c i f i c a l l y a f f e c t s the ac

countant i n p u b l i c p r a c t i c e p r e p a r i n g r e p o r t s f o r c l i e n t s i s t h a t 

of the component p a r t s o f the r e p o r t and the order i n which they 

should appear. The p r i v a t e accountant u s u a l l y submits to h i s 

p r i n c i p a l s only f i n a n c i a l statements. I f he has any comments to 

make he renders them o r a l l y . The p r o f e s s i o n a l accountant, on the 

other hand, upon c o n c l u d i n g h i s a u d i t submits t o h i s c l i e n t a 

f o r m a l r e p o r t i n w r i t i n g , i n which he i n c l u d e s , i n a d d i t i o n t o 

the statements, comments on the s e v e r a l items of the statements 

as suggested above, or on other more g e n e r a l matters, such as the 

system of accounting used. These are a most important p a r t of 

h i s r e p o r t , and should be prepared w i t h the g r e a t e s t c a r e . 

In a d d i t i o n t o the f i n a n c i a l statements and comments 

an a u d i t report c o n t a i n s two o t h e r f e a t u r e s which are not used 

i n the r e p o r t s rendered by the p r i v a t e accountant, namely, the 

c e r t i f i c a t e and the p r e s e n t a t i o n . The c e r t i f i c a t e o f a u d i t 

s h o u l d s t a t e b r i e f l y but s p e c i f i c a l l y the extent of i t s a p p l i c a 

t i o n . S p e c i a l care should be taken when i t i s necessary to make 

q u a l i f i c a t i o n s . In the p r e s e n t a t i o n , which forms the i n t r o d u c 

t o r y p a r t o f the r e p o r t , the c l i e n t should be f o r m a l l y a d v i s e d 

of what has been done and the contents of the r e p o r t . 
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The order i n which the s e v e r a l p a r t s o f the a u d i t r e 

p o r t are c o n s i d e r e d i n t h i s book i s the o r d e r i n which they are 

completed by the accountant, namely, statements, comments, c e r t i 

f i c a t e , and p r e s e n t a t i o n . In the r e p o r t i t s e l f the p a r t s are 

arranged d i f f e r e n t l y , the f o l l o w i n g b e i n g probably the best order 

i n the m a j o r i t y of cases: p r e s e n t a t i o n , comments, c e r t i f i c a t e 

(assuming i t i s separate and not appended to a statement), and 

statements. 
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CHAPTER I I  

BALANCE SHEETS 

The work of the accountant, whether p r i v a t e or p r o 

f e s s i o n a l , has two more or l e s s d i s t i n c t a s p e c t s . The f i r s t i s 

the keeping or i n v e s t i g a t i o n o f accounts - the p r o c e s s of r e c o r d 

i n g t r a n s a c t i o n s from day to day or o f v e r i f y i n g the r e c o r d s 

p e r i o d i c a l l y . The second i s concerned w i t h the summarization, i n 

a form r e a d i l y i n t e l l i g i b l e , o f the d a i l y r e c o r d s or of the r e 

s u l t s of an i n v e s t i g a t i o n of the r e c o r d s - the p r e p a r a t i o n of 

f i n a n c i a l statements. 

The v a s t expansion and i n c r e a s e d complexity o f the b u s i 

ness u n i t has demanded of the accountant improved and s i m p l i f i e d 

methods of r o u t i n e a c c o u n t i n g . But i t has a l s o compelled him to 

give more study to the method of f o r m u l a t i n g f i n a n c i a l statements. 

The men at the helm o f great aggregations o f c a p i t a l cannot main

t a i n p e r s o n a l contact w i t h the o r g a n i z a t i o n s i n a l l t h e i r mani

f o l d r a m i f i c a t i o n s . They are, t h e r e f o r e , i n s p e c i a l need of a 

compass t h a t w i l l enable them to s t e e r a proper course. T h i s i s 

p r o v i d e d by f i n a n c i a l statements e p i t o m i z i n g the c o n d i t i o n and 

o p e r a t i o n o f t h e i r companies. Too much a t t e n t i o n , t h e r e f o r e , 

cannot be g i v e n t o the proper f o r m u l a t i o n of f i n a n c i a l r e p o r t s 

and the g e n e r a l e f f e c t i v e n e s s and l u c i d i t y w i t h which the v i t a l 

f a c t s c o n c e r n i n g an i n d u s t r y are p r e s e n t e d to those i n c o n t r o l . 

The purpose of the f i r s t p a r t o f the present work i s 

to set f o r t h the most approved methods of drawing up the s t a t e 

ments, b e g i n n i n g w i t h the balance sheet. In l a t e r chapters con-
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s i d e r a t i o n i s g i v e n to q u e s t i o n s i n whioh the p u b l i c accountant 

i s p a r t i c u l a r l y i n t e r e s t e d , the g e n e r a l p r e p a r a t i o n and arrange

ment of an a u d i t r e p o r t . 

I t seems to be q u i t e customary among American account

ants to use the term "General Balance Sheet" as a f o r m a l t i t l e 

to most statements of a s s e t s and l i a b i l i t i e s , but i n c o n v e r s a t i o n 

the same accountants drop the p r e f i x " g e n e r a l . " In a search of 

a c c o u n t i n g l i t e r a t u r e r e g a r d i n g the o r i g i n and e v o l u t i o n of the 

balance sheet, the only i n s t a n c e of the use of the word "ge n e r a l " 

i n t h i s connection which has been d i s c o v e r e d by the author i s i n 

r e l a t i o n to the "double account form o f balance sheet," which i s 

p r e s c r i b e d by law f o r c e r t a i n E n g l i s h companies. T h i s c o n s i s t s 

o f two s e c t i o n s : the f i r s t , " R eceipts and Expenditures on C a p i 

t a l Account"; the second, the "General Balance Sheet," to which 

i s brought down, as an a s s e t or a l i a b i l i t y , the balance from 

the f i r s t s e c t i o n . 

As a p r a c t i c a l matter, the word " g e n e r a l " appears t o 

be redundant. V i r t u a l l y a l l balance sheets are " g e n e r a l , " i n 

the sense that they e x h i b i t the c o n d i t i o n of the business at a 

given time i n t o t o . The term balance sheet i s commonly under

stood as having t h a t meaning, and i n the comparatively r a r e 

cases when i t i s a p p l i e d to a statement of the c o n d i t i o n of a 

branch or department, the b a l a n c i n g account of which i s w i t h 

the main o f f i c e , i t i s used f o r l a c k of a b e t t e r term. R a r e l y , 

i f ever, i s a d i s t i n c t i o n made between "general balance sheets" 

and "balance sheets" i n r e s p e c t to the degree o f d e t a i l p r e 

sented. 
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There are two g e n e r a l p r a c t i c e s r e g a r d i n g the arrange

ment of items i n the p r e p a r a t i o n o f balance sheets, namely: 

1. The arrangement o f a s s e t s as n e a r l y as p r a c t i c a b l e 
i n the order of t h e i r a v a i l a b i l i t y , and l i a b i l i 
t i e s i n the order i n which they are payable, 
w i t h the accounts r e p r e s e n t i n g net worth ( c a p i 
t a l , or c a p i t a l stock and surplus) l a s t . 

2. Beginning w i t h the permanent or f i x e d a s s e t s , 
o p p o s i t e which are shown the sources o f c a p i t a l 
( u s u a l l y c a p i t a l stock and funded debt) the 
order o f the other a s s e t s and l i a b i l i t i e s b eing 
very much as i n the f i r s t arrangement, w i t h the 
s u r p l u s the l a s t item among the l i a b i l i t i e s . 

Each of these methods has i t s advantages, but i t i s 

perhaps safe to a s s e r t t h a t i n the m a j o r i t y of cases the former 

i s p r e f e r a b l e . I t i s almost always used i n the case o f f i n a n 

c i a l i n s t i t u t i o n s . I f the balance sheet i s p r i m a r i l y intended 

to be submitted t o a p r o s p e c t i v e lender, prominence should be 

g i v e n to the comparison o f c u r r e n t a s s e t s w i t h c u r r e n t l i a b i l i 

t i e s by p l a c i n g them at the top. I f the balance sheet i s i n 

tended f o r a p r o s p e c t i v e purchaser, the net worth of the b u s i 

ness may w e l l be s t a t e d i n one amount, thereby conforming to 

the f i r s t arrangement. In the o p i n i o n o f many accountants, t h e 

growing p r a c t i c e o f i s s u i n g c a p i t a l stock without par value 

f u r n i s h e s an a d d i t i o n a l reason f o r showing i n the balance sheet 

the t o t a l o f the c a p i t a l stock and s u r p l u s . 

I t i s argued by some accountants that the second 

method i s p r e f e r a b l e f o r the reason t h a t i t i s more l o g i c a l to 

present f i r s t the c a p i t a l a s s e t s , w i t h which the business i s 

c a r r i e d on, i n j u x t a p o s i t i o n t o the sources o f c a p i t a l . The 

on l y o b j e c t i o n to the method i s t h a t the s u r p l u s of a corp o r a -
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t i o n , which i s almost i n v a r i a b l y s t a t e d l a s t , i s very o f t e n to a 

l a r g e extent a l s o i n v e s t e d i n the c a p i t a l a s s e t s . However, the 

method i s w e l l e s t a b l i s h e d i n p r a c t i c e , e s p e c i a l l y i n drawing up 

balance sheets o f r a i l r o a d and p u b l i c u t i l i t y c o r p o r a t i o n s . 

The f i r s t method i s e x e m p l i f i e d i n summary form as f o l 

lows, t a k i n g as an example the balance sheet of a manufacturing 

c o r p o r a t i o n : 

Assets L i a b i l i t i e s 

Current Assets 
Investments 
S i n k i n g Fund 
Prope r t y 
Good-Will, Patents, 

Trade-Marks, e t c . 
D e f e r r e d Charges 

The a l t e r n a t i v e arrangement 

shown as f o l l o w s : 

A s s e t s 

Property 
Good-Will, Patents, 

Trade-Marks, e t c . 
S i n k i n g Fund 
Investment S e c u r i t i e s 
Current A s s e t s 
D e f e r r e d Charges 

Current L i a b i l i t i e s 
Funded Debt 
D e f e r r e d C r e d i t s 
Reserves 
C a p i t a l Stock 
Surplus 

most g e n e r a l l y employed i s 

L i a b i l i t i e s 

C a p i t a l Stock 
Funded Debt 
Current L i a b i l i t i e s 
D e f e r r e d C r e d i t s 
Reserves 
Surplus 

F o l l o w i n g i s a condensation o f the form of balance 

sheet proposed by the F e d e r a l Reserve Board f o r merchants and 

manufacturers: 
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ASSETS 

Cash 

Notes and Accounts Rec e i v a b l e 
( i n c l u d i n g notes r e c e i v a b l e d i s c o u n t e d or s o l d w i t h i n d o r s e 

ment or guaranty; and showing s e p a r a t e l y those past due) 
Less p r o v i s i o n s f o r Bad Debts, Discounts, F r e i g h t s , Allow

ances, e t c . 
I n v e n t o r i e s : 
Raw M a t e r i a l 
Goods i n Process 
Uncompleted C o n t r a c t s 

Less C o l l e c t i o n s on Account 
F i n i s h e d Goods 

Other Quick A s s e t s : 
( f u l l y described) 

T o t a l Quick As s e t s : 
( e x c l u d i n g a l l investments) 

S e c u r i t i e s R e a d i l y Marketable and S a l a b l e 
Without Impairing the Business 

Notes Given by O f f i c e r s , Stockholders, o r 
Employees 

Accounts flue from O f f i c e r s , Stockholders, or 
Employees 

T o t a l Current A s s e t s 

F i x e d A s s e t s : 
Land Used f o r P l a n t 
B u i l d i n g s Used f o r P l a n t 
Machinery 
To o l s and P l a n t Equipment 
P a t t e r n s and Drawings 
O f f i c e F u r n i t u r e and F i x t u r e s 
Other F i x e d Assets, i f any 

( f u l l y d escribed) 

T o t a l 
Less Reserves f o r D e p r e c i a t i o n 

T o t a l F i x e d A s s e t s 
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Deferred Charges: 
P r e p a i d Expenses, I n t e r e s t , Insurance, 

Taxes, e t c . 

Other A s s e t s : 
( f u l l y d e s c r i b e d ) 

TOTAL ASSETS 

LIABILITIES 

B i l l s , Notes, and Accounts Payable: 
Unsecured B i l l s and Notes: 

On Account of Purchases of Merchandise, P l a n t Assets, e t c . 
On Account o f Loans 

Unsecured Accounts: 
For Purchases 
Due to Stockholders, O f f i c e r s , or Employees 

Secured L i a b i l i t i e s : 
Notes R e c e i v a b l e Discounted o r S o l d w i t h 

Indorsement or Guaranty (per contra) 
Customers 1 Accounts Discounted or Assigned 
O b l i g a t i o n s Secured by L i e n s or I n v e n t o r i e s 
O b l i g a t i o n s Secured by S e c u r i t i e s Deposited as C o l l a t e r a l 

Accrued L i a b i l i t i e s ( i n t e r e s t , taxes, wages, etc.) 

Other Current L i a b i l i t i e s : 
( f u l l y d e s c r i b e d ) 

T o t a l Current L i a b i l i t i e s 

F i x e d L i a b i l i t i e s : 
Mortgage on P l a n t (due date) 
Mortgage on Other R e a l E s t a t e (due date) 
C h a t t e l Mortgage on Machinery o r Equipment (due date) 
Bonded Debt (due date) 
Other F i x e d L i a b i l i t i e s : 

( f u l l y d e s cribed) 

T o t a l F i x e d L i a b i l i t i e s 

TOTAL LIABILITIES 
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NET WORTH: 
I f a C o r p o r a t i o n : 

P r e f e r r e d Stock ( l e s s s tock i n Treasury) 
Common Stock ( l e s s stock i n Treasury) 
Surplus and Undivided P r o f i t s 

T o t a l 

Less: 
Book Value of Good-Will 
D e f i c i t 

T o t a l 

I f an I n d i v i d u a l or P a r t n e r s h i p : 
C a p i t a l 

U n d i s t r i b u t e d P r o f i t s o r D e f i c i t 

T o t a l 

There i s c o n s i d e r a b l e v a r i a n c e i n the p r a c t i c e s of 

accountants w i t h r e s p e c t t o the c a p t i o n s i n balance sheets - as 

i n every other phase of a c c o u n t i n g p r a c t i c e . 

The terms L i q u i d A s s e t s and Quick A s s e t s are frequent-

l y used synonymously w i t h Current Assets, although i t appears 

that Quick A s s e t s should be more r e s t r i c t e d , as i n the f o r e g o 

i n g i l l u s t r a t i o n . The author p r e f e r s the term Current Assets, 

to i n c l u d e cash and o t h e r items that w i l l normally be converted 

i n t o cash, such as r e c e i v a b l e s , i n v e n t o r i e s , and temporary i n 

vestments i n s e c u r i t i e s (at market v a l u e ) . 

The terms F i x e d A s s e t s and C a p i t a l Assets are used 

interchangeably, to denote p l a n t a s s e t s , investments i n sub

s i d i a r y companies, and p a t e n t s , g o o d - w i l l , trade-marks, f r a n 

c h i s e s , e t c . 

Most accountants u s u a l l y t r e a t i n v e n t o r i e s as Current 

A s s e t s , but some t r e a t them as Working A s s e t s or Working and 
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T r a d i n g A s s e t s . T h i s l a t t e r c l a s s i s o f t e n a l s o made to i n c l u d e 

expenditures a p p l i c a b l e to f u t u r e o p e r a t i o n s (insurance, taxes, 

i n t e r e s t , etc.) which are t r e a t e d by most accountants as De f e r r e d 

Charges o r De f e r r e d Debit Items. Expense funds and i n v e n t o r i e s 

of s u p p l i e s (as d i s t i n g u i s h e d from m a t e r i a l s ) are v a r i o u s l y 

c l a s s e d as Current Assets, Working Assets, and De f e r r e d Charges. 

Some accountants are so concerned over the d i s t i n c t i o n 

between " l i a b i l i t i e s " and " a c c o u n t a b i l i t i e s " t h a t they f e e l im

p e l l e d to use the heading " L i a b i l i t i e s and C a p i t a l . " The use of 

the word " l i a b i l i t i e s , " as comprehending the p r o p r i e t o r s h i p ac

counts, has been sanctioned by custom. Furthermore, there i s 

some q u e s t i o n as to whether the c a p i t a l o r i g i n a l l y c o n t r i b u t e d 

by the p r o p r i e t o r s , t o g e t h e r w i t h any a c c r e t i o n s , may not be r e 

garded, i n a broad sense, as a l i a b i l i t y of the bu s i n e s s . Let 

those who a r e disposed t o in d u l g e i n h a i r - s p l i t t i n g arguments 

on the sub j e c t do so; the author i s not convinced of the d e s i r 

a b i l i t y o f d e p a r t i n g from w e l l e s t a b l i s h e d p r a c t i c e i n t h i s 

r e s p e c t . 

Custom has a l s o s a n c t i o n e d the p l a c i n g of a d e f i c i t 

among the a s s e t s . There seems to be no o b j e c t i o n to doing so 

i n most cases, as i t i s c e r t a i n l y not going to be overlooked, 

and the f i g u r e of t o t a l a s s e t s i s not p a r t i c u l a r l y important. 

Most accountants i n c l u d e accrued l i a b i l i t i e s such as 

taxes, i n t e r e s t , and wages, i n Current L i a b i l i t i e s , but others 

make a separate group, Accrued L i a b i l i t i e s . C e r t a i n a c c r u a l s , 

notably F e d e r a l taxes and commissions, are o f t e n shown as r e -



28 

s e r v e s . I t i s a f a i r l y w e l l e s t a b l i s h e d p r i n c i p l e that any 

p r o v i s i o n f o r an expense that w i l l have to be met, even though 

the exact amount may not be determined, i s a l i a b i l i t y as d i s 

t i n g u i s h e d from a r e s e r v e , but i t r e q u i r e s no l i t t l e t e m e r i t y 

f o r an accountant to i n s i s t upon showing as one of the c u r r e n t , 

or even accrued, l i a b i l i t i e s , f o r example, a p r o v i s i o n f o r 

F e d e r a l taxes, when payment o f a l a r g e p a r t , i f not a l l , i s con

s i d e r a b l y d e f e r r e d . 

P r a c t i c e s a l s o d i f f e r w i t h r e s p e c t to the l o c a t i o n i n 

the balance sheet of r e s e r v e s f o r d e p r e c i a t i o n , d o u b t f u l ac

counts, e t c . Such r e s e r v e s are sometimes shown under the head 

of l i a b i l i t i e s and sometimes deducted ( u s u a l l y on the f a c e of 

the balance sheet) from the a s s e t items to which they r e l a t e . 

I t seems that no i n v a r i a b l e r u l e can be adopted, but i t i s 

g e n e r a l l y p r e f e r a b l e to deduct these r e s e r v e s from the r e l a t e d 

a s s e t s . In the l a s t a n a l y s i s , there are but three c l a s s e s of 

accounts shown i n the balance sheet, v i z . , a s s e t s , l i a b i l i t i e s , 

and p r o p r i e t o r s h i p . To the extent t h a t such r e s e r v e s r e p r e 

sent p r o v i s i o n f o r d e c l i n e i n value of a s s e t s ( a c t u a l or e s t i 

mated) they are n e i t h e r l i a b i l i t i e s nor p r o p r i e t o r s h i p , and 

are, t h e r e f o r e , deductions from a s s e t s . T h i s excludes p r o v i 

s i o n f o r obsolescence, e t c . , which may, i f d e s i r e d and i f p r a c 

t i c a b l e , be segregated. 

In the p r e p a r a t i o n o f the balance sheet i t should be 

the aim to express each item c l e a r l y , i f necessary i g n o r i n g 

the names of accounts as they appear on the books. In other 



words, the balance sheet s h o u l d be a t e r s e s t o r y about the f i n 

a n c i a l c o n d i t i o n of the business, not a mere t r i a l balance a f t e r 

c l o s i n g . 

In the f o l l o w i n g pages w i l l be shown and d i s c u s s e d i n 

more or l e s s d e t a i l the items which i t i s thought are g e n e r a l l y 

i n c l u d e d under the s e v e r a l groups o f a s s e t s and l i a b i l i t i e s mak

in g up the balance sheet, arranged i n the order regarded by the 

author as the most s a t i s f a c t o r y i n the m a j o r i t y of cases. 

CURRENT ASSETS 

The items under t h i s c a p t i o n w i l l be assumed to be as 

f o l l o w s : 

Cash 
Cash on Deposit f o r Payment of I n t e r e s t , e t c . 
Working Funds 
Notes and Acceptances R e c e i v a b l e 
Accounts R e c e i v a b l e : 

Customers 
Employees - on L i b e r t y Loan Bond S u b s c r i p 

t i o n s 
Others 

Temporary Investments 
Accrued I n t e r e s t R e c e i v a b l e 
I n v e n t o r i e s : 

F i n i s h e d Goods 
Work i n Process 
M a t e r i a l s and S u p p l i e s 

Advances on M a t e r i a l s Purchased 

Cash. The g e n e r a l cash balance may be shown i n one 

item, as above, or i f the amount of cash on hand i s c o n s i d e r 

able i t may be shown s e p a r a t e l y , as "Cash on Deposit" and "Cash 

on Hand." In order t o d i s t i n g u i s h more c l e a r l y the g e n e r a l 

cash balance from d e p o s i t s f o r s p e c i a l purposes, the former may 

29 
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be d e s i g n a t e d as "Cash - Current Funds" or "Cash on Deposit -

General Funds." 

A bank o v e r d r a f t should be shown among the c u r r e n t 

l i a b i l i t i e s . However, i f t h e r e should be an o v e r d r a f t on one 

bank, represented by o u t s t a n d i n g checks, which i s more than o f f 

set by an a v a i l a b l e balance i n another bank, there seems to be 

no o b j e c t i o n , i n a balance sheet of a going concern, t o showing 

the net balance as an a s s e t . I f there i s a net o v e r d r a f t , con

s i s t i n g of an o v e r d r a f t on one bank and a d e b i t balance o f s m a l l 

er amount i n another, the two items should be shown i n the b a l 

ance sheet as a l i a b i l i t y and an asset r e s p e c t i v e l y . It i s some

times found that o v e r d r a f t s shown on the books are caused by 

e n t e r i n g checks c o n s i d e r a b l y i n advance of t h e i r b e i n g sent out. 

I f p r a c t i c a b l e , the amounts of such checks i n the o f f i c e at the 

date o f the balance sheet s h o u l d be a s c e r t a i n e d and the cash b a l 

ance and accounts payable i n c r e a s e d a c c o r d i n g l y . 

The "Cash on Deposit f o r Payment of I n t e r e s t , e t c . " 

would i n c l u d e d e p o s i t s f o r payment of coupons, d i v i d e n d s , ma

t u r e d funded debt, e t c . , the l i a b i l i t i e s f o r which are i n c l u d e d 

under c u r r e n t l i a b i l i t i e s . Such d e p o s i t s as f o r s i n k i n g funds, 

proceeds of s a l e s o f mortgaged pr o p e r t y , gas and e l e c t r i c s e r 

v i c e , e t c , should be shown s e p a r a t e l y , not under c u r r e n t a s s e t s . 

Working Funds. By t h i s term i s meant cash funds i n the 

hands of c a s h i e r s , salesmen, o r o t h e r s , f o r payment of cur r e n t ex

penses or f o r making purchases. Some accountants c l a s s i f y such 

funds as D e f e r r e d Charges, but as they are p r a c t i c a l l y as c u r r e n t 
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as the general cash, p r o v i d e d expenditures have been p r o p e r l y 

c l e a r e d , there seems to be no good reason f o r e x c l u d i n g them 

from c u r r e n t a s s e t s ; i n f a c t t h e r e should be no o b j e c t i o n to 

combining them with the g e n e r a l funds, i n the item "Cash." 

The v a r i o u s funds may be shown s e p a r a t e l y or i n t o t a l , 

depending upon circumstances. 

Notes and Acceptances R e c e i v a b l e . I t i s g e n e r a l l y 

s a t i s f a c t o r y t o combine notes and trade acceptances r e c e i v a b l e , 

as there i s no e s s e n t i a l d i f f e r e n c e between them. However, i f 

any c o n s i d e r a b l e amount of notes r e p r e s e n t s o t h e r than t r a d e 

o b l i g a t i o n s such notes should be shown s e p a r a t e l y , i n which 

case the items would appear somewhat as f o l l o w s : 

Notes and Acceptances Receivable - Trade 
Notes Receivable - Loans 

or they might be shown as three items, thus: 

Trade Acceptances R e c e i v a b l e 
Trade Notes R e c e i v a b l e 
Other Notes R e c e i v a b l e 

The amount of contingent l i a b i l i t i e s on account of 

endorsement of notes and acceptances may be d i s c l o s e d under 

t h i s heading by showing the t o t a l amount l e s s the amount d i s 

counted, thus: 

Notes and Acceptances R e c e i v 
a b l e $100,000.00 

Less Discounted 75,000.00 $25,000.00 

However, the u s u a l methods of showing such contingent l i a b i l i 

t i e s are by means of f o o t n o t e s or separate items on the balance 

sheet, as e x p l a i n e d l a t e r . 
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Accounts R e c e i v a b l e . In the balance sheet of a com

m e r c i a l b u s i n e s s i t i s u s u a l l y d e s i r a b l e to show the trade ac

counts r e c e i v a b l e separate from accounts r e p r e s e n t i n g loans or 

advances t o i n d i v i d u a l s , or o t h e r accounts which are presumably 

not as c u r r e n t as customers' accounts. I f a l l the accounts r e 

c e i v a b l e are w i t h customers i t i s w e l l to designate the balance 

sheet item a c c o r d i n g l y , thus: "Accounts R e c e i v a b l e - Customers." 

It i s almost always d e s i r a b l e to a n t i c i p a t e the i n e v i t a b l e i n 

q u i r y of a reader of the balance sheet as to the c h a r a c t e r of 

the accounts r e c e i v a b l e by p o s i t i v e d e s i g n a t i o n of the trade 

accounts. 

The extent to which the accounts other than w i t h 

customers are i t e m i z e d depends upon the amounts t h e r e o f and 

other c o n d i t i o n s . I f the amounts o f the accounts w i t h o f f i c e r s 

and employees are c o n s i d e r a b l e , they are u s u a l l y shown separate

l y . Any comparatively l a r g e amount of c l a i m s a g a i n s t t r a n s p o r 

t a t i o n companies w i l l a l s o be shown as a separate item. How

ever, i f the t o t a l of the accounts other than customers' a c 

counts i s not l a r g e i t may w e l l be shown i n one item - "Others." 

The g u i d i n g p r i n c i p l e should be to f u r n i s h an i n t e r e s t e d person 

w i t h s u f f i c i e n t i n f o r m a t i o n to enable him to form an o p i n i o n 

r e g a r d i n g the c o l l e c t i b i l i t y and l i q u i d i t y of the accounts. 

C r e d i t balances i n customers' accounts, not o f f s e t 

by d e b i t b a l a n c e s with the same customers, are u s u a l l y i n c l u d e d 

among the l i a b i l i t i e s , e i t h e r as a separate item or added t o 

the accounts payable. Likewise, d e b i t balances i n c r e d i t o r s ' 
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accounts, u n l e s s they represent advance payments f o r merchandise 

or s e r v i c e s , or are o f f s e t by c r e d i t balances w i t h the same 

c r e d i t o r s , should be c l a s s i f i e d as accounts r e c e i v a b l e , e i t h e r 

b e i n g shown as a separate item or i n c l u d e d i n "Others." I f the 

d e b i t balances i n c r e d i t o r s ' accounts a c t u a l l y represent advance 

payments (which should not be assumed) they should be shown 

under Current Assets, as "Advances on M a t e r i a l s Purchased," or 

under Deferred Charges w i t h a p p r o p r i a t e e x p l a n a t i o n . 

It i s u s u a l l y d e s i r a b l e to show s e p a r a t e l y accounts 

with a f f i l i a t e d companies. I f such accounts represent advances 

of a permanent c h a r a c t e r , they should be c a r r i e d under the head 

of Investments. 

Many concerns a s s i g n t h e i r trade accounts r e c e i v a b l e 

i n c o n s i d e r a t i o n o f advances made t o them. For the b e t t e r se

c u r i t y of the lender, these t r a n s a c t i o n s u s u a l l y take the l e g a l 

form of a c t u a l s a l e s o f the accounts, with or without n o t i f i c a 

t i o n t o the customers, but f o r p r a c t i c a l purposes they are 

loans secured by the accounts and amounting to about e i g h t y per 

cent of t h e i r v a l u e . Remittances by customers are u s u a l l y made 

i n the r e g u l a r way and the e n t i r e amounts turned over to the 

lender. A c c e p t i n g the theory t h a t the accounts are pledged 

r a t h e r than s o l d , i t seems l o g i c a l t o c a r r y them as a s s e t s at 

t h e i r face value and the balance due the lender as a l i a b i l i t y . 

T h i s balance w i l l c o n s i s t of the o r i g i n a l advances on u n s e t t l e d 

accounts l e s s the margin of, say, twenty per cent not yet r e 

funded by the lender on accounts which have been s e t t l e d . Under 
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t h i s treatment the customers' accounts w i l l be shown on the b a l 

ance sheet as f o l l o w s : 

Accounts R e c e i v a b l e - Customers: 
Pledged 
Unpledged 

The a l t e r n a t i v e procedure, which i n the o p i n i o n o f the 

author i s i l l o g i c a l , i s to show as a s s e t s the e q u i t y i n the 

a s s i g n e d accounts and the r e f u n d due on s e t t l e d accounts. How

ever, t h i s method w i l l be found u s e f u l i n the p r e p a r a t i o n o f c e r 

t a i n condensed f i n a n c i a l statements i n which i t i s d e s i r e d t o 

set f o r t h the net a s s e t s of each c l a s s . Such statements w i l l be 

d i s c u s s e d l a t e r . 

P r a c t i c e s d i f f e r w i t h r e s p e c t t o the treatment i n the 

balance sheet of r e s e r v e s f o r d o u b t f u l accounts, d i s c o u n t s , e t c . 

Some accountants deduct them from the a s s e t s , w h i l e o t h e r s show 

them among the l i a b i l i t i e s . In the o p i n i o n o f the author, r e 

serves a g a i n s t s p e c i f i c accounts regarded as u n c o l l e c t i b l e or 

d o u b t f u l should always be deducted; but i f a l l such accounts 

have been w r i t t e n o f f and the r e s e r v e r e p r e s e n t s g e n e r a l p r o 

v i s i o n f o r such l o s s as may be s u s t a i n e d i n the f u t u r e , there 

seems t o be no v a l i d o b j e c t i o n to c a r r y i n g the accounts at 

t h e i r face v a l u e and showing the r e s e r v e among the l i a b i l i t i e s , 

upon the theory t h a t i t i s v i r t u a l l y a r e s e r v e f o r c o n t i n g e n c i e s . 

That theory has a c t u a t e d the Treasury Department to d i s a l l o w 

deduction, as such, o f amounts r e s e r v e d f o r expected l o s s e s . I f 

i t i s a s e t t l e d p o l i c y to show r e s e r v e s f o r u n c o l l e c t i b l e a c 

counts among the l i a b i l i t i e s , any c o n s i d e r a b l e amount o f doubt-
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f u l accounts covered by a res e r v e should be separated from the 

current accounts and i n c l u d e d i n the d e f e r r e d charges. With r e 

gard to r e s e r v e s f o r trade d i s c o u n t s , q u a n t i t y d i s c o u n t s , a l l o w 

ances, f r e i g h t , e t c . , there seems to be l i t t l e doubt that they 

are p r o p e r l y d e d u c t i b l e from the a s s e t s . The author does not 

advocate s e t t i n g up a reserve f o r cash d i s c o u n t s to be a l l o w e d 

to customers on o u t s t a n d i n g accounts, b e l i e v i n g that such d i s 

counts become a charge when taken and not when the s a l e s are 

made. 

The method of t r e a t i n g employees' s u b s c r i p t i o n s f o r 

government s e c u r i t i e s i s not as l i v e an i s s u e as i t has been, 

but undoubtedly some such balances w i l l be c a r r i e d f o r a con

s i d e r a b l e time, and i t may t h e r e f o r e not be amiss to devote 

some a t t e n t i o n to the s u b j e c t . G e n e r a l l y speaking, employers 

who have purchased L i b e r t y Loan bonds and V i c t o r y Loan notes 

f o r employees have a l s o purchased some f o r t h e i r own account; 

and i n perhaps most cases the employers do not i n s i s t upon 

the employees completing t h e i r payments i f they d e s i r e to be 

r e l e a s e d . In view of these c o n d i t i o n s i t has become q u i t e a 

g e n e r a l p r a c t i c e to c a r r y a l l these s e c u r i t i e s purchased i n 

one account, that i s , to t r e a t them a l l as owned by the em

p l o y e r ; to c r e d i t r e c e i p t s from employees t o a l i a b i l i t y a c 

count; and when an employee completes payment t o c r e d i t the 

former and charge the l a t t e r account. In the o p i n i o n of the 

author i t i s p r e f e r a b l e to c a r r y separate accounts f o r the 

cost o f the s e c u r i t i e s , c h a r g i n g the employees w i t h the cost 
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of bonds s u b s c r i b e d f o r by them, upon the theory t h a t the em

p l o y e e s a c t u a l l y own the bonds and the employer has merely ad

vanced the purchase p r i c e and i s h o l d i n g the bonds as s e c u r i t y ; 

the r e c e i p t s from employees t o be c r e d i t e d to t h e i r accounts 

and any necessary adjustments to be made l a t e r . The aggregate 

o f the balances o f these accounts would then be shown on the 

balance sheet as Due from Employees on L i b e r t y Bond S u b s c r i p 

t i o n s . 

In t h i s c o nnection c o n s i d e r a t i o n may be g i v e n to the 

treatment of o b l i g a t i o n s o f the b u s i n e s s a r i s i n g from the pur

chase of government bonds o r notes. During the p e r i o d o f war 

f i n a n c i n g there appeared to be some q u e s t i o n as to whether the 

t o t a l amount of bonds s u b s c r i b e d f o r should be shown as an 

a s s e t , the unpaid i n s t a l m e n t s o r loans b e i n g shown as a l i a b i l i 

t y , or merely the e q u i t y be shown as an a s s e t , w i t h or without 

d e t a i l s . Inasmuch as banks have always regarded the bonds as 

the p r o p e r t y of the borrowers and not as s o l d on the i n s t a l 

ment p l a n , i t appears that b o t h the asset and the l i a b i l i t y 

s h o uld always have been shown, although the l a t t e r may have 

been d i f f e r e n t i a t e d from other notes payable. Moreover, any 

c o n d i t i o n s p r e v a i l i n g d u r i n g the war f i n a n c i n g which may have 

seemed to warrant unusual treatment of notes payable secured 

by L i b e r t y Loan bonds and notes, c e r t a i n l y do not p r e v a i l now. 

Temporary Investments. Whether or not s e c u r i t i e s 

may p r o p e r l y be c l a s s i f i e d as current a s s e t s depends p r i m a r i l y 

upon the purpose of h o l d i n g them, and s e c o n d a r i l y upon t h e i r 



m a r k e t a b i l i t y . I f the s e c u r i t i e s can be d i s p o s e d o f r e a d i l y , 

and without changing the company's p o l i c y w i t h r e s p e c t to i t s 

investments or a f f e c t i n g i t s b u s i n e s s r e l a t i o n s , they may be 

c o n s i d e r e d current a s s e t s . I f , on the other hand, they are re 

garded as more or l e s s permanent investments, or represent pro 

p r i e t a r y or c o n t r o l l i n g i n t e r e s t s , they should be t r e a t e d as 

permanent investments, even though marketable at w i l l . The 

maturity of the s e c u r i t i e s may not n e c e s s a r i l y be a c r i t e r i o n ; 

a company may i n v e s t some p a r t of i t s permanent reserve funds 

i n short-term notes on account of t h e i r h i gher i n t e r e s t r a t e . 

The book value of s e c u r i t i e s c a r r i e d as current 

a s s e t s should not be m a t e r i a l l y i n excess of market v a l u e . I f 

any o f the s e c u r i t i e s are pledged that f a c t should be i n d i c a t 

ed on the balance sheet. 

There w i l l u s u a l l y not be many items of temporary 

investments, and i t i s p r e f e r a b l e , i f p r a c t i c a b l e , t o c a r r y 

them i n the balance sheet by name i n s t e a d of as a group. 

Accrued I n t e r e s t R e c e i v a b l e . T h i s may be shown i n 

one amount or i t e m i z e d as, f o r example, on notes r e c e i v a b l e 

and on bonds owned. 

I n v e n t o r i e s . As much d e t a i l r e g a r d i n g i n v e n t o r i e s 

may be shown i n the balance sheet as the circumstances seem 

to c a l l f o r . It i s u s u a l l y d e s i r a b l e to c l a s s i f y the inven

t o r i e s of a manufacturing business i n the g e n e r a l groups of 

f i n i s h e d goods, work i n process, and m a t e r i a l s and s u p p l i e s . 

37 
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Some accountants c l a s s i f y s u p p l i e s which are not ac

t u a l l y i n g r e d i e n t s of the product - f u e l , r e p a i r p a r t s , s t a 

t i o n e r y , e t c . , - as D e f e r r e d Charges, a l o n g w i t h other p r e p a i d 

expenses, but the author makes a d i s t i n c t i o n between p h y s i c a l 

or t a n g i b l e items and i n t a n g i b l e items, i n c l u d i n g the former i n 

I n v e n t o r i e s , under Current A s s e t s . 

I f any of the merchandise i s pledged, that f a c t should 

be i n d i c a t e d on the balance sheet, e i t h e r i n the item i t s e l f or 

i n a f o o t n o t e . 

In an a u d i t r e p o r t i t i s f r e q u e n t l y d e s i r a b l e t o q u a i l -

f y the balance sheet w i t h r e s p e c t to r e s p o n s i b i l i t y f o r p h y s i c a l 

i n v e n t o r i e s as t o q u a n t i t i e s or p r i c e s , or both. T h i s can be 

done e f f e c t u a l l y by s t a t i n g the c a p t i o n i n one of these ways: 

I n v e n t o r i e s as Taken by the Company 
In v e n t o r i e s as Taken and Valued by the Company 
In v e n t o r i e s (not v e r i f i e d ) 

I f p h y s i c a l i n v e n t o r i e s have not been taken and the 

book i n v e n t o r i e s are not accepted without q u a l i f i c a t i o n , the 

item may be shown thus: I n v e n t o r i e s - Book Value. 

Any reserve against d e c l i n e i n value o f i n v e n t o r i e s 

or f o r i n t e r d e p a r t m e n t a l p r o f i t on goods on hand, should u s u a l 

l y be deducted from the amount o f the i n v e n t o r y . The deduction 

o f a r e s e r v e r e p r e s e n t i n g a c o n s e r v a t i v e p r o v i s i o n , not a c t u a l l y 

r e q u i r e d , i s u s u a l l y shown on the f a c e of the balance sheet. 

In c e r t a i n seasonal businesses, such as the dry goods 

business, i t i s q u i t e customary, i n c l o s i n g the books at the 

end of a season, to exclude from the accounts purchases and 



expenses f o r the next season's b u s i n e s s . There are o f t e n l a r g e 

amounts of goods on hand f o r the succeeding season which are not 

i n c l u d e d i n the inventory; and the i n v o i c e s t h e r e f o r , which 

u s u a l l y bear f u t u r e d a t i n g , are not taken up as l i a b i l i t i e s . As 

the p r a c t i c e i s w e l l e s t a b l i s h e d t h e r e seems to be no o b j e c t i o n 

to the e l i m i n a t i o n of the c o n t r a asset and l i a b i l i t y , p r o v i d e d 

settlement i s not r e q u i r e d f o r some time i n the f u t u r e and i t 

i s d e f i n i t e l y determined that the merchandise i s on hand and i s 

not i n c l u d e d i n the i n v e n t o r y . The w r i t e r has known o f cases 

where p a r t of the next season's goods have been s o l d without 

any charge having been made f o r the cost t h e r e o f . There should 

always be a footnote on the balance sheet to the e f f e c t t h a t 

the a s s e t and the l i a b i l i t y have been excluded. 

Any c o n s i d e r a b l e amount o f merchandise out on c o n s i g n 

ment should be shown as a separate item. The same a p p l i e s to 

samples, i f i n v e n t o r i e d at a l l . Merchandise h e l d on c o n s i g n 

ment, f o r account of others, should not be shown on the balance 

sheet, but any advances thereon should be c a r r i e d as a separate 

item under Current A s s e t s . 

C a r r y i n g charges on merchandise - storage, insurance, 

e t c . , - may p r o p e r l y be added to the cost of the merchandise 

u n l e s s the t o t a l exceeds i t s market va l u e . For balance sheet 

purposes i t i s u s u a l l y necessary t o show only one amount as the 

value of such merchandise, but i n c e r t a i n cases i t seems de

s i r a b l e to separate the c a r r y i n g charges from the o r i g i n a l c o s t . 

Investments. Under t h i s head should be shown perman

ent or long-term investments, such as: s e c u r i t i e s of, and ad-
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varices to, s u b s i d i a r y companies; s e c u r i t i e s r e p r e s e n t i n g i n v e s t 

ments of r e s e r v e s ; and r e a l e s t a t e , other than p l a n t , purchased 

f o r investment or a c q u i r e d i n settlement of a debt. 

I f the items are too numerous to be shown s e p a r a t e l y 

on the balance sheet the d e t a i l s should be g i v e n i n a schedule 

or i n the comments. The e s s e n t i a l p o i n t s as to s e c u r i t i e s a r e : 

par value, number of shares of stock, maturity and r a t e of i n 

t e r e s t of bonds, book value, and perhaps market v a l u e . It i s 

not u s u a l l y necessary t h a t investment s e c u r i t i e s be c a r r i e d at 

market, or l i q u i d a t i n g value, but i f there i s a c o n s i d e r a b l e 

d i f f e r e n c e between the book value and the a c t u a l investment 

v a l u e as determined from the most r e l i a b l e a v a i l a b l e source, 

t h a t f a c t should be brought out i n some manner. The treatment 

o f investments i n s u b s i d i a r y companies i n connection w i t h con

s o l i d a t e d balance sheets i s d i s c u s s e d i n Chapter I I I . 

I f any o f the s e c u r i t i e s are pledged that f a c t should 

be i n d i c a t e d on the balance sheet. 

Investments i n s u b s i d i a r y companies may be e x h i b i t e d 

somewhat as f o l l o w s : 

Investments i n S u b s i d i a r y Companies: 
A. B. Company: 

Stock - 1,000 shares 
Advances 

T o t a l 

C. D. Company: 
Stock - 100 shares 
Bonds 

T o t a l 

T o t a l Investments i n S u b s i d i a r y Companies 
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SINKING FUND 

The composition of the s i n k i n g fund should be shown on 

the balance sheet. I t w i l l be assumed to be: 

Cash 
S e c u r i t i e s 
Accrued I n t e r e s t 

The s e c u r i t i e s should be f u l l y d e s c r i b e d . They may be 

o u t s i d e s e c u r i t i e s or some of the bonds f o r which the s i n k i n g 

fund i s created, which have been purchased out of the s i n k i n g 

fund i n s t a l m e n t s but are not c a n c e l e d and continue to bear i n 

t e r e s t . Such bonds, i f purchased at a d i s c o u n t or premium, 

should be w r i t t e n up or down to par value, and when brought to 

par they may p r o p e r l y be deducted on the face of the balance 

sheet from the bonds i s s u e d , whereupon the s i n k i n g fund a s s e t s 

may be shown thus: S i n k i n g Fund - Cash and Accrued I n t e r e s t 

(Bonds Deducted from L i a b i l i t i e s , per C o n t r a ) . 

PROPERTY 

The p h y s i c a l p r o p e r t y , i . e . , the land, b u i l d i n g s , and 

equipment, w i t h which a b u s i n e s s operates, i s grouped under 

v a r i o u s heads, the most common b e i n g Property, P l a n t Property, 

and P r o p e r t y and P l a n t . The author favors the f i r s t of these 

i n most cases, as there i s o f t e n p r o p e r t y which i s not a p t l y 

d e s c r i b e d as " p l a n t , " even though, i n a broad sense, i t i s em

p l o y e d i n the business; and the word "property" seems to have 

a c q u i r e d a t e c h n i c a l s i g n i f i c a n c e so that i t needs no m o d i f i e r . 

However, where there are o u t s i d e investments i n r e a l e s t a t e , 

c a r r i e d s e p a r a t e l y , and the p r o p e r t y p e r t a i n i n g to the b u s i n e s s 
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i t s e l f may be a p p r o p r i a t e l y thus designated, i t may be b e t t e r to 

use t h e term P l a n t P r o p e r t y . I f t h e r e i s no r e a l e s t a t e , i t may 

be a p p r o p r i a t e to use the c a p t i o n "Equipment." 

The u s u a l balance sheet c l a s s i f i c a t i o n of p r o p e r t y f o r 

a manufacturing concern i s somewhat as f o l l o w s : 

Land 
B u i l d i n g s 
Machinery and F a c t o r y Equipment 
Automobiles, Horses, and Wagons 
O f f i c e F u r n i t u r e and A p p l i a n c e s 

In an a u d i t r e p o r t the p r i n c i p l e of v a l u i n g the p roper

ty should be made c l e a r i n the balance sheet, comments, or c e r t i 

f i c a t e - whether the v a l u a t i o n i s a t c o s t , d e p r e c i a t e d c o s t , ap

p r a i s e d r e p r o d u c t i o n c o s t , or a p p r a i s e d sound value, i . e . , depre

c i a t e d r e p r o d u c t i o n cost (of course, the d e p r e c i a t i o n does not 

a p p l y to l a n d ) . While the accountant may not q u e s t i o n the p r o 

p r i e t y o f a d j u s t i n g the book va l u e o f p r o p e r t y to conform t o 

v a l u e s determined by competent a p p r a i s e r s , under recent c o n d i 

t i o n s such an adjustment almost i n v a r i a b l y c o n s t i t u t e s a p p r e c i a 

t i o n , i f not i n f l a t i o n , and i t i s d e s i r a b l e t o d i s c l o s e i n the 

balance sheet any c o n s i d e r a b l e a c c r e t i o n t o s u r p l u s from such a 

source, or a t l e a s t t o mention t h a t the a p p r a i s e d value i s used, 

so t h a t any i n t e r e s t e d person i s put on n o t i c e and may thereupon 

i n q u i r e r e g a r d i n g the e f f e c t o f the adjustment upon the s u r p l u s . 

P r o v i s i o n f o r d e p r e c i a t i o n i s g e n e r a l l y c a r r i e d i n 

reserve accounts, r a t h e r than c r e d i t e d to the p r o p e r t y accounts. 

Such r e s e r v e s may be deducted from the a s s e t s on the f a c e of the 

balance sheet, i n t o t a l or i n d e t a i l , or be shown among the 
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l i a b i l i t i e s . O r d i n a r i l y i t probably makes very l i t t l e d i f f e r 

ence which of these methods i s adopted, except f o r the sake of 

u n i f o r m i t y , e s p e c i a l l y i f the amounts r e s e r v e d have l i t t l e o r 

no d i r e c t r e l a t i o n t o p h y s i c a l d e p r e c i a t i o n . However, as there 

are more cases i n which i t appears to be d e s i r a b l e f o r one reason 

or another t o deduct the r e s e r v e s from the a s s e t s than there are 

f o r showing them as l i a b i l i t i e s , i f an i n v a r i a b l e r u l e i s to be 

e s t a b l i s h e d i t i s probably b e t t e r to deduct them from the a s s e t s . 

T h i s appears t o be l o g i c a l , as d e p r e c i a t i o n r e s e r v e s represent 

l i t t l e , i f anything, more than bookkeeping expedients, designed 

to show the t o t a l p r o v i s i o n f o r d e p r e c i a t i o n at any time, and 

to permit of showing i n the a s s e t accounts the t o t a l cost of 

p r o p e r t y , n e i t h e r o f which would be shown i f the d e p r e c i a t i o n 

were c r e d i t e d to the a s s e t accounts. I t w i l l be observed that 

the F e d e r a l Reserve Board i n i t s standard form of balance sheet 

recommends the p r a c t i c e of d e d u c t i n g the r e s e r v e s from the 

a s s e t s ; i n that form the a s s e t s are s t a t e d i n more or l e s s de

t a i l but the r e s e r v e s a r e shown i n t o t a l o n l y . On the other 

hand, most of the commissions having j u r i s d i c t i o n over p u b l i c 

u t i l i t i e s p r e s c r i b e that the r e s e r v e s s h a l l be c a r r i e d as 

l i a b i l i t i e s . 

I f no p r o v i s i o n has been made f o r d e p r e c i a t i o n , or 

i f the p r o v i s i o n i s o b v i o u s l y inadequate, i t i s u s u a l l y neces

sary t o c a l l a t t e n t i o n to the f a c t i n a f o o t n o t e . 

The f o r e g o i n g remarks on d e p r e c i a t i o n apply e q u a l l y 

to d e p l e t i o n of n a t u r a l r e s o u r c e s . 
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GOOD-WILL. PATENTS. TRADE-MARKS, ETC. 

The o n l y p o i n t t o be co n s i d e r e d r e g a r d i n g the s t a t i n g 

of these i n t a n g i b l e a s s e t s i n the balance sheet i s t h a t they 

s h o u l d be shown s e p a r a t e l y , t h a t i s , not i n c l u d e d w i t h the t a n 

g i b l e p r o p e r t y items. In those cases where such s e p a r a t i o n i s 

i m p r a c t i c a b l e , the item s h o u l d be d e s c r i b e d i n such language as 

t o i n d i c a t e c l e a r l y t h a t i n t a n g i b l e s are i n c l u d e d . 

DEFERRED CHARGES 

T h i s c l a s s i f i c a t i o n i s intended t o cover v a r i o u s ex

p e n d i t u r e s which are a p p l i c a b l e t o f u t u r e o p e r a t i o n s , o r which 

a r e h e l d i n suspense pending d e t e r m i n a t i o n o f t h e i r a c t u a l 

s t a t u s . In many cases the group i s a l s o made to i n c l u d e work

i n g funds, s p e c i a l d e p o s i t s , advances f o r v a r i o u s purposes, and 

accounts r e c e i v a b l e the c o l l e c t i o n o f which i s d e f e r r e d . The 

t i t l e s used f o r t h i s group o f items are v a r i o u s , e.g.: D e f e r r e d 

Charges, D e f e r r e d Debit Items, D e f e r r e d Assets, and P r e p a i d Ex

penses. The l a t t e r two terms c o u l d not always be employed. 

While the connection i s r a t h e r remote, i t i s n e v e r t h e l e s s i n 

t e r e s t i n g to observe t h a t the I n t e r s t a t e Commerce Commission, 

i n i t s standard form o f balance sheet f o r steam roads (that 

f o r e l e c t r i c r a i l w a y s i s v i r t u a l l y the same) p r e s c r i b e s two 

groups, D e f e r r e d A s s e t s and Unadjusted D e b i t s , c l a s s i f i e d as 

f o l l o w s : 

D e f e r r e d Assets: 
Working Fund Advances 
Insurance and Other Funds 
Other Deferred A s s e t s (not f u r t h e r d e f i n e d ) 
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Unadjusted D e b i t s : 
Rents and Insurance Premiums P a i d i n Advance 
Discount on C a p i t a l Stock 
Discount on Funded Debt 
Prope r t y Abandoned Chargeable to O p e r a t i n g Expenses 
Other Unadjusted Debits ( d e f i n e d as d e b i t balances i n 

suspense accounts t h a t cannot be e n t i r e l y c l e a r e d and 
d i s p o s e d of u n t i l a d d i t i o n a l i n f o r m a t i o n i s r e c e i v e d ; 
items c r e d i t e d to o p e r a t i n g revenues or o p e r a t i n g 
expenses on an e s t i m a t e d b a s i s ; u n e x t i n g u i s h e d d i s 
count on short-term notes; estimated accrued depre
c i a t i o n on equipment le a s e d ; and other s i m i l a r i t e m s ) . 

The same commission, i n i t s c l a s s i f i c a t i o n o f a c 

counts f o r c a r r i e r s by water, i n c l u d e s v i r t u a l l y the same items 

as are c o n t a i n e d i n both the f o r e g o i n g groups under the c a p t i o n 

"Deferred Debit Items." 

It appears that the F e d e r a l Reserve Board int e n d s 

that only " p r e p a i d expenses, i n t e r e s t , insurance, taxes, e t c . , " 

s h a l l be c l a s s i f i e d as D e f e r r e d Charges; and that any unusual 

items s h a l l be c a r r i e d under the head of "Other A s s e t s , " 

For the purpose of e x e m p l i f y i n g p r i n c i p l e s i t w i l l 

be assumed that the f o l l o w i n g items are i n c l u d e d under the cap

t i o n "Deferred Charges": 

Unexpired Insurance 
I n t e r e s t P a i d i n Advance 
Taxes P a i d i n Advance 
Unamortized Debt Discount and Expense 
Experimental Expenses 
Unamortized Improvements to Leased P r o p e r t y 
Unamortized O r g a n i z a t i o n Expenses 
Deposits w i t h P u b l i c U t i l i t y Companies, e t c . 

The f i r s t three of these r e q u i r e no comment except to 

c a l l a t t e n t i o n to the i m p r o p r i e t y of showing net d e b i t balances 

i f t h ere are c o n s i d e r a b l e a c c r u e d l i a b i l i t i e s i n v o l v e d . For 

example, the company may have one account f o r a l l insurance, 
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and the debit balance may comprise the unexpired proportion of 
premiums on f i r e insurance less a large accrual on account of 
l i a b i l i t y insurance premium, based upon the pay-roll. The same 
principle applies to interest and taxes. 

Unamortized Debt Discount and Expense. The name used 
for this item i s the customary one for railroads and public 
u t i l i t i e s , i n the accounts of which companies i t most frequently 
appears. If appropriate, the item may be designated more simply 
as Unamortized Discount on Bonds. 

This item frequently requires particular attention in 
the preparation of audit reports, as the amount i s so often in
correct. The balance in the account, or accounts, should un
questionably represent the proportion of discount and expense 
applicable to the principal of the bonds or notes outstanding 
at the date of the balance sheet, computed upon the basis of 
the term during which interest w i l l be paid on the securities. 
Yet i t is found that companies retire bonds in advance of ma
turity, through sinking funds or otherwise, crediting Profit 
and Loss with discount on the purchase and leaving the discount 
on the sale to be written off over the original term of the 
bonds. It i s also occasionally found that a company has issued 
short-term notes at a discount and continues to carry the dis
count as an asset after maturity with the intention of amortiz
ing i t over the term of a refunding issue - which i s also sold 
at a discount. 
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I f i n making an a u d i t i t i s found t h a t through some 

such method the a s s e t account i s g r o s s l y o v e r s t a t e d , and not 

c o r r e c t e d , the balance sheet i n the a u d i t o r ' s r e p o r t should so 

i n d i c a t e , e i t h e r i n the item i t s e l f or i n a f o o t n o t e . I f the 

amount of overstatement i s nominal the matter may be covered i n 

the comments o f the r e p o r t . 

Experimental Expenses. The amount to be shown thus 

sho u l d be the cost to date o f experimental work which has not 

yet reached the p o i n t where i t s v a l u e may be determined. I t 

i s assumed th a t i f hopes are r e a l i z e d the c o s t w i l l be c a p i 

t a l i z e d ; otherwise i t w i l l be w r i t t e n o f f . 

Unamortized Improvements to Leased P r o p e r t y . T h i s 

item should represent the remainder of the cost of a l t e r a t i o n s 

to, and f i x t u r e s , e t c . , i n s t a l l e d in, l e a s e d p r o p e r t y , which 

c o s t i s b e i n g amortized over the term of the l e a s e . B u i l d i n g s 

e r e c t e d on l e a s e d land, and improvements t o l e a s e d b u i l d i n g s , 

when the l e a s e s cover a l o n g term, may p r o p e r l y be c a r r i e d as 

Property, s u b j e c t to d e p r e c i a t i o n , p r a c t i c a l l y the same as 

p r o p e r t y h e l d i n f e e . 

Unamortized O r g a n i z a t i o n Expenses. It i s assumed 

th a t i n t h i s case i t i s not the i n t e n t i o n to c a p i t a l i z e the 

o r g a n i z a t i o n expenses, n o t w i t h s t a n d i n g that a m o r t i z a t i o n 

t h e r e o f w i l l not be a l l o w e d as a d e d u c t i o n i n the income tax 

r e t u r n s . The word "unamortized" i n d i c a t e s t h a t some p a r t has 

been w r i t t e n o f f ; otherwise there would seem t o be no reason 

t o use i t . 
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In a m o r t i z i n g such accounts as t h i s , the a m o r t i z a t i o n 

i s sometimes c r e d i t e d t o a r e s e r v e , which i s i n c l u d e d among the 

l i a b i l i t i e s . There i s n o t h i n g to be gained i n t h i s procedure 

from the standpoint o f the balance sheet. However, i n t h i s p a r 

t i c u l a r case, i t may p o s s i b l y be t h a t the amount charged t o 

P r o f i t and Loss would i n t h a t manner be advantageously kept i n 

s i g h t as a p a r t o f i n v e s t e d c a p i t a l f o r the computation of the 

excess p r o f i t s tax. 

CURRENT LIABILITIES 

The f o l l o w i n g c l a s s i f i c a t i o n w i l l be assumed: 

Notes Payable - Loans 
Trade Notes and Acceptances Payable 
Accounts Payable 
Dividends Payable 
Accrued Accounts: 
Wages 
Taxes 
I n t e r e s t 

Notes and Acceptances Payable. It i s w e l l to show 

l o a n s separate from t r a d e l i a b i l i t i e s , as above. When the o b l i 

g a t i o n s are secured i t may be d e s i r a b l e to i n d i c a t e the f a c t , 

a lthough i n most cases i n which s p e c i f i c p r o p e r t y i s pledged, 

the statement t o t h a t e f f e c t i n the d e s c r i p t i o n o f the a s s e t 

item i s s u f f i c i e n t . In an a u d i t r e p o r t t h e r e i s g e n e r a l l y a t 

l e a s t a summary of the o b l i g a t i o n s by m a t u r i t i e s , but such de

t a i l s as are given are u s u a l l y p r e s e n t e d i n a schedule o r i n 

the comments of the r e p o r t . C o n s i d e r a t i o n s h o u l d be g i v e n t o 

the p r a c t i c a l value o f d e t a i l s o f such o b l i g a t i o n s , i n view of 

the time that may have elapsed, b e f o r e p r e s e n t i n g them i n the 

r e p o r t . 
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Accounts Payable. I f d e s i r e d , the accounts payable 

may be c l a s s i f i e d i n groups somewhat as f o l l o w s : Trade C r e d i 

t o r s o r Audited Vouchers, Advances or Loans, and Others ( i f 

any). However, there i s not the same n e c e s s i t y f o r d i f f e r e n 

t i a t i n g between trade and other accounts as there i s with ac

counts r e c e i v a b l e , the only purpose b e i n g to show that some are 

not payable immediately. C r e d i t balances i n customers' ac

counts, not o f f s e t by d e b i t b a lances w i t h the same customers, 

s h o u l d be i n c l u d e d i n accounts payable; they may be so de

s c r i b e d i f d e s i r e d but i t i s not u s u a l l y necessary. I t i s 

u s u a l l y d e s i r a b l e to show s e p a r a t e l y accounts w i t h a f f i l i a t e d 

companies. 

In the o p i n i o n of the w r i t e r no deduction should be 

made from accounts payable f o r cash d i s c o u n t s which may be 

taken i n settlement of the accounts, f o r the reason that the 

di s c o u n t i s earned when the account i s p a i d and not when the 

purchase i s made. 

I f any accounts payable, together w i t h the r e l a t e d 

a s s e t s , be omitted, as i s f r e q u e n t l y done i n the case of pur

chases of goods f o r the succeeding season (see Inventories) 

the f a c t should be covered by a f o o t n o t e . 

Dividends Payable. Dividends d e c l a r e d but not p a i d 

at the date o f the balance sheet should be i n c l u d e d i n the 

cu r r e n t l i a b i l i t i e s , as above. Many companies regard p r e 

f e r r e d stock d i v i d e n d s as f i x e d charges and accrue them on 

the books. Such a c c r u a l s , at any date other than immediately 
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p r e c e d i n g the date of payment, should be t r e a t e d as r e s e r v e s 

r a t h e r than c u r r e n t l i a b i l i t i e s . 

Accrued Wages. T h i s amount should represent the a c 

t u a l or estimated a c c r u a l of wages at the date of the balance 

sheet, payable i n the subsequent p e r i o d . Wages or s a l a r i e s due, 

and unclaimed, or f o r any other reason unpaid, should be i n 

cluded under the head of Accounts Payable, Accounts and Wages 

Payable, or Unclaimed Wages. 

Accrued Taxes. T h i s item i s intended to represent 

taxes accrued but not due at the date of the balance sheet. 

Any that are due and unpaid should be shown s e p a r a t e l y , as 

Taxes Payable, or i n c l u d e d i n Accounts Payable. 

Many companies o b j e c t , on account of the e f f e c t upon 

the comparison of c u r r e n t a s s e t s w i t h c u r r e n t l i a b i l i t i e s , to 

c l a s s i f y i n g as Accrued Taxes the p r o v i s i o n f o r F e d e r a l income 

and excess p r o f i t s taxes, p a r t payment of which i s c o n s i d e r a b l y 

deferred; and i t i s d i f f i c u l t to c o n t r o v e r t t h e i r c o n t e n t i o n 

when the business i s c o n t i n u i n g and prosperous. However, i t 

i s dangerous to f o l l o w t h i s process of r e a s o n i n g to i t s con

c l u s i o n and regard such taxes as payable out o f the income of 

the p e r i o d i n which p a i d . 

If a c l i e n t has not made p r o v i s i o n f o r a l l a c c r u a l s 

of taxes, the a u d i t o r should s t a t e the f a c t i n a footnote on 

the balance sheet. I f p r a c t i c a b l e , the amounts of such a c c r u 

a l s , e s p e c i a l l y of F e d e r a l taxes, should be g i v e n i n the f o o t 

note. 
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The a s s e t o f taxes p a i d i n advance should not be de

ducted from the l i a b i l i t y f o r a c c r u e d t a x e s . 

Accrued I n t e r e s t . T h i s l i a b i l i t y may be d i v i d e d , i f con

s i d e r e d d e s i r a b l e , i n t o such items as Accrued I n t e r e s t on Bonds and 

Accrued I n t e r e s t on Notes Payable. Any i n t e r e s t matured and unpaid 

should be shown as a separate item w i t h an a p p r o p r i a t e t i t l e . 

I n t e r e s t p a i d i n advance, that i s , on notes discounted, 

should not be deducted from accrued i n t e r e s t payable. 

FUNDED DEBT 

The indebtedness shown under t h i s c a p t i o n i s d i s 

t i n g u i s h e d from f l o a t i n g debt, shown under Current L i a b i l i t i e s , 

by i t s term r a t h e r than i t s s e c u r i t y . U s u a l l y bonds, notes, or 

mortgages maturing i n l e s s than a year are t r e a t e d as Current; 

as are a l s o any longer-term s e c u r i t i e s which have matured but are 

unpaid, or which w i l l mature the next day. 

The items should be f u l l y d e s c r i b e d i n the balance 

sheet, and i f there be only one the c a p t i o n may be omitted. The 

date, or year, of m a t u r i t y i s e s p e c i a l l y important. 

S e c u r i t i e s h e l d i n the t r e a s u r y and i n s i n k i n g funds 

are u s u a l l y deducted from the l i a b i l i t i e s . I f f o r any v a l i d 

reason t h e i r book value i s d i f f e r e n t from par value, i t i s , of 

course, i m p o s s i b l e to deduct them and they should be c a r r i e d as 

a s s e t s . I f t r e a s u r y s e c u r i t i e s have been purchased at a d i s 

count to be h e l d only t e m p o r a r i l y , n o t h i n g i s gained by w r i t i n g 

them up to par. 



52 

The f o l l o w i n g i l l u s t r a t e s s e v e r a l c o n d i t i o n s under which 

bonds may be i s s u e d and h e l d : 

F i r s t Mortgage, S i n k i n g Fund, 5% Bonds, due 
1925 (Authorized, $1,000,000.00): 
Issued $500,000.00 
Less: 

Held to Redeem Outstanding 
U n d e r l y i n g Bonds $100,000.00 

Held by S i n k i n g Fund 
Trustee 100.000.00 200,000.00 

Outstanding $300,000.00 

Refunding Mortgage, 5% Bonds, due 1950: 
Issued $200,000.00 
Less Held i n Treasury: 

Deposited w i t h Blank Com
mi s s i o n $ 50,000.00 

Unpledged.. 50,000.00 100,000.00 

Outstanding 100,000.00 

General Mortgage, 6% Bonds, due 1942: 
Issued $100,000.00 
Less i n Treasury - Pledged to Secure Notes 

Payable 100,000.00 

Outstanding...... n i l 

Si x per cent Debenture Notes, due s e r i a l l y , 
1921—1925: 
I s s u e d . . . .. $100,000.00 
Less R e t i r e d through S i n k i n g Fund 50,000.00 

Outstanding 50,000.00 

DEFERRED CREDITS 

T h i s group i s jus t the opposite of Deferred Charges. I t 

i s intended to i n c l u d e a l l r e c e i p t s on account of income which i s 

not yet earned, such as i n t e r e s t and rent c o l l e c t e d i n advance, and 

any r e c e i p t s the d i s p o s i t i o n of which has not been determined. The 

term Deferred C r e d i t s i s o f t e n made to cover advance c o l l e c t i o n s on 
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s a l e s , unpresented coupons, e t c . , but when i n v e n t o r i e s are i n 

cluded i n cu r r e n t a s s e t s such advance c o l l e c t i o n s may w e l l be 

p r o p e r l y c l a s s i f i e d as c u r r e n t l i a b i l i t i e s , n o t w i t h s t a n d i n g that 

a p a r t of the amount c o l l e c t e d may r e p r e s e n t p r o f i t . 

RESERVES 

The items under this c a p t i o n w i l l be assumed t o be as 

f o l l o w s : 

D e p r e c i a t i o n 
D o u b t f u l Accounts 
Donated Treasury Stock 
S i n k i n g Fund 
Co n t i n g e n c i e s 

D e p r e c i a t i o n . As s t a t e d i n the fo r e g o i n g , under the 

head of Property, r e s e r v e s f o r d e p r e c i a t i o n may be deducted 

from the corresponding p r o p e r t y items, o r be c a r r i e d among the 

l i a b i l i t i e s , although the former treatment is g e n e r a l l y p r e 

f e r r e d . On whichever s i d e of the balance sheet they are c a r 

r i e d , i t i s thought to be u s u a l l y d e s i r a b l e t o show as much de

t a i l of the r e s e r v e s as of the d e p r e c i a b l e p r o p e r t y . It i s 

o f t e n a p p r o p r i a t e to show the d e t a i l s i n a schedule, or i n the 

comments, i n the case of an a u d i t r e p o r t . 

Doubtful Accounts. The r e s e r v e s f o r d o u b t f u l , o r 

u n c o l l e c t i b l e , accounts r e c e i v a b l e , o r "bad debts," may a l s o 

be deducted from the corresponding a s s e t i t e m or items, as 

p r e v i o u s l y s t a t e d , although there are cases when i t appears 

that i t may not be i n s i s t e d upon. 
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Donated Treasury Stock. The subject of accounting for 
donations of c a p i t a l stock i s a large and much-debated one. It 
w i l l only be touched upon here. 

Some accountants assert that the proceeds from sa l e s 
of stock issued for property ( u s u a l l y intangible) and donated 
back to the company to provide working c a p i t a l , should be c r e d i t 
ed to the property account affected. In the opinion of the 
author t h i s i s usually improper, unnecessary, and f u t i l e - im
proper because i t overrides the action of the directors i n valu
ing the property; unnecessary because no one i s l i k e l y to be 
misled regarding the actual value of the property i n any event; 
and f u t i l e because the deduction of the proceeds from sales of 
the donated stock does not usually result i n a much more accu
rate statement of actual values. 

I f not deducted from the stated value of property, the 
proceeds from sales of donated stock become c a p i t a l surplus. 
But before the stock i s sold i t i s necessary to record i t as i n 
the treasury. Opinions d i f f e r as to the value to be placed upon 
such stock while h e l d i n the treasury. In the opinion of the 
author i t makes l i t t l e difference whether the stock i s carried 
at par or at a nominal value, provided the o f f s e t t i n g credit i s 
not c a r r i e d to surplus. The preferred method i s therefore as 
follows: Carry the treasury stock at par, deducting i t from 
the amount issued; carry the offset i n a Reserve for Donated 
Treasury Stock; as stock i s sold credit the proceeds to a capi
t a l surplus account, which may be e n t i t l e d Donated Working 
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C a p i t a l or Surplus A r i s i n g from Sales of Donated C a p i t a l Stock, 

and c l e a r the Treasury Stock and Reserve f o r Donated Treasury 

Stock accounts. 

S i n k i n g Fund. As s i n k i n g fund r e s e r v e s are f r e q u e n t l y 

encountered when a company has i s s u e d bonds w i t h a s i n k i n g fund 

p r o v i s i o n , the matter i s d e a l t w i t h under t h i s head, although 

the word "reserve," as a p p l i e d to p r o v i s i o n f o r paying an o b l i 

g a t i o n f o r which the company has r e c e i v e d value, i s a misnomer. 

Many s i n k i n g fund c l a u s e s i n mortgages s t i p u l a t e , e v i d e n t l y f o r 

the b e t t e r s e c u r i t y o f the bondholders, that the s i n k i n g fund 

instalments must be p a i d "out of earnings"; and t h i s i s o f t e n 

construed as e f f e c t i n g a r e d u c t i o n of the earnings to which the 

s t o c k h o l d e r s are e n t i t l e d . T h i s i n t e r p r e t a t i o n i s i l l o g i c a l 

and should be o v e r r i d d e n i f p r a c t i c a b l e . Bonds are i n v a r i a b l y 

i s s u e d to pay f o r permanent c a p i t a l a s s e t s . I t b e i n g assumed 

tha t due p r o v i s i o n i s made f o r d e p r e c i a t i o n or d e p l e t i o n o f 

the p r o p e r t y d u r i n g the l i f e of the bonds, there should not be 

a double charge a g a i n s t income to pay f o r the property, that 

i s , to keep the c a p i t a l i n t a c t . There should only be a segre

g a t i o n of a s s e t s s u f f i c i e n t to l i q u i d a t e the o b l i g a t i o n at 

m a t u r i t y . I f , notwithstanding the f a l l a c y of so doing, amounts 

eq u i v a l e n t t o the payments i n t o the s i n k i n g fund are charged 

a g a i n s t c u r r e n t income, they should be c r e d i t e d to an Appro

p r i a t e d Surplus account, which should be shown on the balance 

sheet under the head of S u r p l u s . Upon l i q u i d a t i o n o f the 
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bonds by means of the s i n k i n g fund a s s e t s there w i l l be no f u r 

ther reason, or excuse, f o r keeping the re s e r v e separate and i t 

w i l l become f r e e s u r p l u s , a v a i l a b l e f o r d i v i d e n d s . 

Contingencies. The only p o i n t r e g a r d i n g t h i s reserve 

that need be mentioned i s that i t should be, i n f a c t , a reserve 

f o r c o n t i n g e n c i e s ; that i s , i t should not i n c l u d e p r o v i s i o n f o r 

known charges even though t h e i r amounts may not be determined. 

I f the reserve i s of a ge n e r a l nature, i n c l u d i n g , f o r example, 

p r o v i s i o n f o r d e p r e c i a t i o n , i t s d e s i g n a t i o n should be such as 

to d i s c l o s e that f a c t . 

CAPITAL STOCK 

I f there i s more than one c l a s s of c a p i t a l stock i t 

i s g e n e r a l l y d e s i r a b l e to show each as a main item of the b a l 

ance sheet, r a t h e r than t o combine them as a group. The t o t a l 

of a l l c l a s s e s u s u a l l y has no s i g n i f i c a n c e , and may indeed be 

misleading, as the shares of one c l a s s u s u a l l y d i f f e r from the 

shares of another c l a s s i n r e s p e c t o f the p r o p o r t i o n of s u r 

p l u s or d e f i c i t a p p l i c a b l e t h e r e t o . 

The balance sheet should show, as to each c l a s s o f 

c a p i t a l stock, f u l l i n f o r m a t i o n r e g a r d i n g the number of shares 

a u t h o r i z e d , issued, and outstanding, and the par value per 

share, i f any. In the case of p r e f e r r e d stock i t i s u s u a l l y 

d e s i r a b l e to sta t e whether i t i s cumulative or non-cumulative 

and the r a t e of d i v i d e n d ; a l s o any other e s s e n t i a l f a c t s r e 

garding the r e l a t i o n of the p r e f e r r e d to the common. 
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There are two g e n e r a l methods of s t a t i n g the a u t h o r i z e d 

i s s u e , e x e m p l i f i e d as f o l l o w s ; 

(1) Common C a p i t a l Stock - Shares 
$100.00 each: 
Authorized, 1,000 shares. $100,000.00 
Less Unissued, 100 shares 10,000.00 

Issued and Outstanding, 900 
shares $90,000.00 

(2) Common C a p i t a l Stock - Au t h o r i z e d , 1,000 
shares of $100.00 each; Outstanding, 
900 shares 90,000.00 

I t i s b e l i e v e d t h a t the l a t t e r method i s p r e f e r a b l e . 

The method of showing a l e s s e r amount o u t s t a n d i n g than 

i s s u e d i s i l l u s t r a t e d a s f o l l o w s : 

P r e f e r r e d C a p i t a l Stock - 8%, 
Cumulative: 
A u t h o r i z e d and Issued, 1,000 

shares of $100.00 each..... $100,000.00 
Less i n Treasury, 100 shares. 10,000.00 

Outstanding, 900 shares $90,000.00 

T h i s treatment presupposes that the t r e a s u r y stock i s 

c a r r i e d on the books at par v a l u e . I f i t s cost t o the company 

i s l e s s than par, and i t i s l i k e l y to be d i s p o s e d of f o r l e s s , 

i t i s e q u a l l y proper t o c a r r y i t as an ass e t a t cost o r r e a l i z 

a b l e v a l u e , or, i f donated, at a nominal v a l u e . 

When c a p i t a l stock i s s u b s c r i b e d f o r but not issued, 

the s u b s c r i p t i o n s are u s u a l l y i n c l u d e d under the head of C a p i t a l 

Stock, somewhat as f o l l o w s : 
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C l a s s "A," P a r t i c i p a t i n g , 7%, Cumu
l a t i v e , P r e f e r r e d C a p i t a l Stock 
(Authorized, 1,000 shares o f 
$100.00 each): 
Issued, 500 shares.. $50,000.00 
S u b s c r i p t i o n s - 50% P a i d -

100 shares.. 10,000.00 

T o t a l $60,000.00 

T h i s treatment contemplates c a r r y i n g the u n c o l l e c t e d 

balance on the s u b s c r i p t i o n s a s an a s s e t . I t i s sometimes de

s i r a b l e to show as a l i a b i l i t y o n l y the amounts c o l l e c t e d on 

s u b s c r i p t i o n s . 

When c a p i t a l stock has no par value t h a t f a c t should 

be i n d i c a t e d . The value at which i t i s c a r r i e d should be the 

c o n s i d e r a t i o n r e c e i v e d by the company f o r i t s i s s u e . There i s 

a growing p r a c t i c e o f p l a c i n g a value upon non-par-value stock 

of l e s s than the c o n s i d e r a t i o n a c t u a l l y r e c e i v e d , which has 

l e g a l s a n c t i o n i n some S t a t e s , In New York State the minimum 

val u e f o r which such stock may be i s s u e d i s $5.00 a share, and 

the c a p i t a l may not be reduced, by payment o f di v i d e n d s , below 

the value s t a t e d i n the c e r t i f i c a t e of i n c o r p o r a t i o n . Accord

i n g l y , advantage i s b e i n g taken o f the wording, i f not the i n 

te n t , of the law and a value of $5.00 put upon each share r e 

g a r d l e s s o f the c o n s i d e r a t i o n r e c e i v e d , the obvious purpose be

i n g to enable the c o r p o r a t i o n to pay d i v i d e n d s out of a c t u a l 

c a p i t a l i f d e s i r e d . Any excess of c a p i t a l p a i d i n by stoc k 

h o l d e r s over an a r b i t r a r y value p l a c e d upon the stock should 

be shown as C a p i t a l Surplus, p r e f e r a b l y under the head of 

C a p i t a l Stock, or, as i t i s sometimes c a l l e d , Share C a p i t a l . 
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Assuming that there i s no p r e f e r r e d stock, or i f there 

i s , t h at i t s share i n the p r o f i t s i s l i m i t e d to i t s s t a t e d d i v i 

dend r a t e , and that the d i v i d e n d thereon t o date has been p a i d 

or reserved, the stock without par value may be s t a t e d as i n c l u d 

i n g the surplu s , somewhat as f o l l o w s : 

(1) Common C a p i t a l Stock - without 
par value: 
Stock Issued and Outstand

i n g - 1,000 shares 
(Authorized, 2,000 
shares) $53,243.27 

Surplus 21,659.46 $74,905.73 

(2) Common C a p i t a l Stock: 
Stock A u t h o r i z e d and Out

standing - 1,000 shares 
of no par value, but of 
a d e c l a r e d value of 
$5.00 each $ 5,000.00 

C a p i t a l Surplus 48,246.27 
P r o f i t and Loss Surplus 21,659.46 74,905.73 

While some such combination as one of the f o r e g o i n g i s 

undoubtedly l o g i c a l and i n many cases d e s i r a b l e , the author does 

not recognize any inherent d i f f e r e n c e between stock w i t h p ar 

value and stock without par value w i t h respect to the r e l a t i o n 

of the stock to the s u r p l u s , and b e l i e v e s that i n most cases such 

a d i r e c t combination as the above i s not c a l l e d f o r , p r e f e r r i n g 

to s t a t e non-par-value stock at the value o r i g i n a l l y p l a c e d upon 

i t , the same as par-value s t o c k . I t i s always a p p r o p r i a t e t o 

group a l l c l a s s e s o f stock and s u r p l u s under the head o f "Capi-

t a l Stock and Surplus" or " C a p i t a l , " or to b r i n g out the d i s 

t i n c t i o n between common stock and p r e f e r r e d stock which i s 
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l i m i t e d as t o di v i d e n d s , by a l l o c a t i o n o f the s u r p l u s or d e f i c i t 

t o the common stock, somewhat as f o l l o w s : 

P r e f e r r e d C a p i t a l Stock $100,000.00 
E q u i t y of Common Stockholders: 
Common C a p i t a l Stock $100,000.00 
Surplus 100,000.00 200,000.00 

Such a l l o c a t i o n o f s u r p l u s might, i f p r a c t i c a b l e , be 

extended t o e x h i b i t the v a l u e s of p a r t i c i p a t i n g p r e f e r r e d s t o c k s . 

The p r i n c i p l e a p p l i e s whether or not the s e v e r a l c l a s s e s of 

stock have a par v a l u e . 

SURPLUS 

While the word " s u r p l u s " l i t e r a l l y denotes the excess 

of a s s e t s over l i a b i l i t i e s and o r i g i n a l c a p i t a l , when employed 

without e x p l a n a t i o n of i t s composition i t i s u s u a l l y intended 

to, and i n f a c t should, mean earned s u r p l u s , as d i s t i n g u i s h e d 

from c a p i t a l , o r s p e c i a l s u r p l u s . The l a t t e r , however s p e c i f i 

c a l l y d e s c r i b e d , should i n c l u d e p a i d - i n c a p i t a l i n excess o f 

the s t a t e d v a l u e o f c a p i t a l stock; donated c a p i t a l ; a p p r e c i a 

t i o n of i n t a n g i b l e v a l u e s ; and a p p r e c i a t i o n of prope r t y r e p r e 

s e n t i n g unearned increment, which may w i t h p r o p r i e t y be con

s i d e r e d f o r some purposes but may not c o n s t i t u t e d i s t r i b u t a b l e 

p r o f i t . 

The term " s u r p l u s " may a l s o be assumed to denote f r e e 

s u r p l u s , i . e . , s u r p l u s regarded as a v a i l a b l e f o r d i s t r i b u t i o n 

and not a p p r o p r i a t e d f o r some oth e r purpose. 

Opinions of prominent accountants d i f f e r c o n s i d e r a b l y 

w i t h r e g a r d to the n e c e s s i t y f o r s e g r e g a t i n g as c a p i t a l , or 
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s p e c i a l s u r p l u s , some or a l l o f the e x t r a o r d i n a r y c r e d i t s c i t e d 

above, i t b e i n g argued by some that reasonable a p p r e c i a t i o n of 

p r o p e r t y i s i n f a c t earned s u r p l u s , and by o t h e r s that the sur

p l u s i s simply the b a l a n c i n g f i g u r e and that the word i s not 

n e c e s s a r i l y synonymous w i t h Undivided P r o f i t s . In c o n t r o v e r s i o n 

of a l l such arguments, i t i s submitted that the word " s u r p l u s " 

i s g e n e r a l l y understood, not only by laymen but by most account

ants, t o denote f r e e s u r p l u s from normal o p e r a t i o n s , and t h a t 

the i n c l u s i o n i n a balance sheet item thus d e s c r i b e d of c o n s i d e r 

able amounts o f such e x t r a o r d i n a r y c r e d i t s as the above, without 

q u a l i f i c a t i o n , may put the accountant i n the p o s i t i o n of t a c i t l y 

countenancing, i f not a b e t t i n g , m i s i n f o r m a t i o n o f readers of the 

r e p o r t who are not cognizant of the c o n d i t i o n s . In cases i n 

v o l v i n g the v a l u a t i o n of a s s e t s , adequate q u a l i f i c a t i o n may be 

expressed i n the d e s c r i p t i o n of the a s s e t items of the balance 

sheet, by f u l l y s t a t i n g the b a s i s of v a l u a t i o n , p r e f e r a b l y 

showing the amount of a p p r e c i a t i o n . It i s thought not to be 

s u f f i c i e n t to r e f e r i n the balance sheet item Surplus to the 

accompanying statement of income and p r o f i t and l o s s which 

shows the c r e d i t s i n question, as the balance sheet should 

g e n e r a l l y speak f o r i t s e l f as to such important f e a t u r e s , and, 

furthermore, i n succeeding years the items w i l l not be shown on 

the accompanying statement. 

A s p e c i a l s u r p l u s r e p r e s e n t i n g a p p r e c i a t i o n of proper

ty should be charged w i t h the proper p r o p o r t i o n of subsequent 

d e p r e c i a t i o n , d e p l e t i o n , or a m o r t i z a t i o n of that p r o p e r t y . This 
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maybe done by c r e d i t i n g the p r o p e r t y o r r e s e r v e account d i r e c t 

l y , o r by c r e d i t i n g P r o f i t and Loss as a p a r t i a l o f f s e t to the 

d e p r e c i a t i o n , d e p l e t i o n , or a m o r t i z a t i o n , based upon the appre

c i a t e d value, p r e v i o u s l y charged to o p e r a t i o n s and c r e d i t e d to 

the p r o p e r t y or res e r v e account. Under e i t h e r method the p r o 

p o r t i o n of d e p r e c i a t i o n , e t c . , a p p l i c a b l e t o the a p p r e c i a t i o n 

i n value becomes " r e a l i z e d a p p r e c i a t i o n , " and as such, i s earned 

s u r p l u s . 

There i s no o b j e c t i o n to c r e d i t i n g to Surplus a p r e 

mium on the s a l e of c a p i t a l stock o f a s u c c e s s f u l l y e s t a b l i s h e d 

company. 

In a c c o u n t i n g p a r l a n c e the word s u r p l u s , as a p p l i e d 

to commercial companies, i s an e v o l u t i o n from P r o f i t and Loss 

Balance; t h e r e f o r e , the item i s o f t e n d e s c r i b e d as P r o f i t and 

Loss S u r p l u s . There seems to be no present n e c e s s i t y f o r the 

p r e f i x " P r o f i t and Loss" u n l e s s i t i s necessary t o d i s t i n g u i s h 

such s u r p l u s from C a p i t a l Surplus or some other s p e c i a l form 

of s u r p l u s . 

R e p r e s e n t a t i v e accountants employ two g e n e r a l methods 

of e x h i b i t i n g the s u r p l u s i n a balance sheet. In one the b a l 

ance at t h a t date only i s shown, w i t h a r e f e r e n c e to the accom

panying Statement o f Income and P r o f i t and Loss - thus: Sur

p l u s , per E x h i b i t "B," $100,000.00 In the other, whether or 

not there i s a Statement of Income and P r o f i t and Loss, there 

i s shown i n the balance sheet the balance of s u r p l u s a t the 

begi n n i n g o f the f i s c a l p e r i o d , a summary o f the charges and 
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c r e d i t s f o r the p e r i o d , and the balance at the end, somewhat as 

f o l l o w s : 

Surplus: 
Balance, January 1, 1919.... $100,000.00 
Surplus f o r the Year 50,000.00 

T o t a l $150,000.00 

Less: 
Charges a p p l i c a b l e 

to p r i o r p e r i o d 
(net) $10,000.00 

Dividends 40,000.00 50,000.00 

Balance, December 31, 1919.... $100,000.00 

I f a Statement of Income and P r o f i t and Loss i s 

rendered, that statement may be r e f e r r e d to i n the item "Surplus 

f o r the Year." 

The e s s e n t i a l d i f f e r e n c e between the two methods exem

p l i f i e d i n the f o r e g o i n g i s t h a t under the f i r s t method a l l 

p r o f i t and l o s s or s u r p l u s charges and c r e d i t s are shown i n the 

p r o f i t and l o s s statement r a t h e r than i n the balance sheet. 

When the balance sheet only i s rendered, i t i s g e n e r a l l y d e s i r 

a b l e to show a summary of the s u r p l u s i n the balance sheet, as 

under the second method, u n l e s s there i s o b j e c t i o n t o d i s c l o s 

i n g the r e s u l t s o f o p e r a t i o n s or the d i v i d e n d s . 

As s t a t e d under the p r e c e d i n g c a p t i o n , " C a p i t a l Stock," 

i n some cases i t seems d e s i r a b l e to combine the s u r p l u s w i t h the 

c a p i t a l stock. 

It i s o r d i n a r i l y c o n s i d e r e d proper t o show a d e f i c i t 

on the a s s e t s i d e of the balance sheet, but i f there i s a c a p i -
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t a l s u r p l u s i t seems d e s i r a b l e to deduct the o p e r a t i n g d e f i c i t 

therefrom. In some s p e c i a l statements, i t i s deducted from the 

c a p i t a l stock to show the a c t u a l net worth, 

CAPITAL (Sole P r o p r i e t o r s h i p o r P a r t n e r s h i p ) 

In the balance sheet of a s o l e p r o p r i e t o r s h i p or 

p a r t n e r s h i p there i s u s u a l l y one item, v i z . , " C a p i t a l , " which 

corresponds to the c a p i t a l stock and s u r p l u s of a c o r p o r a t i o n . 

However, the p r o p r i e t o r or p a r t n e r s may p r e f e r t o c a r r y sepa

r a t e l y the o r i g i n a l c a p i t a l i n v e s t e d or such amount ( i n c l u d i n g 

subsequent investments o f new c a p i t a l or a c c r e t i o n s from i n 

come) as i s regarded as the f i x e d c a p i t a l , the remainder b e i n g 

shown as Undivided P r o f i t s . 

I f the Undivided P r o f i t s are kept separate i t seems 

to be a p p r o p r i a t e to show i n the income statement the w i t h 

drawals d u r i n g the p e r i o d and the balances a t the be g i n n i n g and 

end o f the p e r i o d . The balance sheet items would then appear 

somewhat as f o l l o w s : 

C a p i t a l : 
Investment $300,000.00 
Undivided P r o f i t s , per Ex

h i b i t "B" 50,000.00 

T o t a l C a p i t a l $350,000.00 

Where only one account i s c a r r i e d f o r c a p i t a l , that 

f a c t i s of i t s e l f no l o g i c a l reason f o r t r e a t i n g withdrawals of 

income d i f f e r e n t l y , but i t may w e l l be an i n d i c a t i o n t h a t there 

i s no i n t e n t i o n o r d e s i r e t o d i f f e r e n t i a t e between c a p i t a l i n -
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not regarded as important whether or not the withdrawals exceed 

the income. In any event, the elements of c a p i t a l o ther than 

u n d i v i d e d p r o f i t s have no proper p l a c e i n a statement of opera

t i o n s . Therefore, i f an i n v a r i a b l e r u l e i s to be e s t a b l i s h e d , 

i t i s b e t t e r i n such cases, i n the o p i n i o n of the author, to 

c a r r y the net c r e d i t t o c a p i t a l on account of o p e r a t i o n s from 

the income statement to a summary of the c a p i t a l account f o r 

the year, which may be shown i n the balance sheet, i n the com

ments of an aud i t r e p o r t , or as an addendum to the income s t a t e 

ment - which i n t h a t case should be e n t i t l e d "Statement of In

come and C a p i t a l Account." It seems a p p r o p r i a t e g e n e r a l l y to 

show the i n f o r m a t i o n i n the balance sheet, somewhat as f o l l o w s : 

C a p i t a l : 
Balance, January 1, 1919.... $325,000.00 
A d d i t i o n a l Investment d u r i n g 

the Year 50,000.00 
Net Income f o r the Year, per 

E x h i b i t "B" 50,000.00 

T o t a l $425,000.00 

Less Withdrawals 75,000.00 

Balance, December 31, 1919 $350,000.00 

In a balance sheet o f a p a r t n e r s h i p the balance of 

c a p i t a l may be d i v i d e d t o show the r e s p e c t i v e i n t e r e s t s of the 

p a r t n e r s . 

CONTINGENT ASSETS AND LIABILITIES 

Contingent l i a b i l i t i e s f a l l i n t o two c l a s s e s - those 

which are, and th o s e which are not, o f f s e t by c o r r e s p o n d i n g 

65 



66 

contingent a s s e t s . Of the former c l a s s are l i a b i l i t i e s on ac

count of notes and d r a f t s discounted, accommodation endorsements 

and guaranties, and unused l e t t e r s of c r e d i t ; of the l a t t e r 

c l a s s are c o n t i n u i n g g u a r a n t i e s of product and l e g a l or other 

c l a i m s f o r which there can be no recoupment. 

It i s important that the balance sheet d i s c l o s e any 

c o n s i d e r a b l e amount of contingent l i a b i l i t y . T h i s i s u s u a l l y 

done by means of footnotes, but where the r e are o f f s e t t i n g con

t i n g e n t a s s e t s the items are f r e q u e n t l y shown on both s i d e s and 

i n c l u d e d i n the t o t a l s . For example, the most common item, cus

tomers' notes and acceptances d i s c o u n t e d , may be shown thus: 

Asset - Notes and Acceptances Rec e i v a b l e 
Discounted (see contra) $100,000.00 

L i a b i l i t y - Discounted Notes and Accept
ances R e c e i v a b l e (see contra) 100,000.00 

UNDECLARED DIVIDENDS ON CUMULATIVE PREFERRED STOCK 

There i s no l e g a l j u s t i f i c a t i o n f o r s e t t i n g up a l i a 

b i l i t y f o r d i v i d e n d s u n t i l they are d e c l a r e d . However, there i s 

no o b j e c t i o n to a c c r u i n g a d i v i d e n d on p r e f e r r e d stock when i t 

i s known t h a t i t w i l l be p a i d . T h i s i s o f t e n done, e s p e c i a l l y 

i n p u b l i c u t i l i t y c o r p o r a t i o n s , and i s f r e q u e n t l y d e s i r a b l e i n 

c o n n e c t i o n w i t h d e t e r m i n i n g the balance of s u r p l u s a p p l i c a b l e 

t o the common st o c k . As such a c c r u a l s do not i n f a c t c o n s t i 

t u t e l i a b i l i t i e s , they should be t r e a t e d as r e s e r v e s . 

When a c o r p o r a t i o n i s i n a r r e a r s i n d e c l a r i n g d i v i 

dends on cumulative p r e f e r r e d stock, i t i s w e l l to s t a t e the 
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f a c t i n a footnote to the balance sheet, as such arrearage has a 

d e c i d e d b e a r i n g upon the value of both p r e f e r r e d and common stoc k s . 

* * * * * 

For most businesses i t i s d e s i r a b l e to present the b a l 

ance sheet i n comparative form, u n l e s s i t i s known t h a t i t i s not 

d e s i r e d by the o f f i c i a l s . Th is , of course, should be done i n an 

a u d i t r e p o r t only i f the accounts have been a u d i t e d by the account

ant f o r the preceding p e r i o d , or as o f the end of that p e r i o d , 

u n l e s s the c l i e n t d e s i r e s to have comparisons shown subject to 

q u a l i f i c a t i o n r e g a r d i n g the f i g u r e s f o r the p r i o r date. Very o f t e n 

the c l i e n t would a p p r e c i a t e the comparisons even though the ac

countant might have t o q u a l i f y the statement w i t h regard to the 

f i g u r e s f o r the p r i o r date by reason of h i s not having a u d i t e d the 

accounts at t h a t time. 

A comparative balance sheet may show the f i g u r e s f o r 

both dates and the comparisons, i n which case i t would be e n t i t l e d , 

e.g., "Balance Sheet, December 31, 1919 and 1918, and Comparison;" 

o r the f i g u r e s f o r the p r i o r date may be omitted, when i t would be 

e n t i t l e d , e.g., "Balance Sheet, December 31, 1919, and Comparison 

w i t h December 31, 1918." Business men g e n e r a l l y l i k e to see the 

f i g u r e s f o r both dates. The c u r r e n t date should be at the l e f t . 

The comparison may be shown i n two columns, i n c r e a s e 

and decrease, or i n one column, i n c r e a s e s i n b l a c k and decreases 

i n r e d . The l a t t e r method i s g e n e r a l l y p r e f e r r e d . 

In the r a t h e r r a r e cases where i t i s d e s i r e d to show on 

one sheet the balance sheets f o r more than two dates no comparison 

i s u s u a l l y wanted. In such a case an a p p r o p r i a t e heading i s , e.g., 

"Balance Sheet, December 31, 1919, 1918, and 1917." 
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In the p r e p a r a t i o n of comparative balance sheets i t i s 

o f t e n necessary to change the arrangement of items at the p r i o r 

date i n order to e f f e c t a t r u e comparison with the current date. 

In some cases i t i s d e s i r a b l e f o r t h i s purpose to show items of 

the p r i o r date i n r e d . 
* * * * * 

While q u a l i f i c a t i o n s r e g a r d i n g balance sheet items i n 

an a u d i t r e p o r t are u s u a l l y expressed i n the comments, they 

should be made on the face o f the balance sheet, whether or not 

repeated i n the comments, i f they are so m a t e r i a l as to have a 

decided b e a r i n g upon the f i n a n c i a l c o n d i t i o n . 

J u d i c i o u s use should be made of schedules f o r the 

p r e s e n t a t i o n of d e t a i l s which i f shown i n the balance sheet 

i t s e l f would make that e x h i b i t cumbersome. As has been seen, 

i t i s a l s o a p p r o p r i a t e i n many a u d i t r e p o r t s to u t i l i z e the com

ments f o r d i s p l a y i n g d e t a i l s . 
* * * * * 

F o l l o w i n g are specimen balance sheets and statements 

of f i n a n c i a l c o n d i t i o n of s i n g l e concerns which are i l l u s t r a 

t i v e of the p r a c t i c e , under s e v e r a l v a r i e t i e s o f c o n d i t i o n s , 

of perhaps most prominent American accountants. It i s not 

claimed that the whole f i e l d , o r any c o n s i d e r a b l e p a r t o f i t , 

i s covered, but i t i s thought t h a t the s o l u t i o n s to most of 

the problems r e g a r d i n g form which are commonly encountered i n 

a c t u a l p r a c t i c e are e i t h e r e x e m p l i f i e d or are suggested by 

analogy, e x c e p t i n g where the forms to be used are p r e s c r i b e d 

by some j u r i s d i c t i v e a u t h o r i t y , such as a p u b l i c commission. 
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Form 1 i s a simple balance sheet of a c o r p o r a t i o n a t 

a s i n g l e date, v e r t i c a l arrangement, presumed to be accompanied 

by a statement of income and p r o f i t and l o s s , which i s r e f e r r e d 

to i n the statement as E x h i b i t "B." 

Form 2 i s s i m i l a r , and i l l u s t r a t e s the u s u a l manner of 

e x h i b i t i n g a d e f i c i t and one method o f showing donated stock i n 

the t r e a s u r y and the c r e d i t s r e s u l t i n g from s a l e and v a l u a t i o n 

of donated stock. 

Form 3 i s a s t i l l s i mpler balance sheet of a sole p r o 

p r i e t o r , i n which no c l a s s i f i c a t i o n of the items i s made and the 

changes i n c a p i t a l d u r i n g the year are shown. 

Form 4 i s a condensed balance sheet of a c o r p o r a t i o n , 

with some new f e a t u r e s , i n c l u d i n g a f o o t n o t e . 

Form 5 i s a balance sheet o f a branch, the b a l a n c i n g 

account o f which i s w i t h the main o f f i c e . 

Form 6 i s a more e l a b o r a t e balance sheet of a c o r p o r a 

t i o n , l a t e r a l arrangement, e x e m p l i f y i n g among oth e r t h i n g s , the 

use o f schedules and the summarizing of changes i n s u r p l u s dur

i n g the y e a r . 

Form 7 i s a condensed balance sheet of an a s s o c i a t i o n 

whose c a p i t a l i s i n the form of funds, showing such funds and 

t h e i r investment. T h i s statement i s not l i t e r a l l y a balance 

sheet, as c e r t a i n l i a b i l i t i e s are deducted from the a s s e t s t o 

preserve the arrangement, but i t appears that no harm can ensue 

from u s i n g the commonly accepted t i t l e . I t i s regarded as 

proper to use the term "fund" to denote a l i a b i l i t y of such an 

a s s o c i a t i o n or i n s t i t u t i o n . 
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Form 8 i s a balance sheet by departments, a brewing 

company having been s e l e c t e d as an i l l u s t r a t i o n . T h i s statement 

e x e m p l i f i e s the columnar arrangement, where i t i s necessary to 

draw a l i n e under each t o t a l or major item, except i n the com

p a r a t i v e l y r a r e case e x h i b i t e d under L i a b i l i t i e s where there are 

no subordinate items below the t o t a l of c u r r e n t l i a b i l i t i e s . 

Form 9 i s a t y p i c a l balance sheet of a stock broker

age f i r m . An a d d i t i o n a l i n t e r e s t i n g f e a t u r e i s the statement 

of the p a r t n e r s ' c a p i t a l accounts. 

Form 10 i s a comparative balance sheet, v e r t i c a l a r 

rangement, i n which the amounts f o r both dates are shown. The 

amounts f o r December 31, 1919, are those shown i n Form 1. 

Form 11 i s a comparative balance sheet, l a t e r a l a r 

rangement, i n which the amounts f o r the p r i o r date are not 

shown. The amounts f o r December 31, 1919, are those shown i n 

Form 6, but the f o o t n o t e i s d i f f e r e n t . 

Form 12 i s a comparative balance sheet i n which the 

amounts f o r both dates are shown i n a six-column arrangement. 

T h i s form i s i n use by many accountants, b e i n g p r e f e r r e d by 

them to the more compact form i l l u s t r a t e d i n Form 11, i n 

which i t i s necessary t o draw l i n e s under the major items. 

While the extended form possesses the advantage of p r e s e n t i n g 

an u n i n t e r r u p t e d p e r p e n d i c u l a r view of the major items, the 

h o r i z o n t a l alignment of type i n t e r m i t t e n t l y spread over so 

much space, i s not e a s i l y f o l l o w e d . In the o p i n i o n of the 

author, the compact form i s g e n e r a l l y more s a t i s f a c t o r y . 
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Form 13 i s a statement o f f i n a n c i a l c o n d i t i o n , de

s i g n e d e s p e c i a l l y to f u r n i s h a banker w i t h a statement o f a s s e t s 

and l i a b i l i t i e s i n the form which i t i s thought w i l l best s u i t 

h i s requirements and w i l l , t h e r e f o r e , a n t i c i p a t e h i s computa

t i o n s . When ap p e a r i n g i n an a u d i t r e p o r t , such a statement 

u s u a l l y has a c e r t i f i c a t e appended. I t may a l s o f u r n i s h i n a 

footnote other i n f o r m a t i o n , such as the amount of s a l e s f o r the 

p e r i o d . 

Form 14 is the same as Form 13 w i t h the a d d i t i o n o f 

comparisons w i t h a p r i o r date, which are o f t e n a p p r o p r i a t e as 

e x p l a i n i n g r e l a t i v e l y l a r g e items o f merchandise, r e c e i v a b l e s , 

or c urrent l i a b i l i t i e s . 

Form 15 i s submitted as a suggestion o f what may be 

done to present a g e n e r a l view of the a f f a i r s of a company i n 

r e c e i v e r s h i p . 
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FORM 1  

THE BLANK COMPANY  

BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 

CURRENT ASSETS: 
Cash, $ 2,316.25 
Notes Rec e i v a b l e , 3,201.47 
Accounts R e c e i v a b l e : 

Customers, $50,254.79 
Less Reserve f o r Losses, 1,116.04 

Net, $49,138.75 
Others, ...... 2,316.14 51,454.89 

U n i t e d S t a t e s L i b e r t y Loan Bonds (Market 
V a l u e ) , 4,438.62 

Accrued I n t e r e s t R e c e i v a b l e . . . . . 210.50 
Merchandise Inventory (At C o s t ) , 40,112.23 

T o t a l Current Assets, $101, 733.96 

PROPERTY: 
Land, $10,000.00 
B u i l d i n g , 15,417.95 
F u r n i t u r e and F i x t u r e s , 2,000.00 
Automobiles, Horses, and Wagons, 3.250.45 

T o t a l , $30,668.40 
Less Reserve f o r D e p r e c i a t i o n , 6,250.14 

Net Property, 24,418 .26 

DEFERRED CHARGES: 
Unexpired Insurance, $ 234.79 
Taxes P a i d i n Advance, 125.14 

T o t a l D e f e r r e d Charges, 359.93 

TOTAL, $126,512.15 

L I A B I L I T I E S 

CURRENT LIABILITIES: 
Notes Payable, $15,000.00 
Accounts Payable, 25,661.19 
Accrued Taxes, 1,254.75 

T o t a l Current L i a b i l i t i e s , $ 41,915.94 
RESERVE FOR CONTINGENCIES, 5,000.00 
CAPITAL STOCK - AUTHORISED AND OUTSTANDING, 500 SHARES OF 

$100.00 EACH, 50,000.00 
SURPLUS, PER EXHIBIT "B", 29,596.21 

TOTAL, $126,512.15 

EXHIBIT "A" 
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FORM 2  

BLANK & COMPANY. INC.  

BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 

CURRENT ASSETS: 
Cash, $ 27,391.21 
Accounts R e c e i v a b l e : 

Customers, 143,880.29 
O f f i c e r s and Employees, 4,242.00 

Merchandise Inventory, 890.60 
T o t a l Current Assets, $176,404.10 

NOTES RECEIVABLE COVERING SUBSCRIPTIONS FOR CAPITAL STOCK -
DUE ON DEMAND AFTER DECEMBER 31, 1920, 11,000.00 

RIGHT TO RECEIVE 375 SHARES OF CAPITAL STOCK OF A. B. 
COMPANY, 37,500.00 

TREASURY STOCK - REMAINDER OF STOCK DONATED FOR SALE TO 
PROVIDE WORKING CAPITAL - 100 SHARES, AT ESTIMATED SALE 
VALUE, 5,000.00 

FURNITURE AND FIXTURES, 865.24 
DEFICIT: 

P r o f i t and Loss D e f i c i t , per E x h i b i t "B",... $ 53,425.71 
Less: 

Proceeds o f S a l e s of Donated 
Stock, $20,000.00 

V a l u a t i o n o f Unsold Donated 
Stock, 5,000.00 25,000.00 

Net D e f i c i t , ... 28,425.71 

TOTAL, $259,195.05 

L I A B I L I T I E S 

CURRENT LIABILITIES: 
Trade Acceptance Payable, $ 2,618.88 
Accounts Payable, 156,509.17 
Accrued Wages, 67.00 

T o t a l Current L i a b i l i t i e s , $159,195.05 
CAPITAL STOCK - AUTHORIZED AND ISSUED, 1,000 SHARES OF 

$100.00 EACH, 100,000.00 

TOTAL, $259,195.05 

EXHIBIT "A" 
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FORM 3  

JOHN DOE 

BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 

CASH, . $ 2,316.05 
ACCOUNTS RECEIVABLE - CUSTOMERS, . 4,617.52 
ADVANCES TO EMPLOYEES, 125.00 
LIBERTY LOAN BONDS (Par Va l u e ) , 2,000.00 
MERCHANDISE INVENTORY, 27,319.50 
STORE SUPPLIES, . . 852.14 
STORE AND OFFICE EQUIPMENT, 1,525.00 
DELIVERY EQUIPMENT, 2,097.53 
UNEXPIRED INSURANCE, 212.05 

TOTAL, $41,064.79 

L I A B I L I T I E S 

NOTES PAYABLE, $ 5,000.00 
ACCOUNTS PAYABLE, 3,812.94 
CAPITAL: 

Balance, January 1, 1919, $26,247.11 
Net Income f o r the year, per E x h i b i t "B", 13,619.96 

T o t a l , $39,867.07 
Less Withdrawals ( I n c l u d i n g S a l a r y ) , . . . . 7,615.22 32,251.85 

TOTAL, $41,064.79 

EXHIBIT "A" 
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FORM 4  
THE BLANK COMPANY  

CONDENSED BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 
CURRENT ASSETS: 
Cash, $ 526,043.51 
United States Treasury Certificates of Indebtedness, 
Due March 15, 1920, . 100,000.00 

B i l l s Receivable, 73,974.68 
Accounts Receivable: 

Foreign, $1,832,930.72 
Domestic, 692,527.49 2,525,458.21 

Agencies' Balances - Net, 2,154,809.98 
Merchandise, 1,917,007.82 

Total Current Assets, $7,297,294.20 
INVESTMENT SECURITIES, 195,854.84 
EXPENDITURES APPLICABLE TO FUTURE OPERATIONS, 74,196.71 
GOOD-WILL, 300,000.00 

TOTAL, $7,867,345.75 

L I A B I L I T I E S 
CURRENT LIABILITIES: 

Accepted Drafts, $ 530,537.08 
B i l l s Payable, 675,000.00 
Accounts Payable, 1,530,589.21 
Dividends Payable, 69,382.60 
Reserve for Taxes (Company's Estimate), 650,000.00 

Total Current L i a b i l i t i e s , $3,455,508.89 
DEFERRED CREDITS, 142,317.81 
RESERVE FOR CONTINGENCIES, 125,000.00 
CAPITAL STOCK: 

Preferred - Issued (15,000 Shares), $1,500,000.00 
Less Held in Treasury, 32,500.00 $1,467,500.00 

Common - Issued (15,000 Shares), $1,500,000.00 
Less Held in Treasury, 174,100.00 1,325,900.00 

Total Capital Stock, 2,793,400.00 
SURPLUS, 1,351,119.05 

TOTAL, $7,867,345.75 

NOTE: Contingent l i a b i l i t i e s on account of drafts and b i l l s negotiated 
under bankers' credits against shipments of merchandise amount 
to approximately $4,550,000.00. 
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FORM 5 

THE BLANK TRADING COMPANY  

CHICAGO BRANCH  

BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 

CURRENT ASSETS: 
Cash, $ 35,490.75 
Notes R e c e i v a b l e , 16,884.51 
Accounts R e c e i v a b l e : 

Customers, $246,293.72 
Others, 1,388.38 247,682.10 

Merchandise Inventory, as Taken and Valued 
by the Company, 384 , 784.30 

Consigned Merchandise, at S a l e s P r i c e s , 21,782.80 
T o t a l Current Assets, $706,624.46 

FURNITURE AND FIXTURES, 5,748.92 
DEFERRED CHARGES: 

Advances f o r T r a v e l i n g Expenses,.. $ 450.00 
Depos i t s on Account of Rent and E l e c t r i c 

Current, 1,497.23 
Dou b t f u l Accounts R e c e i v a b l e , 2,607.27 
P r e p a i d Insurance and Taxes, . . 730.99 

T o t a l D e f e r r e d Charges, 5,285.49 

TOTAL, $717,658.87 

L I A B I L I T I E S 

CURRENT LIABILITIES: 
Customers' C r e d i t Balances, $ 2,201.47 
Sundry Accounts Payable, 3,561.71 

T o t a l Current L i a b i l i t i e s , $ 5,763.18 
THE BLANK TRADING COMPANY, NEW YORK: 

Investment Account, $574,922.04 
Current Account, 135,994.72 710,916.76 

DEFERRED CREDITS, 978.93 

TOTAL, $717,658.87 
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THE BLANK COMPANY 

BALANCE SHEET, DECEMBER 31, 1319 

A S S E T S 

PROPERTY, LESS DEPRECIATION - Schedule #1, $ 462,834.47 

GOOD-WILL, PATENTS, AND TRADE-MARKS, 250,000.00 

INVESTMENT IN SUBSIDIARY COMPAMY*: 
C a p i t a l Stock - 1,000 Shares of $100.00 each,.. $136,237.73 
Advances, 50,000.00 

T o t a l Investment in S u b s i d i a r y Company,.. 

SINKING FUND FOR REDEMPTION OF BONDS - CASH AND ACCRUED IN
TEREST (Bonds Deducted from L i a b i l i t y , per Contra), 

CURRENT ASSETS: 
Cash - Current Funds $ 97,526.06 
Cash on Deposit to Pay In t e r e s t and Dividends,. 12,324.97 
Salesmen's working Funds, 3,422.95 
Trade Notes and Acceptances Receivable, 143,212.57 
Accounts Receivable: 

Trade Debtors, $261,404.06 
Less Reserves: 
Discounts $13,366.31 

Doubtful Accounts,.. 10,326.42 23,712.73 237,691.33 
Accounts Receivable - O f f i c e r s and Employees,.. 34,778.67 
Marketable S e c u r i t i e s - Schedule #2, 556,183.00 
Accrued I n t e r e s t Receivable, 7,981.07 
Inventories: 

F i n i s h e d Goods, $205,042.36 
Work i n Process, 102,193.14 
M a t e r i a l s and Sup p l i e s , 180.269.80 487,505.30 

Advances on M a t e r i a l s Purchased, 24,967.04 

T o t a l Current Assets, 

DEFERRED CHARGES: 
Unamortized Discount on Bonds, $ 24,516.29 
Prepaid Insurance, I n t e r e s t , and Taxes, 8,235.24 
Experimental Expenses, 16,294.08 

T o t a l Deferred Charges, 

186,237.73 

4,962.94 

1,605,592.96 

49,045.61 

L I A B I L I T I E S 

PREFERRED CAPITAL STOCK, 8%, CUMULATIVE - AUTHORIZED, 3,000 
SHARES OF $100.00 EACH; OUTSTANDING, 2,500 SHARES, 

COMMON CAPITAL STOCK - AUTHORIZED AND OUTSTANDING, 10,000 
SHARES OF $100.00 EACH, 

FIRST MORTGAGE, 6% BONDS, DUE 1934: 
Issued $500,000.00 
Less : 

In S i n k i n g Fund, $ 50,000.00 
In Treasury - Pledged to Secure 

Notes Payable, 175,000.00 225,000.00 

Outstanding, 

CURRENT LIABILITIES: 
Notes Payable - Loans, $100,000.00 
Trade Acceptances Payable,.... 190,776.64 
Accounts Payable, 248,729.57 
I n t e r e s t and Dividends Payable, 12,324.97 
Accrued Accounts: 

Income and Excess P r o f i t s Taxes (Estimated),. 40,000.00 
Wages 13,069.17 
I n t e r e s t , 3,762.43 

T o t a l Current L i a b i l i t i e s , 

DEFERRED CREDIT - FIRE INSURANCE SUSPENSE, 

RESERVES: 
I n j u r i e s and Damages, $ 8,250.27 
Contingencies, 25,000.00 

T o t a l Reserves, 

SURPLUS FROM REVALUATION OF GOOD-WILL, PATENTS, AND TRADE
MARKS, 

PROFIT AND LOSS SURPLUS: 
Balance, January 1, 1919, $ 85,743.68 
Surplus f o r the Year, 220,525.34 

T o t a l , $306,269.02 
Less Dividends, 120,000.00 

Balance, December 31, 1919, 

TOTAL, 

$ 250,000.00 

1,000,000.00 

275,000.00 

608,662.78 

5,491.64 

33,250.27 

200,000.00 

186,269.02  

$2.558.673.71 TOTAL, $2,558,673.71 

* Should be named. 
NOTE: The Company has cont ingent l i a b i l i t i e s o f $109,326.73 

on account of notes and acceptances r e c e i v a b l e d i s 
counted. 
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FORM 9  

JOHN DOE & COMPANY  

BALANCE SHEET AT CLOSE OF BUSINESS, DECEMBER 31, 1919  

A S S E T S 

CASH ON DEPOSIT, $ 41,421.76 
CASH ON HAND, 455.14 
FEDERAL AND STATE TAX STAMPS, 893.14 
SECURITIES BORROWED, 180,400.00 
SECURITIES SOLD AND UNDELIVERED, 110,535.90 
CUSTOMERS' DEBIT BALANCES - SECURED, 2,018,245.67 
CUSTOMERS' DEBIT BALANCES - UNSECURED, 17,857.51 
BROKERS' LONG ACCOUNTS, . 674,962.24 
COMMISSIONS RECEIVABLE, 1,039.75 
SECURITIES OWNED, 120,456 .29 
SYNDICATE PARTICIPATIONS, 84,327.12 
EXCHANGE MEMBERSHIPS, 75,000.00 
FURNITURE AND FIXTURES, 1,725.00 
PARTNERS' TRADING ACCOUNTS: 

John Doe, $23,385.21 
R i c h a r d Roe, 34,540.13 57,925.34 

TOTAL, $3,385,244.86 

L I A B I L I T I E S 

LOANS PAYABLE, $2,300,000.00 
SECURITIES LOANED, 146,500.00 
SECURITIES BOUGHT AND NOT RECEIVED, . 47,365.00 
SECURITIES SHORT, 11,337.50 
CUSTOMERS' CREDIT BALANCES, 68,963.65 
CUSTOMERS' SHORT BALANCES, 227,447.47 
BROKERS' SHORT ACCOUNTS, 102,680.00 
ACCRUED INTEREST PAYABLE, 8,816.36 
DIVIDENDS PAYABLE - NET, 4,326,37 
CAPITAL: 

Investment Accounts: 
John Doe, $300,000.00 
R i c h a r d Roe, 100,000.00 

Undivided P r o f i t s , 72.916.57 
T o t a l , $472,916.57 

Less P e r s o n a l Account, John Doe, 5,108.06 467,808.51 

TOTAL, $3,385,244.86 
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FORM 10  
THE BLANK COMPANY  

BALANCE SHEET, DECEMBER 31, 1919 and 1918, AND COMPARISON 
...DECEMBER 31, INCREASE 
1919 1918 *DECREASE 

A S S E T S 

CURRENT ASSETS: 
Cash, $ 2,316.25 
Notes Receivable, 3,201.47 
Accounts Receivable: 
Customers, Less Reserve for Losses (1919, 
$1,116.04; 1918, $500.00), 49,138.75 

Others, 2,316.14 
United States Liberty Loan Bonds (Market Value, 

1919; Par Value, 1918), 4,438.62 
Accrued Interest Receivable, 210.50 
Merchandise Inventory (At Cost), 40,112.23 

Total Current Assets, $101,733.96 
PROPERTY: 

Land, $ 10,000.00 
Building, 15,417.95 
Furniture and Fixtures, 2,000.00 
Automobiles, Horses, and Wagons, 3,250.45 

Total, $ 30,668.40 
Less Reserve for Depreciation, 6,250.14 

Net Property, $ 24,418.26 
DEFERRED CHARGES: 

Unexpired Insurance, $ 234.79 
Taxes Paid in Advance, 125.14 
Interest Paid in Advance, 

Total Deferred Charges, $ 359.93 
TOTAL, $126,512.15 

$ 1,568.47 
4,013.01 * 

42,517.96 
1,060.00 
2,000.00 
156.47 

32.550.29 

$ 747.78 
811.54 

6,620.79 
1,256.14 
2,438.62 

54.03 
7.561.94 

$ 83,866.20 $17,867.76 
$ 10,000.00 
15,016.49 
1,924.25 
2.116.92 

$ 401.46 
75.75 

1,133.53 
$ 29,057.66 $ 1,610.74 

4.219.27 2.030.87  
$ 24,838.39 *$ 420.13 
$ 167.14 

112.01 
196.50 * 

$ 67.65 
13.13 
196.50 

$ 475.65 *$ 115.72 
$109,180.24 $17,331.91 

L I A B I L I T I E S 
CURRENT LIABILITIES: 
Notes Payable, $ 15,000.00 $ 20,000.00 *$ 5,000.00 
Accounts Payable, 25,661.19 23,516.29 2,144.90 
Accrued Taxes, 1,254.75 514.68 740.07 

Total Current L i a b i l i t i e s , . . $ 41,915.94 $ 44,030.97 *$ 2,115.03 
RESERVE FOR CONTINGENCIES, 5,000.00 5,000.00 
CAPITAL STOCK (Shares $100.00 Each), 50,000.00 45,000.00 5,000.00 
SURPLUS, PER EXHIBIT "B", 29,596.21 20,149.27 9,446.94 

TOTAL, $126,512.15 $109,180.24 $17,331.91 

* Typed in Red. 

EXHIBIT "A" 



FORM 11 
THE BLANK COMPANY 

BALANCE SHEET, DECEMBER 31, 1919, AND COMPARISON WITH DECEMBER 31, 1918 

A S S E T S 
DECEMBER 31, 

1919 
INCREASE 

*DECREASE L I A B I L I T I E S 
DECEMBER 31, 

1919 
INCREASE 

*DECREASE 

83 

PROPERTY, LESS RESERVES FOR DEPRECIATION -
Schedule #1, 

GOOD-WILL, PATENTS, AND TRADE-MARKS, 
INVESTMENT IN SUBSIDIARY COMPANY:** 

C a p i t a l Stock - 1,000 Shares of $100.00 Each,... 
Advances, 

T o t a l Investment i n Subsidiary Com
pany, . 

SINKING FUND CASH AND ACCRUED INTEREST, 
CURRENT ASSETS: 

Cash - Current Funds, 
Cash on Deposit to Pay I n t e r e s t and Dividends,.. 
Salesmen's Working Funds, 
Notes and Acceptances Receivable, 
Accounts Receivable - Trade Debtors (Less Re

serves f o r Discounts, $13,386.31, and f o r 
Doubtful Accounts, $10,326.42), 

Accounts Receivable - O f f i c e r s and Employees,... 
Marketable S e c u r i t i e s - Schedule #2, 
Accrued Interest Receivable, 
Inventories: 

F i n i s h e d Goods, 
Work i n Process, 
M a t e r i a l s and Supplies, 

Advances on M a t e r i a l s Purchased, 
T o t a l Current Assets, 

DEFERRED CHARGES: 
Unamortized Discount on Bonds, 
Prepaid Insurance, I n t e r e s t , and Taxes, 
Experimental Expenses, 

T o t a l Deferred Charges, 

TOTAL, 

$ 462,834.47 $ 34,783.54 
$ 250,000.00 

$ 136,237.73 
50.000.00 $ 10,000.00 

$ 186,237.73 $ 10,000.00 
$ 4,862.94 *$ 2,364.96 

$ 97,526.06 $ 28,542.44 
12,324.97 376.01 
3,422.95 222.95 

143,212.57 24,142.07 

237,691.33 
34,778.67 

19,122.47 
* 5,620.34 

556,183.00 10,500.00 
7,981.07 1,054.23 

205,042.36 67,505.22 
102,193.14 20,114.95 
180,269.80 45,327.56 
24,967.04 24,967.04 

$1,605,592.96 $236,254.60 

$ 24,516.29 $ 1,519.12 
8,235.24 792.05 

16,294.08 12,150.43 
$ 49,045.61 $ 14,461.60 

$2,558,673.71 $393,134.78 

* Typed In Red. 
** Should be Named. 

NOTE: The Company has Undetermined L i a b i l i t i e s on Account of Unreported D r a f t s Drawn 
by i t s European Agent f o r Purchases of Merchandise Under L e t t e r s of C r e d i t , 
the Unused Balances of Which Aggregate $100,000.00. 

PREFERRED CAPITAL STOCK - 8%, CUMULATIVE 
(Authorized, 3,000 Shares of $100.00 Each; Out
standing, 2,500 Shares), 

COMMON CAPITAL STOCK (Authorized and Outstanding, 
10,000 Shares of $100.00 Each), 

FIRST MORTGAGE, 6% BONDS, DUE 1934: 
Issued, 
Less: 

In S i n k i n g Fund, 
In Treasury - Pledged to Secure Notes Payable, 

T o t a l , 
Outstanding, 

CURRENT LIABILITIES: 
Notes Payable - Loans, 
Trade Acceptances Payable, 
Accounts Payable, 
Interest and Dividends Payable, 
Accrued Accounts: 

Income and Excess P r o f i t s Taxes (Estimated),.. 
Wages, 
In t e r e s t , 

T o t a l Current L i a b i l i t i e s , 
DEFERRED CREDIT - FIRE INSURANCE SUSPENSE, 
RESERVES: 

I n j u r i e s and Damages, 
Contingencies, 

T o t a l Reserves, 
SURPLUS FROM REVALUATION OF GOOD-WILL, PATENTS, 

AND TRADE-MARKS, 
PROFIT AND LOSS SURPLUS: 

Balance at Beginning of the Year, 
Surplus f o r the Year, 

T o t a l , 
Less Dividends, 
Balance at End of the Year, 

TOTAL, 

$ 250,000.00 

$1,000,000.00 

$ 500,000.00 

$ 50,000.00 $ 7,000.00 
175.000.00 

$ 225,000.00 $ 7,000.00 
$ 275,000.00 *$ 7,000.00 

$ 100,000.00 • $ 25,000.00 
190,776.64 75,122.68 
248,729.57 107,250.74 
12,324.97 376.01 

40,000.00 25,000.00 
13,069.17 1,201.92 
3,762.43 * 576.22 

$ 608,662.78 $183,375.13 
$ 5,491.64 $ 5,491.64 

$ 8,250.27 $ 742.67 
25,000.00 10,000.00 

$ 33,250.27 $ 10,742.67 

$ 200.000.00 

$ 85,743.68 $ 35,617.73 
220,525.34 114.907.61 

$ 306,269.02 $150,525.34 
120,000.00 50,000.00 

$ 186,269.02 $100,525.34 

$2,558,673.71 $293,134.78 



FORM 12 
THE BLANK POWER COMPANY 
BALANCE SHEET, ETC. 

L I A B I L I T I E S DECEMBER 31, 1919 DECEMBER 3 1 , 1918 

8 5 

INCREASE OR *DECREASE 

CAPITAL STOCK: 
F i r s t P r e f e r r e d , 6%, C u m u l a t i v e - 25,000 S h a r e s 

o f $100.00 e a c h , 
S e c o n d P r e f e r r e d , 6% N o n - c u m u l a t i v e - 20,000 

S h a r e s o f $100.00 e a c h , 
Common - 12,500 S h a r e s o f $100.00 e a c h , 

T o t a l C a p i t a l S t o c k , 
FUNDED DEBT: 

F i r s t M o r t g a g e , 5%, G o l d Bonds, Due 1943, 
L e s s H e l d i n S i n k i n g Fund, 

O u t s t a n d i n g , 
* * U n d e r l y i n g Company F i r s t M o r t g a g e , 5% Bonds, Due 

1950, 
L e s s H e l d i n S i n k i n g Fund, 

O u t s t a n d i n g , 
R e f u n d i n g M o r t g a g e , 6%, S i n k i n g Fund, G o l d Bonds, 

Due 1958, 
L e s s H e l d by T r u s t e e t o S e c u r e Two-year, G o l d 

N o t e s , 
O u t s t a n d i n g , 

Two-year, 6% C o n v e r t i b l e , G o l d N o t e s , Due 1919, 
T o t a l Funded Debt, 

CONTRACT OF PURCHASE - STEAM PLANT ( P a y a b l e a t t h e 
R a t e o f $15,000.00 P e r Annum), 

CURRENT L I A B I L I T I E S : 
Notes P a y a b l e , 
A c c o u n t s P a y a b l e , 
M a t u r e d Two-year, 6%, G o l d N o t e s , 
M a t u r e d I n t e r e s t on Funded Debt, 
A c c r u e d I n t e r e s t , 
A c c r u e d T a x e s , 

T o t a l C u r r e n t L i a b i l i t i e s , . . . . 
DEFERRED CREDIT ITEMS: 

U n e a r n e d Land R e n t a l s , 
Unexpended P o r t i o n o f I n s u r a n c e R e c e i v e d , 

T o t a l D e f e r r e d C r e d i t I t e m s , . . 
RESERVES: 

D e p r e c i a t i o n , 
I n j u r i e s and Damages, 
l e g a l E x p e n s e s , 
D o u b t f u l A c c o u n t s , 

T o t a l R e s e r v e s , 
SURPLUS, 

TOTAL, 

$2,500,000.00 $2,500,000.00 

2,000,000.00 2,000,000.00 
1.250.000.00 

$ 5,750,000.00 
1.250.000.00 

$ 5,750,000.00 

$5,000,000.00 $5,000,000.00 
1.113.000.00 933,000.00 $ 180,000.00 

$3,887,000.00 $4,067,000.00 *$ 180,000.00 

$5,000,000.00 $5,000,000.00 
227,000.00 162,000.00 $ 65,000.00 

$4,773,000.00 $4,838,000.00 *$ 65,000.00 

$2,000,000.00 $2,000,000.00 

2.000.000.00 *$2,000,000.00 
$2,000,000.00 N i l $2,000,000.00 

$1,000,000.00 *$1,000,000.00 
10,660,000.00 9,905,000.00 $755,000.00 

144,075.00 159,075.00 • 15,000.00 

$ 826,200.00 $ 735,884.56 $ 90,315.44 
221,721.67 481,372.84 • 259,651.17 

3,000.00 3,000.00 
15,355.00 29,820.00 • 14,465.00 

197,224.17 171,736.64 25,487.53 
39,152.51 34,614.17 4,538.34 

1,302,653.35 1,453,423.21 • 150,774.86 

$ 4,654.31 $ 3,090.65 $ 1,563.66 
11.300.04 36.365.34 • 25.065.30 

15,954.35 39,455.99 • 23,501.64 

$ 351,328.83 $ 265,553.33 $ 85,775.50 
4,848.00 2,103.93 2,744.07 
4,597.19 5,319.55 * 722.36 

18,925.10 18,575.02 350.08 
379,699.12 291,551.83 88,147.29 
655.076.78 861.369.35 * 206,292.57 

$18,907,458.60 $18,459,880.38 $447,578.22 

• T y p e d i n r e d . 
** S h o u l d be named. 
NOTE: The Company has a c o n t i n g e n t l i a b i l i t y as g u a r a n t o r o f p r i n c i p a l a n d i n 

t e r e s t on $500,000.00 F i r s t M o r t g a g e , 6% Bonds o f A. & B. Company, 
$480,000.00 o f w h i c h a r e h e l d by t h e p u b l i c . ( C o n c l u d e d ) - 2. 
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FORM 13 
THE BLANK MANUFACTURING COMPANY  

STATEMENT OF FINANCIAL CONDITION, DECEMBER 31, 1919 

CURRENT ASSETS: 
Cash, $ 57,860.21 
Trade Notes and Acceptances Receivable, .. 81,239.44 
Customers' Accounts (Less Reserve for Losses),. 216,115.42 
Other Accounts Receivable and Accrued Interest, 10,812.53 
United States Liberty Loan Bonds and War Savings Certificates (at 

Market Value), 74,492.00 
Inventories (at Cost): 

Finished Goods, $ 294,312.01 
Work in Process, 116,139.15 
Materials and Supplies, 145,487.48 555,938.64 

Total Current Assets, $ 996,458.24 

CURRENT LIABILITIES: 
Notes Payable - Loans, $ 175,000.00 
Trade Acceptances Payable, 96,214.09 
Accounts Payable, 255,498.96 
Accrued Income and Excess Profits Taxes, 48,127.25 
Accrued Interest, Etc., 3,510.23 

Total Current L i a b i l i t i e s , 578,350.53 
NET CURRENT ASSETS, $ 418,107.71 
INVESTMENTS IN CAPITAL STOCKS OF OTHER COMPANIES, 74,516.92 
PROPERTY,.... $ 714,189.56 

Less : 
Mortgage, Due 1926, $250,000.00 
Reserves for Depreciation,. 149,648.05 399,648.05 314,541.51 

NET TANGIBLE ASSETS, $ 807,166.14 
PATENTS, TRADE-MARKS, AND GOOD-WILL (Less Reserve for Amortization) 843,487.48 
EXPENDITURES APPLICABLE TO FUTURE OPERATIONS, 13,619.39 
TOTAL NET ASSETS - SHAREHOLDERS' CAPITAL, $1,664,273.01 
REPRESENTED BY: 

Preferred Capital Stock, 7% Cumulative - 3,000 
Shares, Less in Treasury, 167 Shares, $ 283,300.00 

Common Capital Stock - 10,000 Shares, 1,000,000.00 
Surplus: 

Balance, January 1, 1919, $290,449.42 
Surplus for the Year, * 210,354.59 

Total, $500,804.01 
Leas Dividends During the Year, 119,831.00 380,973.01 $1,664,273.01 

* After Charging Federal Taxes for Both of the Years 1918 and 1919. 
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THE BLANK MANUFACTURING COMPANY 
STATEMENT OF FINANCIAL CONDITION, DECEMBER 31, 1919, 

AND COMPARISON WITH DECEMBER 31, 1918  
DECEMBER 31, INCREASE 

1919 *DECREASE 

CURRENT ASSETS: 
Cash, $ 57,860.21 $16,321.98 
Trade Notes and Acceptances Receivable, 81,239.44 64,017.16 
Customers' Accounts (Less Reserve for Losses),.... 216,115.42 59,689.43 
Other Accounts Receivable and Accrued Interest,... 10,812.53 1,216.00 
United States Liberty Loan Bonds and War Savings 

Certificates (at Market Value), 74,492.00 10,456.12 
Finished Goods (at Cost, 1919: at Cost Less 10%, 

1918), 294,312.01 112,144.56 
Work in Process (at Cost), 116,139.15 30,215.95 
Materials and Supplies (at Cost),... 145,487.48 37,512.01 

Total Current Assets, $ 996,458.24 $331,573.21 
CURRENT LIABILITIES: 
Notes Payable - Loans, $ 175,000.00 $100,000.00 
Trade Notes and Acceptances Payable, (a) 96,214.09 * 13,129.14 
Accounts Payable,.. 255,498.96 97,009.54 
Accrued Federal Taxes, 48,127.25 48,127.25 
Accrued Interest, Etc., 3,510.23 926.54 

Total Current L i a b i l i t i e s , .. $ 578,350.53 $232,934.19 
NET CURRENT ASSETS, $ 418,107.71 $ 98,639.02 
INVESTMENTS IN CAPITAL STOCKS OF OTHER COMPANIES,... 74,516.92 
PROPERTY (Less Mortgage, Due 1926, $250,000.00, and 

Reserves for Depreciation), 314,541.51 * 7,416.12 
NET TANGIBLE ASSETS, . $ 807,166.14 $ 91,222.90 
PATENTS, TRADE-MARKS, AND GOOD-WILL (Less Reserve 

for Amortization), 843,487.48 * 7,500.00 
EXPENDITURES APPLICABLE TO FUTURE OPERATIONS, 13,619.39 3,500.69 
TOTAL NET ASSETS - SHAREHOLDERS' CAPITAL, $1,664,273.01 $ 87,223.59 
REPRESENTED BY: 

Preferred Capital Stock, 7% Cumulative - 3,000 
Shares, Less Treasury Stock (167 Shares, 1919; 
134 Shares, 1918), $ 283,300.00 *$ 3.300.00 

Common Capital Stock - 10,000 Shares, $1,000,000.00 
Surplus: 

Balance at Beginning of the Year, $ 290,449.42 $ 14,650.22 
Surplus for the Year, (b) 210,354.59 75,642.37 

Total,.. $ 500,804.01 $ 90,292.59 
Less Dividends During the Year, 119,831.00 * 231.00 
Balance at End of the Year, . $ 380,973.01 $ 90,523.59 

TOTAL, $1,664,273.01 $ 87,223.59 
* Typed in red. 

(a) A l l acceptances in 1919. 
(b) After charging Federal taxes for both of the years 1918 and 1919. 
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A S S E T S L I A B I L I T I E S 

CURRENT ASSETS: 
Cash, 
Loans and B i l l s R e c e i v a b l e , 
Net B a l a n c e R e c e i v a b l e from Agents and 

C o n d u c t o r s , 
Sundry D e b t o r s , 
M a t e r i a l s and S u p p l i e s , 

DEFERRED ASSETS: 
Working Fund Advances , 
Sundry Items, 

UNADJUSTED DEBITS, 

EQUIPMENT SUBJECT TO SPECIFIC LIENS, 
Less A c c r u e d D e p r e c i a t i o n , 

ROAD AND EQUIPMENT SUBJECT TO UNDERLYING 
BONDS AND GENERAL LIENS, 
Less A c c r u e d D e p r e c i a t i o n , 

$ 52,831.43 
76,569.04 

34,751.90 
28,550.00 
54.814.28 $ 247,516.65 

$ 500.00 
3.429.49 3,929.49 

40,209.03 

$ 159,010.00 
52,076.55 106,933.45 

$5,673,342.17 
112.936.60 5,560,405.57 

CURRENT LI A B I L I T I E S INCURRED BY THE RE
CEIVER: 
Loans and B i l l s P a y a b l e , 
T r a f f i c and C a r - S e r v i c e B a l a n c e s Pay

a b l e , 
Sundry C r e d i t o r s , 
M a t u r e d I n t e r e s t U n p a i d , 
A c c r u e d I n t e r e s t , 
A c c r u e d Taxes, 

EQUIPMENT NOTES 

UNDERLYING, 5%, GOLD BONDS, 

GENERAL CREDITORS, PRIOR TO RECEIVERSHIP: 
Loans and B i l l s P a y a b l e , 
I n t e r e s t , 
Sundry C r e d i t o r s , 

FUNDED DEBT SUBORDINATED TO CLAIMS OF 
GENERAL CREDITORS, AND INTEREST THEREON: 
G e n e r a l Mortgage, 5%, G o l d Bonds, 
M a t u r e d I n t e r e s t on G e n e r a l Mortgage 

Bonds, 
Unmatured I n t e r e s t A c c r u e d on G e n e r a l 

Mortgage Bonds, 

UNADJUSTED CREDITS, 

RESIDUE OF THE ESTATE: 
Amount o f E s t a t e at Appointment 

o f R e c e i v e r : 
C a p i t a l S t o c k , $3,000,000.00 
Less P r o f i t and Loss 

D e f i c i t 706,132.52 
L e s s : 

D e f i c i t f r o m R e c e i v e r ' s 
O p e r a t i o n s ( S u b j e c t t o 
any amounts r e p r e s e n t 
i n g l o s s e s or g a i n s on 
the o r i g i n a l e s t a t e 
w h i c h may be i n c l u d e d ) $ 89,118.12 

I n t e r e s t A c c r u e d on 
G e n e r a l Mortgage Bonds 
d u r i n g R e c e i v e r s h i p , . . 417,725.82 

TOTAL, $5,958,994.19 TOTAL, $5,958,994.19 

$ 232,043.86 

9,824.61 
97,167.25 
5,000.00 
8,977.31 
6,760.24 $ 359,773.27 

52,643.59 

200,000.00 

52,643.59 

200,000.00 

$ 438,245.80 
112,235.24 
31,901.04 582,382.08 

$2,500,000.00 

452,550.00 

12.916.68 2,965,466.68 

11,705.03 

$2,293,867.48 

506,843.94 1,787,023.54 
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CHAPTER I I I  

INCOME AND PROFIT AND LOSS STATEMENTS 

Statements o f o p e r a t i o n s are designated by v a r i o u s 

t i t l e s , such as: Statement of Income and P r o f i t and Loss; Sum

mary of Income and P r o f i t and Loss; Statement of Income; S t a t e 

ment of P r o f i t and Loss; Income Account; P r o f i t and Loss Ac

count; Statement of Income and C a p i t a l Account; Statement of 

Revenue and Expenses; Statement of Income and Expenses; S t a t e 

ment of Earnings and Expenses; and Statement of Operations. 

S e v e r a l o f these, and perhaps others, are accepted as good 

usage by prominent accountants. The choice depends to some 

extent upon what the statement embraces. Statements of manu

f a c t u r i n g and t r a d i n g b u sinesses u s u a l l y show a l l o p e r a t i o n s , 

i n c l u d i n g changes i n the su r p l u s , and are perhaps g e n e r a l l y 

e n t i t l e d "Statement of Income and P r o f i t and Loss." I f a 

s i m i l a r statement i s somewhat condensed, that i s , shows only 

the t o t a l s of some major groups, i t may a p p r o p r i a t e l y be 

termed "Summary (or Condensed Statement) of Income and P r o f i t 

and Loss." I f the statement ends a t Net Income, i t should be 

c a l l e d a Statement of Income. It w i l l u s u a l l y be supplement

ed by a Statement of P r o f i t and Loss. The t i t l e , "Statement 

of Income and C a p i t a l Account," i s used when a statement of 

the C a p i t a l account i s appended to a statement o f income o f 

a s o l e p r o p r i e t o r s h i p o r p a r t n e r s h i p . Such terms as S t a t e 

ment o f Revenue and Expenses are a p p l i c a b l e to other than 

commercial e n t e r p r i s e s . 
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It i s axiomatic that statements of income and p r o f i t 

and l o s s , however e n t i t l e d , are f o r a p e r i o d , and not at a date; 

yet many statements are seen headed somewhat as f o l l o w s : " S t a t e 

ment of Income and P r o f i t and Loss, December 31, 1919" - i n s t e a d 

of, "For the year ended December 31, 1919." 

Statements should be so designed as to be r e a d i l y 

understood by the layman. The "running" form o f statement i s 

g e n e r a l l y c o n s i d e r e d c l e a r e r t o the m a j o r i t y of people than the 

"account" form. The former i s simply a s e r i e s of a d d i t i o n s and 

deductions, beginning w i t h the gross s a l e s or earnings and end

i n g w i t h the f i n a l balance o f p r o f i t and l o s s ; the l a t t e r ex

h i b i t s the s e v e r a l s e c t i o n s o f the statement i n the form of l e d -

ger accounts, b r i n g i n g down the r e s p e c t i v e balances i n bookkeep

i n g f a s h i o n . The "running" form has been adopted by most of the 

prominent accountants, and i s the on l y one t r e a t e d i n t h i s work. 

In the p r a c t i c e o f r e p r e s e n t a t i v e accountants w i t h 

r e s p e c t t o the p r e p a r a t i o n o f statements of income and p r o f i t 

and l o s s f o r a p a r t i c u l a r k i n d o f b u s i n e s s there i s l i t t l e 

v a r i a t i o n i n the general form but c o n s i d e r a b l e v a r i a t i o n i n the 

d e t a i l e d treatment of many items. For example, d e p r e c i a t i o n , 

r e n t , insurance, and p r o p e r t y taxes are t r e a t e d v a r i o u s l y as 

co s t , g e n e r a l expenses, and income charges; u n c o l l e c t i b l e a c

counts as g e n e r a l expenses, income charges, p r o f i t and l o s s 

charges, and deductions from s a l e s ; income taxes as g e n e r a l 

expenses, income charges, and p r o f i t and l o s s charges; cash d i s 

counts as income items and deductions from s a l e s or purchases; 
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s h i p p i n g and d e l i v e r y expenses as c o s t , s e l l i n g expenses, and 

deductions from s a l e s ; and so on through the whole category. 

These d i f f e r e n c e s of treatment are l a r g e l y q u e s t i o n s 

of a c c o u n t i n g theory, which a r e d i s c u s s e d i n many good books and 

a r t i c l e s on the s u b j e c t . Many of them are r e a l l y debatable, so 

that an accountant cannot w i t h good grace take a de c i d e d stand 

one way or another. F u r t h e r , i t i s very o f t e n necessary, f o r 

p r a c t i c a l purposes, f o r a p r o f e s s i o n a l accountant to prepare 

h i s r e p o r t i n accordance w i t h the a c c o u n t i n g system or p u b l i s h 

ed statements o f h i s c l i e n t . Unless t h e r e i s some important 

i s s u e i n v o l v e d i t i s o f t e n unwise, f o r example, to change the 

c l a s s i f i c a t i o n of cos t accounts, thereby n e c e s s i t a t i n g an ad

justment of i n v e n t o r y v a l u e s or d e s t r o y i n g the c o - o r d i n a t i o n 

between the o p e r a t i n g and balance sheet a c c o u n t s . A l s o , i t i s 

o f t e n found that the accounts as kept do not f u r n i s h s u f f i c i e n t 

i n f o r m a t i o n f o r the p r e p a r a t i o n o f t h e o r e t i c a l l y c o r r e c t s t a t e 

ments, and i t i s i m p r a c t i c a b l e to o b t a i n the i n f o r m a t i o n by 

a n a l y s i s . In sh o r t , i t i s ver y o f t e n necessary to s a c r i f i c e 

i d e a l i s m to expediency. 

F o l l o w i n g i s a s k e l e t o n form o f statement of income 

and p r o f i t and l o s s of a manufacturing o r t r a d i n g c o r p o r a t i o n : 

Gross S a l e s 
Deductions from S a l e s 
Net S a l e s 
Cost o f Goods S o l d 
Gross P r o f i t 
S e l l i n g Expenses 
S e l l i n g P r o f i t 
G e n eral Expenses 
P r o f i t from O p e r a t i o n s 
Other Income C r e d i t s 
Gross Income 
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Income Charges 
Net Income 
Surplus at b e g i n n i n g o f the P e r i o d 
Other P r o f i t and Loss C r e d i t s 
Gross S u r p l u s 
P r o f i t and Loss Charges 

Surp l u s a t end o f the P e r i o d 

The l a t t e r p a r t o f the f o r e g o i n g i s p r e d i c a t e d upon 

the assumption that t h i s statement i s intended to support one 

item i n the balance sheet, v i z . , the s u r p l u s a t the end o f the 

p e r i o d - which, i n the o p i n i o n o f the author, i s g e n e r a l l y de

s i r a b l e . 

I t w i l l be noted t h a t i n the above arrangement the 

P r o f i t and Loss Charges are a p p l i e d t o the accumulated Gross 

Surplus. I t i s e q u a l l y proper i n many cases, and p r e f e r a b l e i n 

some, to a r r i v e at a s u r p l u s f o r the p e r i o d , a r r a n g i n g the 

statement as f o l l o w s : 

Net Income 
Other P r o f i t and Loss C r e d i t s 
Gross S u r p l u s f o r the P e r i o d 
P r o f i t and Loss Charges 
Surp l u s f o r the P e r i o d 
Surplus a t b e g i n n i n g o f the P e r i o d 

Surplus a t end of the P e r i o d 

T h i s may w e l l be done u n l e s s i t r e s u l t s i n showing a 

d e f i c i t f o r the p e r i o d , due t o d i v i d e n d s exceeding net c r e d i t s . 

Some companies are p a r t i c u l a r about d e c l a r i n g d i v i d e n d s o n l y 

from the earnings o f the p e r i o d , and t h e i r views should, i f 

known, be r e f l e c t e d i n t h e i r statements. On the other hand, 

i t seems l o g i c a l i n the m a j o r i t y of cases to a p p l y most items 

of p r o f i t and l o s s c r e d i t s and charges to accumulated s u r p l u s . 

F u r t h e r v a r i a t i o n s o f the form o f statement are 

shown l a t e r i n t h i s chapter. 
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As v i r t u a l l y a l l items e n t e r i n g i n t o the P r o f i t and 

Loss account of most commercial b u s i n e s s concerns can be a l l o 

c a t e d t o one of the g e n e r a l groups of charges or c r e d i t s out

l i n e d i n the f o r e g o i n g , we s h a l l proceed t o show what items are 

u s u a l l y embraced i n each of these groups. 

GROSS SALES 

Under t h i s head appears the gross b u s i n e s s done -

charges t o customers or cash s a l e s . 

Under c o n d i t i o n s d i f f e r e n t from the o r d i n a r y manu

f a c t u r i n g and t r a d i n g b u s i n e s s , i t i s a p p r o p r i a t e to use some 

term other than Gross S a l e s . For example, i f , as a g e n e r a l 

p r a c t i c e , goods are shipped on ap p r o v a l , the gross charges to 

customers are b e t t e r d e s i g n a t e d by some such term as "Ship

ments B i l l e d " ; i f the b i l l i n g s r e p r e s e n t completed c o n t r a c t s 

only, i t i s proper to use the term "Completed C o n t r a c t s 

B i l l e d , " or i f they r e p r e s e n t the completed p o r t i o n of con

t r a c t s , i t may be w e l l to use the simple e x p r e s s i o n " B i l l s 

Rendered." Charges f o r s e r v i c e s , as d i s t i n g u i s h e d from com

modities, are u s u a l l y d e s i g n a t e d as Gross E a r n i n g s or Revenue. 

I f the bus i n e s s i s departmentalized, and one dep a r t 

ment s e l l s to another, i n a statement r e l a t i n g t o the business 

as a whole the i n t e r d e p a r t m e n t a l charges and c r e d i t s should be 

e l i m i n a t e d ; i f the statement i s des i g n e d t o show the opera

t i o n s of each department, the c r e d i t s should be de s i g n a t e d as 

t r a n s f e r s , not s a l e s . 
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The s a l e s may be c l a s s i f i e d on the statement, i f de

s i r e d , i n accordance w i t h the requirements i n each p a r t i c u l a r 

case - by c l a s s e s o f goods, departments, wholesale and r e t a i l , 

e t c . 

Some companies, n o t a b l y producers of cane sugar and 

cotton-seed o i l , r e g a r d p r o d u c t i o n i n s t e a d o f s a l e s as t h e i r 

revenue or gross e a r n i n g s . The r e s u l t i s the same i f the inven

t o r i e s are p r o p e r l y valued, but i t appears to be more l o g i c a l 

to t r e a t s a l e s as the source o f p r o f i t s , d e d u c t i n g the in v e n 

t o r y at the end o f the p e r i o d from co s t i n s t e a d o f adding i t to 

s a l e s . 

DEDUCTIONS FROM SALES 

Deductions from s a l e s a r e u s u a l l y : r e t u r n s , a l l o w 

ances, trade d i s c o u n t s , and f r e i g h t and express outward. Mere 

c o r r e c t i o n s of b i l l i n g s should not be i n c l u d e d i n t h i s group, 

but should be absorbed i n Gross S a l e s . 

Trade d i s c o u n t s are intended to i n c l u d e q u a n t i t y 

d i s c o u n t s , i . e . , d i s c o u n t s granted when a customer has pur

chased a c e r t a i n q u a n t i t y . In the o p i n i o n of the author, cash 

d i s c o u n t s a l l o w e d t o customers are not p r o p e r l y t r e a t e d as de

du c t i o n s from s a l e s , but should be c l a s s i f i e d as Income 

Charges, i n the same g e n e r a l category as i n t e r e s t . There are 

some s o - c a l l e d cash d i s c o u n t s , however, which a r e p r a c t i c a l l y 

t r a d e d i s c o u n t s . I f the g r a n t i n g of the d i s c o u n t i s c o n d i 

t i o n a l e n t i r e l y upon settlement w i t h i n a c e r t a i n comparatively 

short time i t i s a cash d i s c o u n t ; i f the terms are such that 
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i f settlement i s not made w i t h i n the s p e c i f i e d time the d i s c o u n t 

w i l l be a l l o w e d but i n t e r e s t w i l l be charged, the d i s c o u n t i s a 

t r a d e d i s c o u n t . 

It i s argued by some that the g i v i n g o f cash d i s c o u n t s 

i s such a g e n e r a l custom th a t i t s p r a c t i c a l e f f e c t i s to reduce 

the s a l e s p r i c e s . The author has no o b j e c t i o n t o the a p p l i c a 

t i o n of t h i s p r i n c i p l e i f i t i s f o l l o w e d to i t s l o g i c a l c o n c l u 

s i o n , t h a t i s , i f a l l d i s c o u n t s t h a t might have been taken are 

deducted from s a l e s , and i f a l l d i s c o u n t s t h a t have not been 

a v a i l e d o f by customers are c r e d i t e d to income. The same argu

ments may be urged a g a i n s t d e d u c t i n g cash d i s c o u n t s from pur

chases, w i t h the a d d i t i o n a l o b j e c t i o n that where a c o s t system, 

or p e r p e t u a l i n v e n t o r y , i s maintained, the r e d u c t i o n of i n v o i c e 

p r i c e s by the amounts o f cash d i s c o u n t s r e s u l t e d i n awkward f r a c 

t i o n s i n u n i t c o s t s . 

The theory u n d e r l y i n g the d e d u c t i o n of f r e i g h t and 

express outward from s a l e s i s t h a t when such charges are p r e 

p a i d or a l l o w e d t o customers, they are u s u a l l y added to the 

i n v o i c e or i n c l u d e d i n the p r i c e , more o r l e s s s p e c i f i c a l l y . 

There i s u s u a l l y such a wide v a r i a t i o n i n the f r e i g h t r a t e s 

as between the s e v e r a l p o i n t s i n the t e r r i t o r y covered t h a t 

i t i s i m p o s s i b l e to f i x a u n i f o r m s e l l i n g p r i c e which w i l l i n 

clude the cost o f d e l i v e r y t o a l l p o i n t s . In those compara

t i v e l y r a r e cases where goods are s o l d d e l i v e r e d at a uniform 

p r i c e , i t i s proper t o t r e a t d e l i v e r y charges as cost o f goods 

s o l d . 
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In some c l a s s e s of busine s s , commissions p a i d are a 

d i r e c t d e d u c t i o n from s a l e s , but i n n e a r l y a l l manufacturing and 

t r a d i n g concerns i t i s b e t t e r to t r e a t them as s e l l i n g expenses, 

d e d u c t i b l e from gross p r o f i t . 

E x c i s e or revenue taxes based upon s a l e s are d e d u c t i b l e 

d i r e c t l y from s a l e s . 

NET SALES 

T h i s item i s simply the r e s u l t of a p p l y i n g the Deduc

t i o n s from S a l e s to Gross S a l e s . In many cases, where the de

du c t i o n s are i n c o n s e q u e n t i a l , the net s a l e s may be the f i r s t 

item o f the statement. In cases where i t i s d e s i r a b l e to use 

the term Shipments B i l l e d , i n s t e a d of Gross S a l e s , t h a t i s , 

where the goods r e t u r n e d have not a l l been a c t u a l l y s o l d , i t i s 

a p p r o p r i a t e to designate t h i s item as Sa l e s , i n s t e a d of Net 

S a l e s . 

COST OF GOODS SOLD 

For a m e r c a n t i l e b u s i n e s s the cost of goods s o l d , or, 

as i t i s o f t e n c a l l e d , cost o f s a l e s , comprises the inventory 

at the beginning, p l u s the purchases and f r e i g h t thereon, l e s s 

the i n v e n t o r y at the end. T h i s may be shown i n the statement 

i n t o t a l o nly or i n one of the f o l l o w i n g ways: 

(1) Purchases ( i n c l u d i n g f r e i g h t ) 
Add decrease (or deduct i n 

crease) i n in v e n t o r y 
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(2) Inventory, January 1, 1919 
Purchases 
F r e i g h t 

T o t a l 

Less Inventory, December 31, 1919 

The c h o i c e o f method should be governed by the ex

p r e s s e d or i m p l i e d wishes o f the persons p r i m a r i l y i n t e r e s t e d 

as t o the degree of d e t a i l to be p r e s e n t e d i n the r e p o r t . 

It may a l s o be d e s i r a b l e to c l a s s i f y the cost, as 

w e l l as the s a l e s , by departments, e t c . 

As to a manufacturing b u s i n e s s , what c o n s t i t u t e s cost 

of goods s o l d o c c a s i o n s more c o n t r o v e r s y among accountants, and 

between accountants and b u s i n e s s men, than any other one sub

j e c t . T h i s i s due l a r g e l y to the f a c t that the cost o f manufac

t u r e , which i s the p r i n c i p a l element, i n most cases determines 

the v a l u a t i o n of the i n v e n t o r y . 

Most of these v a r y i n g o p i n i o n s are undoubtedly c o r 

r e c t under c e r t a i n c o n d i t i o n s . Therefore, such of the author's 

views on d i s p u t e d s u b j e c t s as are here enunciated should not be 

construed as i n v a r i a b l e i n t h e i r a p p l i c a t i o n . 

The amount of d e t a i l o f the co s t o f a manufacturing 

b u s i n e s s that may be p r e s e n t e d i n a statement i s l i m i t e d only 

by the c l a s s i f i c a t i o n o f accounts or by the a n a l y s i s that may 

be made o f them. F o l l o w i n g i s a f a i r l y complete statement of 

the cost o f manufactured goods s o l d : 
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COST OF MANUFACTURE: 
M a t e r i a l s Consumed 
D i r e c t Labor 
F a c t o r y Expenses: 

Superintendent and Foremen 
F a c t o r y O f f i c e S a l a r i e s and S u p p l i e s 
R e c e i v i n g Department Expenses 
Cartage Inward - Estimated 
S t o r e s Department Expenses 
Stock Department Expenses 
J a n i t o r s , Watchmen, and Elevatormen 
Power, Heat, and L i g h t : 

F u e l 
Wages 
O i l , Waste, e t c . 
Current Purchased 

Re p a i r s : 
B u i l d i n g 
Machinery and Equipment 

D e p r e c i a t i o n : 
B u i l d i n g 
Machinery and Equipment 

Prop e r t y Taxes 
Insurance - F i r e , L i a b i l i t y , e t c . 
Rent of F a c t o r y B u i l d i n g 
Unemployed Time 
I n s p e c t i o n 
D e f e c t i v e Goods 
Experimental Expenses 
Inf i r m a r y 
M i s c e l l a n e o u s 

T o t a l F a c t o r y Expenses 
T o t a l M a t e r i a l s , D i r e c t Labor, and 

Fa c t o r y Expenses 
Less: 

S a l e s of Scrap 
Increase i n Inventory of Work i n Proc e s s 

T o t a l 
T o t a l Cost of Manufacture 

ADD DECREASE IN INVENTORY OF FINISHED GOODS 

MANUFACTURING COST OF GOODS SOLD 

PACKING AND SHIPPING EXPENSES: 
S a l a r i e s and Wages 
M a t e r i a l s 
Cartage Outward - Estimated 

T o t a l 

COST OF GOODS SOLD 
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In the f o r e g o i n g i t i s assumed t h a t inward f r e i g h t , 

duty, marine insurance, and other d i r e c t c o s t s have been a p p l i e d 

to the m a t e r i a l and supply accounts a f f e c t e d , but that the com

pany does i t s own c a r t i n g and no d i s t r i b u t i o n of the c o s t i s 

made except a more or l e s s a r b i t r a r y d i v i s i o n between inward and 

outward. 

The statement i s a l s o based upon the assumption that 

the f i n i s h e d goods are not packed u n t i l they are shipped. I f , 

as o f t e n happens, the goods are c a r r i e d i n stock i n the con

t a i n e r s i n which they are shipped, or they are not c a r r i e d i n 

stock at a l l , but are shipped as soon as manufactured, the major 

p a r t o f p a c k i n g and s h i p p i n g expenses should be c l a s s i f i e d as 

F a c t o r y Expenses, and thus be r e f l e c t e d i n the Cost of Manufac

t u r e , which should be the b a s i s f o r v a l u a t i o n of the i n v e n t o r y 

of f i n i s h e d goods. In such cases the remainder, r e p r e s e n t i n g 

s h i p p i n g expenses, i s r e l a t i v e l y so i n c o n s e q u e n t i a l t h a t i t i s 

t r e a t e d i n the same way. 

The cost of m a t e r i a l s consumed may be shown i n g r e a t 

er d e t a i l i f d e s i r e d - as to k i n d s of m a t e r i a l and as to pur

chases (net) and i n v e n t o r i e s at the b e g i n n i n g and end of the 

p e r i o d . I t i s not c o n s i d e r e d necessary t o show r e t u r n e d pur

chases as a separate item i n any event. The d i f f e r e n c e s i n i n 

v e n t o r i e s o f work i n p r o c e s s and f i n i s h e d goods may a l s o be de

t a i l e d by showing i n each case the i n v e n t o r i e s a t the beginning 

and end. In the o p i n i o n of the author, most b u s i n e s s men p r e 

f e r the condensed form; i f they want to know the amounts of 

the i n v e n t o r i e s they look a t the balance sheet. 
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I t i s comparatively seldom t h a t the degree of d e t a i l 

shown above would be g i v e n i n a Statement of Income and P r o f i t 

and Loss. For the p r e s e n t a t i o n of such e l a b o r a t e d e t a i l s , 

whether o f cost or expenses, schedules are u s u a l l y employed, 

o n l y the t o t a l s b e i n g shown i n the e x h i b i t s . 

In some cases e x c i s e or revenue taxes are p r o p e r l y 

t r e a t e d as co s t o f manufacture. 

GROSS PROFIT 

In statements f o r manufacturing companies, t h i s item 

i s sometimes c a l l e d Manufacturing P r o f i t . 

SELLING EXPENSES 

The items comprised i n t h i s group are u s u a l l y some 

what as f o l l o w s : 

S a l a r i e s of S a l e s Manager and C l e r k s 
S a l a r i e s of Salesmen 
Commissions 
T r a v e l i n g 
A d v e r t i s i n g 
Catalogues, e t c . 
Rent of S a l e s O f f i c e s 
Postage, S t a t i o n e r y , e t c . 
Telephone and T e l e g r a p h 
Sundry S a l e s O f f i c e Expenses 
M i s c e l l a n e o u s 

GENERAL EXPENSES 

T h i s group i s o f t e n c a l l e d A d m i n i s t r a t i v e and General 

Expenses. I t i s intended t o i n c l u d e expenses which apply t o the 

b u s i n e s s as a whole, and not e x c l u s i v e l y to any one of i t s major 

o p e r a t i o n s . These expenses are as f o l l o w s : 
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S a l a r i e s o f O f f i c e r s 
S a l a r i e s of General O f f i c e C l e r k s 
Rent of General O f f i c e 
Postage, S t a t i o n e r y , and P r i n t i n g 
Telephone and Telegraph 
L e g a l 
P r o f e s s i o n a l A c c o u n t i n g 
D i r e c t o r s ' Fees 
T r a v e l i n g 
C o r p o r a t i o n and C a p i t a l Stock Taxes 
Exchange (Domestic) and C o l l e c t i o n Charges 
Dues and S u b s c r i p t i o n s 
C o n t r i b u t i o n s and Donations 
Sundry O f f i c e Expenses 

M i s c e l l a n e o u s 

The s e l l i n g and g e n e r a l expenses are o f t e n combined 

under the head o f S e l l i n g and General Expenses, Operating Ex

penses, or Expenses - w i t h or without s u b s i d i a r y c a p t i o n s -

which e l i m i n a t e s the item " S e l l i n g P r o f i t . " I f the c l a s s i f i c a -

t i o n o f expenses as between the two groups i s s u f f i c i e n t l y 

accurate, i t i s u s u a l l y d e s i r a b l e to show the two t o t a l s , 

whether or not an intermediate f i g u r e o f p r o f i t i s computed, 

as the t o t a l s may be v a l u a b l e i n t h e i r r e l a t i o n to s a l e s and 

prime cost f o r s t a t i s t i c a l purposes. 

PROFIT FROM OPERATIONS 

T h i s item i s the p r o f i t from the r e g u l a r o p e r a t i o n s 

of the business, b e f o r e d e d u c t i n g the c o s t of p r o c u r i n g c a p i 

t a l w i t h which to operate the b u s i n e s s and any e x t r a o r d i n a r y 

l o s s e s or l o s s e s over which the management has had no c o n t r o l . 

There are many names f o r t h i s p r o f i t , e.g.: P r o f i t from 

Operations, Net P r o f i t from Operations, P r o f i t from Sales, 

Net P r o f i t from Sales, Net P r o f i t on Sales, Income from Opera

t i o n s , and O p e r a t i n g Income. 
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OTHER INCOME CREDITS 

The items to be grouped under t h i s c a p t i o n should 

r e p r e s e n t income from sources other than the r e g u l a r o p e r a t i o n s 

of the business, i n c l u d i n g as such extraneous income d e r i v e d 

from f i n a n c i a l o p e r a t i o n s and c o n s i d e r e d a p p l i c a b l e to the cur

rent p e r i o d . Such items, i n the case of a manufacturing or mer

c a n t i l e business, may be as f o l l o w s : 

Cash Discounts on Purchases 
I n t e r e s t on Bonds Owned 
I n t e r e s t on Notes and Accounts R e c e i v a b l e 
I n t e r e s t on Bank Balances 
Dividends on Stocks Owned 
Net Income from R e a l E s t a t e 
P r o f i t from Sale of Temporary Investments 
P r o f i t from F o r e i g n Exchange 
R o y a l t i e s Received 
Commissions Received 
P r o f i t from Sale of M a t e r i a l s , e t c . 

Mi s c e l l a n e o u s 

The net income from r e a l e s t a t e i s u s u a l l y d e t a i l e d 

t o the extent o f showing the t o t a l r e n t a l s and t o t a l o p e r a t i n g 

expenses - i n c l u d i n g insurance, taxes, and d e p r e c i a t i o n . In 

t h i s connection, a d i s t i n c t i o n s h o u l d be made between r e a l 

e s t a t e h e l d f o r investment ( i n c l u d i n g any that may have been 

a c q u i r e d i n settlement of debts) and pr o p e r t y which i s essen

t i a l to the o p e r a t i o n o f the b u s i n e s s a l t h o u g h not pa r t of the 

p l a n t i t s e l f . In the l a t t e r c l a s s are the tenant houses o f a 

mining or manufacturing company, which must be maintained t o 

house employees. While there can be no o b j e c t i o n to t r e a t i n g 

a net income from the r e n t a l s of such p r o p e r t y as an Income 

C r e d i t , i t appears t h a t any l o s s should be t r e a t e d as an element 

of c o s t of p r o d u c t i o n . 
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INCOME CHARGES 

Under t h i s c a p t i o n s h o u l d be shown charges r e p r e s e n t 

i n g t h e cost of p r o c u r i n g c a p i t a l and l o s s e s d e d u c t i b l e from 

the income o f the current p e r i o d , such as the f o l l o w i n g : 

Cash Discounts on S a l e s 
I n t e r e s t on Bonds 
I n t e r e s t on Notes and Accounts Payable 
U n c o l l e c t i b l e Notes and Accounts 
A m o r t i z a t i o n o f Bond Discount and Expense 
Loss from Sale o f Temporary Investments 
Loss from F o r e i g n Exchange 
Net Loss from R e a l E s t a t e 
A m o r t i z a t i o n o f War F a c i l i t i e s 

(when i t i s i m p r a c t i c a b l e to charge i t to cost) 
Income and Excess P r o f i t s Taxes 
M i s c e l l a n e o u s 

Sometimes i t i s d e s i r a b l e to exclude from t h i s group 

one o r more items and show them as separate deductions, some

what as f o l l o w s : 

Net Income b e f o r e Charging I n t e r e s t on 
Bonds and Income and Excess P r o f i t s Taxes 

I n t e r e s t on Bonds 
Net Income before Charging Income and Excess 

P r o f i t s Taxes 
Income and Excess P r o f i t s Taxes 
Net Income 

PROFIT AND LOSS CREDITS AND CHARGES 

These groups a r e intended t o p r o v i d e f o r the f o l l o w 

i n g : e x t r a o r d i n a r y p r o f i t s and l o s s e s from the s a l e or o t h e r 

d i s p o s a l o f c a p i t a l a s s e t s , i . e . , permanent investments; o r i g i 

n a l c a p i t a l i n the form o f g o o d - w i l l and o r g a n i z a t i o n expenses 

w r i t t e n o f f ; premiums and d i s c o u n t s on the redemption of c a p i 

t a l stock; d i s t r i b u t i o n o f p r o f i t s ; and items a p p l i c a b l e t o 

the o p e r a t i o n s o f p r i o r p e r i o d s . The l a t t e r c l a s s i s o f t e n 

t r e a t e d as Surplus Adjustments, b e i n g a p p l i e d to the Surplus 
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a t the b e g i n n i n g of the year o r shown s e p a r a t e l y , but no advan

tage i s u s u a l l y d e r i v e d from such s e p a r a t i o n , as a l l the P r o f i t 

and Loss items, w i t h the e x c e p t i o n of d i v i d e n d s , are, or should 

be, e x t r a o r d i n a r y . In the p r e p a r a t i o n of condensed statements, 

however, i t i s o f t e n convenient t o show the s u r p l u s at the be

g i n n i n g of the p e r i o d as a d j u s t e d . 

There i s a p r e v a i l i n g tendency to i n c l u d e i n the P r o f i t 

and Loss s e c t i o n charges and c r e d i t s as a p p l i c a b l e to p r i o r 

p e r i o d s when they are merely " l a p - o v e r s , " that i s , items which 

are c o n s t a n t l y r e c u r r i n g but a r e seldom a p p l i c a b l e to the p e r i o d 

d u r i n g which they are recorded. The e f f e c t i s t h a t these items 

are never comprehended i n the income of any p e r i o d . The most 

common i n s t a n c e s are taxes, i n t e r e s t , u n c o l l e c t i b l e accounts, 

commissions, rebates on s a l e s and purchases, l e g a l expenses, 

and sundry adjustments of a c c r u a l s . In the o p i n i o n o f the 

author, a l l such items should be absorbed i n the c u r r e n t a c 

counts f o r the year i f p r a c t i c a b l e . T h i s can u s u a l l y be done 

w i t h p r o p r i e t y , except when the c u r r e n t year would be charged 

or c r e d i t e d w i t h c o n s i d e r a b l y more than a f u l l y e a r 's propor

t i o n o f such expenses or income. 

I f taxes, f o r example, had not been accrued at the 

b e g i n n i n g of the year, but had a t the end of the year, i t would 

not be proper t o charge both the payments and a c c r u a l as ex

pense a p p l i c a b l e to t h a t year. On the other hand, i f accounts 

r e c e i v a b l e are w r i t t e n o f f o n l y when they are determined to be 

u n c o l l e c t i b l e , they s h o u l d be charged a g a i n s t the income of the 
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p e r i o d d u r i n g which they were thus determined, r e g a r d l e s s of the 

f a c t t h a t they had o r i g i n a t e d i n p r i o r p e r i o d s . Minor a d j u s t 

ments should not be shown i n the P r o f i t and Loss s e c t i o n u n l e s s , 

as a matter of expediency i n the case of an a u d i t r e p o r t , i t i s 

done to conform to the c l i e n t ' s statement. 

I f income and excess p r o f i t s taxes are not charged by 

means of a c c r u a l s a g a i n s t the income to which they apply, they 

should be t r e a t e d as a charge a g a i n s t the income of the p e r i o d 

d u r i n g which they are p a i d , as otherwise the net income i s 

always o v e r s t a t e d . There i s no j u s t i f i c a t i o n f o r the treatment 

o f such t a x e s as d i s t r i b u t i o n s of income. 

As to items a p p l i c a b l e to o p e r a t i n g accounts of p r i o r 

p e r i o d s , i f i t i s i m p r a c t i c a b l e to i n c l u d e them i n the same ac 

counts f o r the c u r r e n t p e r i o d , i t i s o f t e n w e l l to show them as 

income charges or c r e d i t s , so t h a t i n any event they w i l l be 

comprehended i n the net income. 

VARIATIONS IN FORM FOR SPECIAL PURPOSES 

I t i s sometimes d e s i r a b l e to vary the form of s t a t e 

ments so as to show the s u r p l u s f o r the year, or the accumulated 

s u r p l u s , a v a i l a b l e f o r d i v i d e n d s , d e d u c t i n g the amount of the 

d i v i d e n d s as a separate item. The former arrangement i s as f o l 

lows: 

Net Income 
P r o f i t and Loss C r e d i t s 
Gross Surplus f o r the P e r i o d 
P r o f i t and Loss Charges, e x c l u s i v e o f Dividends 
Surplus f o r the P e r i o d A v a i l a b l e f o r Dividends 
Dividends 
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Surplus f o r the P e r i o d 
Surplus at b e g i n n i n g o f the P e r i o d 

Surplus at end of the P e r i o d 

I t o c c a s i o n a l l y happens t h a t a commercial c o r p o r a t i o n 

s e t s a s i d e a c e r t a i n amount o f p r o f i t s as f i x e d s u r p l u s , d e s i g 

n a t i n g that amount as Surplus and the remainder as Undivided 

P r o f i t s . T h i s i s analogous to the p a i d - i n s u r p l u s of a f i n a n 

c i a l i n s t i t u t i o n , as d i s t i n g u i s h e d from i t s u n d i v i d e d p r o f i t s ; 

and to the c a p i t a l s u r p l u s of any c o r p o r a t i o n , a r i s i n g from 

v a l u a t i o n o f a s s e t s i n excess of c o s t , as d i s t i n g u i s h e d from 

i t s earned or p r o f i t and l o s s s u r p l u s . I f a company makes a 

d i s t i n c t i o n between s u r p l u s and u n d i v i d e d p r o f i t s , the s t a t e 

ment o f income and p r o f i t and l o s s should support the l a t t e r , 

and any a p p r o p r i a t i o n s of p r o f i t s to i n c r e a s e the s u r p l u s should 

be shown as p r o f i t and l o s s charges. Then the l a t t e r part of 

the statement would appear somewhat as f o l l o w s : 

Net Income 
Und i v i d e d P r o f i t s a t b e g i n n i n g o f the P e r i o d 
Other P r o f i t and Loss C r e d i t s 
T o t a l 
P r o f i t and Loss Charges 

Undivided P r o f i t s at end of the P e r i o d 

S i m i l a r l y , i f there i s a c a p i t a l s u r p l u s , i t i s neces

sary t o earmark the s u r p l u s from o p e r a t i o n s , which i s g e n e r a l l y 

done by u s i n g the term P r o f i t and Loss Surp l u s i n the balance 

sheet, and wherever necessary i n the statement of income and 

p r o f i t and l o s s . 

I f d i v i d e n d s , or any expenses or l o s s e s , are charged 

a g a i n s t a f i x e d s u r p l u s , or i f r e s e r v e s are used f o r any p ur

pose except that f o r which they were o s t e n s i b l y created, the 
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f a c t s s hould be r e f l e c t e d i n the statement of income and p r o f i t 

and l o s s f o r the p e r i o d , by showing the amounts i n the p r o f i t 

and l o s s c r e d i t s as t r a n s f e r s from f i x e d s u r p l u s or r e s e r v e s and 

t a k i n g up the charges i n the s e c t i o n p r o p e r l y a f f e c t e d . The 

same p r i n c i p l e a p p l i e s to c r e d i t s t o f i x e d s u r p l u s or r e s e r v e s ; 

f o r example, i f a company has c r e d i t e d d i r e c t l y t o f i x e d s u r p l u s 

or t o a r e s e r v e f o r d e p r e c i a t i o n a p r o f i t from the redemption o f 

i t s bonds a t a d i s c o u n t , the p r o f i t and the p r o v i s i o n f o r depre

c i a t i o n should be shown i n the statement of income and p r o f i t 

and l o s s . 

As f u l l y e x p l a i n e d i n Chapter I, under the head o f 

Surplus, i n the case o f a p a r t n e r s h i p or s o l e p r o p r i e t o r s h i p 

the statement u s u a l l y ends w i t h net income, u n l e s s u n d i v i d e d 

p r o f i t s are c a r r i e d separate from the f i x e d c a p i t a l , or a sum

mary o f the c a p i t a l account i s added to the statement. In the 

l a t t e r case the statement i s e n t i t l e d , "Statement of Income and 

C a p i t a l Account." 

STATEMENTS COVERING MORE THAN ONE PERIOD 

When there i s no r a d i c a l change i n the c h a r a c t e r of 

the b u s i n e s s or the c l a s s i f i c a t i o n of accounts, i t i s appro

p r i a t e f o r most businesses t o present comparative statements. 

In an a u d i t r e p o r t t h i s may a l s o be undertaken i f the accounts 

have been a u d i t e d by the same accountant f o r the p r e c e d i n g 

p e r i o d o f the same d u r a t i o n , u n l e s s i t i s known t h a t compara

t i v e statements are not d e s i r e d by the c l i e n t . Very o f t e n 

the c l i e n t would a p p r e c i a t e comparisons even though the a c -
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countant might have to q u a l i f y the statement w i t h r e g a r d t o the 

f i g u r e s f o r the p r i o r p e r i o d by reason of not h a v i n g a u d i t e d the 

accounts f o r that p e r i o d . 

A comparative statement i s one which shows the f i g u r e s 

f o r one p e r i o d and the i n c r e a s e s and decreases as compared w i t h 

the f i g u r e s f o r another p e r i o d , which may o r may not themselves 

be e x h i b i t e d . The changes may be shown i n two columns, i n c r e a s e 

and decrease, o r i n one column, i n c r e a s e s i n b l a c k and decreases 

i n r e d . The l a t t e r method has been found t o be s a t i s f a c t o r y i n 

most cases. I f the f i g u r e s f o r the p r i o r p e r i o d are shown, the 

statement may be e n t i t l e d , e.g., "Statement of Income and P r o f i t 

and Loss f o r the Years Ended December 31, 1919 and 1918, and 

Comparison." I f the 1918 f i g u r e s are omitted, the t i t l e i s 

"Statement o f Income and P r o f i t and Loss f o r the Year Ended 

December 31, 1919, and Comparison w i t h the P r e c e d i n g Year," or, 

t o use an odd p e r i o d , "Statement o f Income and P r o f i t and Loss 

f o r the Four Months Ended December 31, 1919, and Comparison w i t h 

the Corresponding P e r i o d i n the P r e c e d i n g Year." Most people 

l i k e to see the f i g u r e s f o r the p r i o r p e r i o d . 

Two o r more p e r i o d s may be shown i n a statement w i t h 

out its b e i n g comparative i n the sense employed here, even 

though the s o l e purpose o f e x h i b i t i n g the f i g u r e s f o r the p r i o r 

p e r i o d s i s t o show t h e i r r e l a t i o n to those of the c u r r e n t 

p e r i o d . Such a statement, f o r three p e r i o d s , might be e n t i t l e d 

"Statement o f Income and P r o f i t and Loss f o r the Years Ended 

December 31, 1919, 1918, and 1917." 
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In the p r e p a r a t i o n of a statement c o v e r i n g two or more 

p e r i o d s , w i t h or without comparison, when the primary i n t e r e s t 

i s i n the l a t e s t p e r i o d , that p e r i o d should be at the l e f t and 

the most remote a t the r i g h t , as i n d i c a t e d i n the above t i t l e . 

When the p e r i o d s appear t o be e q u a l l y important, i t seems l o g i c a l 

to arrange the columns i n the reverse order, the e a r l i e s t p e r i o d 

at the l e f t . 

When the f i g u r e s f o r the l a t e s t p e r i o d are o f primary 

i n t e r e s t , as they usu a l l y - are, e f f e c t should be given t o any 

changes i n the c l a s s i f i c a t i o n of accounts or i n other c o n d i t i o n s 

which are r e f l e c t e d i n the l a t e s t f i g u r e s by a d j u s t i n g the 

f i g u r e s f o r the p r i o r p e r i o d or p e r i o d s i n accordance w i t h the 

changed c o n d i t i o n s , so as t o present a t r u e comparison. In 

r e g u l a r p e r i o d i c a l a u d i t r e p o r t s t h i s adjustment of p r i o r 

f i g u r e s should not extend to changing the s u r p l u s at the end of 

the p r i o r p e r i o d , but i t i s o f t e n d e s i r a b l e t o do so i n s p e c i a l 

statements f o r the purpose of a p p l y i n g s u r p l u s adjustments of 

one p e r i o d t o the proper accounts o f the p e r i o d s a c t u a l l y a f 

f e c t e d . 

It i s sometimes d e s i r a b l e to show the percentages of 

incr e a s e or decrease as compared w i t h the p r e c e d i n g p e r i o d . 

When t h i s i n f o r m a t i o n i s given i t i s g e n e r a l l y i n a d d i t i o n t o 

the amounts of i n c r e a s e s or decreases, and i s shown i n a column 

or columns p a r a l l e l to those amounts. The arrangement of the 

column headings i s u s u a l l y somewhat as f o l l o w s : 
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Year Ended December 31, Increase or *Decrease 
1919 1918 Amount Par Cent 

*Typed in red. 

When an examination has been made for, say, three 
years, and the statement shows each of the years and the t o t a l , 
i t may be called, e.g., "Statement of Income and P r o f i t and 
Loss for the Three Years Ended December 31, 1919." If the state
ment covers the period from July 1, 1917, to December 31, 1919, 
and also exhibits the average per annum, i t may be e n t i t l e d 
"Statement of Income and P r o f i t and Loss, by Periods, from July 
1, 1917, to December 31, 1919, and Average per Annum." 

OPERATIONS OF DEPARTMENTS, ETC. 
There are a number of ways of showing operations by 

departments, branches, stores, etc. The determining factors 
i n the choice of a method are the number of operating units, 
their r e l a t i v e importance, the s i m i l a r i t y of thei r operations, 
and the length to which the d i s t r i b u t i o n of expenses and other 
charges i s carried. 

Breweries, for example, generally make a f a i r l y com
plete separation between the operations of the keg department 
and the b o t t l i n g department, down to net income or even to sur
plus, and the operations of the departments are quite dissim
i l a r * therefore, i t i s appropriate to make separate statements 
down to whatever point i s desired by the person for whom the 
report i s prepared. I f the separation i s made down to net i n -
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come, the balances w i l l be c a r r i e d to a Summary of P r o f i t and 

Loss or to the balance sheet; i f to s u r p l u s , the balances w i l l 

be c a r r i e d t o the balance sheet, which w i l l probably be s t a t e d 

by departments as w e l l . 

I f the s e g r e g a t i o n of o p e r a t i o n s a p p l i e s only to gross 

p r o f i t , and there are not more than two or three departments, 

the simplest, and t h e r e f o r e the best, method of e x h i b i t i n g the 

op e r a t i o n s by departments i s somewhat as f o l l o w s : 

WHOLESALE DEPARTMENT: 
Net S a l e s 
Cost o f Goods Sold 
Gross P r o f i t 

RETAIL DEPARTMENT: 
Net S a l e s : 

Cash 
C r e d i t 

T o t a l 
Cost of Goods Sol d 
Gross P r o f i t 

TOTAL GROSS PROFIT 

EXPENSES - e t c . 

In the case o f a b u s i n e s s having not more than two or 

three departments, where the d i s t r i b u t i o n t o departments i s c a r 

r i e d f a r t h e r than gross p r o f i t , i t i s o f t e n a p p r o p r i a t e t o make 

the one statement columnar. F o r example, the o p e r a t i o n s of a 

p u b l i c u t i l i t y c o r p o r a t i o n having gas and e l e c t r i c departments 

might be shown thus: 
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Total Gas E l e c t r i c 
Gross Earnings $100,000 $60,000 $40,000 
Operating Expenses ( i n as much de

t a i l as necessary) 70,000 40,000 30,000 
Net Earnings $ 30,000 $20,000 $10,000 
Other Income Credits 5,000 
Gross Income $ 35,000 
Income Charges 10,000 
Net Income $ 25,000 

The foregoing method may be employed regardless of 
the length to which the d i s t r i b u t i o n of charges and credits i s 
carried, i f the items applicable to the several departments 
are reasonably uniform; but i f there are a number of operating 
units i t i s usually better to make a schedule of department 
operations, usually without a t o t a l column, carrying the f i n a l 
figures to the exhibit as Gross P r o f i t , Department P r o f i t , 
P r o f i t from Operations, or Net Income, of the several depart
ments. Such a schedule might be e n t i t l e d Department Opera
tions, and the exhibit, Summary of Income and P r o f i t and Loss. 
As stated before, i f the operations are d i s s i m i l a r i t i s 
better to make separate schedules. This w i l l often apply i f 
there are interdepartmental transfers, which should be e l i m i 
nated i f a l l operations are shown i n one statement 

STATISTICS, ETC. 
In businesses which produce or deal i n only one 

commodity, or i n which certain departments are confined to one 
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commodity, i t i s p r a c t i c a l l y as important to state averages per 
unit as i t i s to state amounts. In that class are v i r t u a l l y 
a l l companies deriving th e i r product from natural resources, gas 
and e l e c t r i c companies, etc. Most large companies prepare such 
s t a t i s t i c s themselves, and therefore, the public accountant i s 
not c a l l e d upon to do so; but many business men do not r e a l i z e 
t h e i r value to the extent of having them prepared by t h e i r own 
forces, and so i t i s often appropriate for the professional 
auditors to include them i n t h e i r report. It i s we l l , however, 
not to devote a great amount of time to such work without con
s u l t i n g the c l i e n t , as computations carried to considerable de
t a i l may not be considered worth th e i r cost. S t a t i s t i c s of 
th i s character are usually shown i n columns p a r a l l e l with the 
amounts to which they r e l a t e . They may represent averages per 
unit produced, or sold, or both; or, for example, i n the case 
of transportation companies, averages per t r a i n mile, per car 
mile, per ton mile, etc. 

The same pr i n c i p l e governs regarding r a t i o s r e l a t 
ing to the operations of commercial businesses, except that 
the r a t i o s are almost invariably appropriate to some degree. 
In most manufacturing and trading businesses the executives 
are interested i n the r a t i o to sales of the cost, expenses, 
and p r o f i t ; and perhaps also i n the r a t i o to cost of the ex
penses and p r o f i t . These r a t i o s are usually shown for the 
t o t a l s of each class of expenses, unless there appears to be 
some special reason for showing d e t a i l s . 
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F o l l o w i n g i s an i l l u s t r a t i o n of the method of showing 

such r a t i o s i n a statement f o r one p e r i o d only: 

Net S a l e s . . . . .. $100,000.00 

Cost of Goods S o l d 80,000.00 
R a t i o to Net Sale s 80 . 0 0 % 

Gross P r o f i t . . . $ 20,000.00 
R a t i o to Net S a l e s 20 . 0 0 % 
R a t i o to Cost of Goods S o l d . . . . 25.00% 

S e l l i n g Expenses 5,000.00 
R a t i o t o Net S a l e s 5.00% 

R a t i o to Cost of Goods S o l d . . . . 6.25% 

S e l l i n g P r o f i t . . . . . . . . . . .. $ 15,000.00 

General Expenses 4,000.00 
R a t i o to Net Sale s 4.00% 
R a t i o to Cost o f Goods S o l d . . . . 5.00% 

P r o f i t from Operations $ 11,000.00 
Ra t i o to Net Sale s 11.00% 
R a t i o t o Cost of Goods S o l d . . . . 13.75% 

Other Income C r e d i t s 3,000.00 

Gross Income $ 14,000.00 

Income Charges 2,000.00 

Net Income... $ 12,000.00 

The f o l l o w i n g i l l u s t r a t e s the method of showing the 

same r a t i o s i n a statement c o v e r i n g two or more p e r i o d s : 
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1919 1918 

Net Sales $100,000.00 $80,000.00 

Cost of Goods S o l d . . . . . 80,000,00 60,000.00 
R a t i o to Net S a l e s . . . 80.00% 75.00% 

Gross P r o f i t $ 20,000.00 $20,000.00 
R a t i o to Net S a l e s . . . . . . . . . 20.00% 25.00% 
R a t i o to Cost of Goods S o l d 25.00% 33.33% 

S e l l i n g Expenses 5,000.00 3,000.00 
Rat i o to Net S a l e s . . . . . . . . . 5.00% 3.75% 
Rat i o to Cost of Goods S o l d 6.25$ 5.00$ 

S e l l i n g P r o f i t $ 15,000.00 $17,000.00 

General Expenses 4,000.00 2,000.00 
Ra t i o to Net Sales 4.00% 2.50% 
R a t i o to Cost of Goods S o l d 5.00% 3.33% 

P r o f i t from Operations....... $ 11,000.00 $15,000.00 
R a t i o to Net Sales 11.00% 18.75% 
Ra t i o to Cost o f Goods S o l d 13.75% 25.00% 

Other Income C r e d i t s . . . . . . . . . 3,000.00 2,000.00 

Gross Income... $ 14,000.00 $17,000.00 

Income Charges 2,000.00 1,000.00 

Net Income $ 12,000.00 $16,000.00 

In an a u d i t r e p o r t q u a l i f i c a t i o n s r e g a r d i n g s t a t e 

ments are u s u a l l y expressed i n the comments or c e r t i f i c a t e , but 

i n those cases where r e c t i f i c a t i o n o f the accounts would e f f e c t 

a m a t e r i a l d i f f e r e n c e i n the f i g u r e s presented, the q u a l i f i c a 

t i o n should be made on the face of the statement. The most 

frequent cause f o r q u a l i f i c a t i o n i s the f a i l u r e to p r o v i d e f o r 

income and excess p r o f i t s taxes, adequate d e p r e c i a t i o n , or ex

p e c t e d l o s s e s . I t may be e q u a l l y d e s i r a b l e to comment upon 
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e x c e s s i v e p r o v i s i o n f o r such charges or the understatement of 

earnings. These matters are u s u a l l y covered i n footn o t e s , but 

may i n some cases be brought out i n the items a f f e c t e d - f o r ex

ample, the sur p l u s may be s t a t e d as "before p r o v i d i n g f o r F e d e r a l 

taxes." As to such taxes or s i m i l a r items, i f p r a c t i c a b l e , the 

estimated amount should be i n c l u d e d i n the remarks, so that the 

reader w i l l not be l e f t e n t i r e l y i n the dark as to the e f f e c t of 

t h e i r omission upon the accounts. 

Too much emphasis cannot be l a i d upon the n e c e s s i t y 

f o r adapting the statements t o p e c u l i a r c o n d i t i o n s . It i s s e l 

dom that one form i n i t s e n t i r e t y can be used f o r two d i f f e r e n t 

b u s i n e s s e s . Even i n the same c l a s s of business, conducted 

under the same g e n e r a l p l a n , the c l a s s i f i c a t i o n o f accounts may 

be very d i f f e r e n t , or one executive may not be i n t e r e s t e d i n de

t a i l s t o the extent that another i s , or the purpose of the ex

amination may be d i f f e r e n t , or there may be a l o s s i n s t e a d o f a 

p r o f i t - any of which might n e c e s s i t a t e d i f f e r e n t treatment. 

J u d i c i o u s use should be made of schedules f o r the pr e 

s e n t a t i o n of d e t a i l s which i f shown i n the e x h i b i t would make 

that statement cumbersome and might obscure some major p o i n t ; 

the same a p p l i e s t o the employment o f statements to support 

items of schedules. In an a u d i t r e p o r t i t i s a p p r o p r i a t e i n 

many cases t o f u r n i s h d e t a i l s i n the comments. 

I t w i l l o c c a s i o n a l l y be found that i n f o r m a t i o n regard

i n g o p e r a t i o n s may be more v i v i d l y presented i n the chart than 

i n the statement form. T h i s a p p l i e s p a r t i c u l a r l y to comparisons 
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of s a l e s , c o s t s , expenses, e t c . , between the s e v e r a l items and 

over a number o f p e r i o d s . The s i g n i f i c a n c e of the comparisons i s 

impressed upon the mind more v i v i d l y by means o f the converging 

or d i v e r g i n g curves than by an a r r a y o f f i g u r e s or even p e r c e n t 

ages. The c h a r t s are a l s o w e l l adapted t o the e x p o s i t i o n of a 

p l a n of o r g a n i z a t i o n or procedure. However, they are seldom used 

i n a u d i t r e p o r t s . T h e i r p e c u l i a r v a l u e i n the p r e s e n t a t i o n of 

o p e r a t i n g s t a t i s t i c s l i e s i n t h e i r being kept up to date f o r the 

use of e x e c u t i v e s . In other words, t h e i r most u s e f u l purpose i s 

to show the c u r r e n t r e c o r d of the b u s i n e s s . The a u d i t r e p o r t , 

on the other hand, i s a review o f past p e r i o d s and does not usual

l y go i n t o d e t a i l s to the same extent that the i n t e r n a l records 

do, or should. For t h i s reason, the subject of g r a p h i c c h a r t s i s 

not e l a b o r a t e d upon i n t h i s volume. Those w i s h i n g to pursue the 

study o f such methods are r e f e r r e d to "Graphic Methods f o r Pre

s e n t i n g F a c t s , " by B r i n t o n . 

* * * * * 

In the f o l l o w i n g pages are specimen income and p r o f i t 

and l o s s statements which have been designed to exemplify many 

of the forms i n common usage, and a l s o to show the c l a s s i f i c a t i o n 

of items g e n e r a l l y employed i n such cases. 

Form 16 i s a statement of income and p r o f i t and l o s s 

of a manufacturing company, f o r a s i n g l e p e r i o d , showing con

s i d e r a b l e d e t a i l of the cost of goods s o l d . 

Form 17 i s a s i m i l a r statement f o r a gas and e l e c t r i c 

Company. 
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Form 18 i s a statement f o r a t r a d i n g business, i n t r o 

d ucing some new f e a t u r e s , i n c l u d i n g the manner o f showing a l o s s 

from o p e r a t i o n s and a d e f i c i t at the end of the p e r i o d . 

Form 19 i s a statement f o r a c o n t r a c t i n g company, by 

semiannual p e r i o d s , f o r a year, i n t r o d u c i n g a l s o the use of 

su p p o r t i n g schedules. 

Form 20 e x e m p l i f i e s a method of e x h i b i t i n g the opera

t i o n s of a commission and t r a d i n g business, i n which c e r t a i n 

s t a t i s t i c a l i n f o r m a t i o n i s shown. 

Form 21 i s a summary of income of a stock brokerage 

f i r m , showing the d i s t r i b u t i o n of net income. 

Form 22 i s a statement of income of a sol e p r o p r i e t o r 

i n the r e t a i l business, i n c l u d i n g a summary of the p r o p r i e t o r ' s 

c a p i t a l account f o r the p e r i o d . 

Form 23 i s a statement of income and Form 24 a s t a t e 

ment of " s u r p l u s and d e f i c i t " of a h o s p i t a l . 

Form 25 i s a comparative summary of income and p r o f i t 

and l o s s of a manufacturing company, i n three columns, w i t h 

s e v e r a l i n t e r e s t i n g f e a t u r e s . 

Form 26 i s a comparative statement i n which the amounts 

f o r the p r e c e d i n g p e r i o d are not shown. 

Form 27 i s a statement f o r two p e r i o d s and comparison 

by percentages. 

Form 28 i s a statement f o r three separate p e r i o d s . 

Some f e a t u r e s of the c l a s s i f i c a t i o n of items are i n t e r e s t i n g . 
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Form 29 i s a six-column arrangement of a comparative 

statement. The advantages and disadvantages of t h i s form, as 

compared with the three-column arrangement, are d i s c u s s e d under 

the head of Form 12, Chapter I I . 

Form 30 i s a statement f o r three years and average 

per annum. It a l s o c o n t a i n s some d e t a i l of cost of goods s o l d . 

Form 31 i s a statement o f o p e r a t i o n s of a company by 

departments, w i t h e l i m i n a t i o n s . It i s assumed that the opera

t i o n s of each r e s t a u r a n t , and the t o t a l t h e r e o f , are shown i n 

the s u p p o rting schedule. 
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FORM 16 

THE. BLANK MANUFACTURING COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919 

GROSS SALES, $5,693,756.29 
DEDUCTIONS FROM SALES: 

Returns and Allowances, $ 96,843.31 
Outward F r e i g h t , 120,225.27 

T o t a l , 217,068.58 
NET SALES, $5,476,687.71 
COST OF GOODS SOLD: 

Manufactured Goods: 
M a t e r i a l s and Supplies Purchased $2,255,875.61 
Less Increase i n Inventory, 193,417.62 
M a t e r i a l s and Sup p l i e s Consumed, $2,062,457.99 
Inward F r e i g h t and Cartage,..... 17,696.35 
S a l a r i e s and Wages, 1,718,004.09 
General Manufacturing Expense,.. 125,980.15 
D e p r e c i a t i o n , 389,543.30 
Decrease i n Inventory of Work i n 

Process, 104,212.96 
T o t a l Cost of Manufacture, $4,417,894.84 
Less Increase i n Inventory of 

F i n i s h e d Goods, . 12,101.49 
T o t a l Manufactured 

Goods........ $4,405,793.35 
Purchased Goods, 53,488.54 

T o t a l Cost of Goods Sold, 4,459,281.89 
GROSS PROFIT FROM SALES, $1,017,405.82 
SELLING EXPENSES: 

S a l a r i e s , .. $ 123, 745.85 
Commissions, 50,550.91 
T r a v e l i n g and Entertainment, 24,251.13 
A d v e r t i s i n g , 29,313.72 
General, 31,922.43 

T o t a l , . . . 259,784.04 
SELLING PROFIT, $ 757,621.78 
GENERAL EXPENSES: 

S a l a r i e s , . . . $ 52,164.37 
P r o f e s s i o n a l Fees and Expenses,... 8,396.74 
Other, 34,347.97 

T o t a l , 94,909.08 

NET PROFIT FROM SALES - (Forward),.......... $ 662,712.70 

EXHIBIT "B" (Continued) - 1. 
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FORM 16 
THE BLANK MANUFACTURING COMPANY 
STATEMENT OF INCOME AND PROFIT AND LOSS, ETC. 

NET PROFIT FROM SALES - (Forward), $ 662,712.70 
OTHER INCOME CREDITS: 

Income from Investments, $ 16,284.41 
Other I n t e r e s t , 12,119.25 
Cash Discounts on Purchases....... 11,900.23 
Miscellaneous, 5,020.94 

T o t a l , 45,324.83 
GROSS INCOME, . $ 708,037.53 
INCOME CHARGES: 

P r o v i s i o n f o r F e d e r a l Taxes, $ 200,000.00 
Cash Discounts on S a l e s , . . . 120,317.92 
I n t e r e s t on Notes Payable, 26,707.25 
Doubtful Accounts W r i t t e n O f f , . . . . 7,412.72 
Miscellaneous, 19,286.29 

T o t a l , 373,724.18 
NET INCOME, .. . . . $ 334,313.35 
SURPLUS, JANUARY 1, 1919, 678,250.60 
OTHER PROFIT AND LOSS CREDITS: 

Adjustments A p p l i c a b l e to P r i o r 
P e r i o d , $ 14,454.27 

P r o f i t from Sale of R e a l E s t a t e , . . 18,025.35 
T o t a l , . . . 32,479.62 

GROSS SURPLUS, $1,045,043.57 
PROFIT AND LOSS CHARGES: 

Dividends, $ 300,000.00 
Loss on Machinery Scrapped........ 45,242.43 
A d d i t i o n a l F e d e r a l Taxes f o r the 

Years 1913 to 1917, i n c l u s i v e , . . 75,614.91 
T o t a l , 420,857.34 

SURPLUS, DECEMBER 31, 1919, ...... $ 624,186.23 

EXHIBIT "B" (Concluded) - 2. 
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THE BLANK GAS & ELECTRIC COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919 

OPERATING REVENUE: 
E l e c t r i c Department, $790,128.93 
Gas Department, 340,323.02 

T o t a l , $1,130,449.95 
OPERATING EXPENSES AND TAXES: 

E l e c t r i c Department: 
Operating Expenses: 

Production, $406,144.31 
Transmission,.. 23,140.39 
E l e c t r i c Storage, 465.73 
D i s t r i b u t i o n , 24,029.18 
U t i l i z a t i o n , 6,521.70 
Commercial, ... . . . . 14,613.14 
New Business, 2,053.30 
General, ... 56,392.12 

T o t a l , $533,359.87 
R a t i o to Operating Revenue,.... 67.51% 

Taxes, .. . 20,476.54 
T o t a l E l e c t r i c Depart

ment, $553,836.41 
R a t i o t o Operating Revenue, ...... 70.09% _ _ _ _ _ 

Gas Department: 
Operating Expenses: 

P r o d u c t i o n , . . . . $170,349.76 
Transmission and D i s t r i b u t i o n , . . . . . . . . 11,677.96 
Commercial, 8,888.75 
New Business, 1,138.67 
General, 20,197.72 

T o t a l , $212,252.86 
R a t i o to Operating Revenue, .... 62.37% 

Taxes...................... 13,106.54 
T o t a l Gas Department,... $225,359.40 

R a t i o to Operating Revenue, 66.22% _ _ _ _ _ 
T o t a l O p erating Expenses and 

Taxes,. 779,195.81 
R a t i o to Operating Revenue, 68.94% 

OPERATING INCOME - (Forward), $ 351,254.14 

EXHIBIT "B" (Continued) - 1. 
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THE BLANK GAS & ELECTRIC COMPANY 
STATEMENT OF INCOME AND PROFIT AND LOSS, ETC. 

OPERATING INCOME - (Forward), $ 351,254.14 
OTHER INCOME CREDITS: 

Re n t a l s of Land and Equipment,..... .. $ 15,180.72 
E l e c t r i c Merchandise and Jobbing Revenue,. 2,355.03 
P r o f i t on Labor and M a t e r i a l s Sold, 342.07 
I n t e r e s t on Bonds i n S i n k i n g Fund,....... 4,354.05 
I n t e r e s t on L i b e r t y Loan Bonds, 832.07 
Inte r e s t on Notes Rece i v a b l e , Bank B a l 

ances, e t c . , .. 2,319.26 
T o t a l , 25,383.20 

GROSS INCOME, . $ 376,637.34 
INCOME CHARGES: 

In t e r e s t on Funded Debt,......... $127,650.98 
I n t e r e s t on F l o a t i n g Debt, 41,981.00 
Am o r t i z a t i o n of Debt Discount and Expense, 17,773.86 
Rent of Right of Way, 3,289.50 
Rent of Equipment, .. 2,577.70 

T o t a l , . . . . 193,273.04 
NET INCOME, $183,364.30 
PROFIT AND LOSS CREDITS: 

Discount on Bonds Purchased f o r S i n k i n g 
Fund, . ... $ 6,475.00 

M i s c e l l a n e o u s Items A p p l i c a b l e t o P r i o r 
P e r i o d (Net), 2,319.05 . 

T o t a l , . . . 8,794.05 
GROSS SURPLUS FOR THE YEAR, $ 192,158.35 
PROFIT AND LOSS CHARGES: 

Loss on Property R e t i r e d . . . . . . . . . . . $ 35,290.86 
Adjustment of A m o r t i z a t i o n o f Debt D i s 

count and Expense - P r i o r P e r i o d , . . . . . . . 4,824.35 
Dividends: 

P r e f e r r e d Stock, 70,000.00 
Common Stock, 50,000.00 

T o t a l , 160,115.21 
SURPLUS FOR THE YEAR, $ 32,043.14 
SURPLUS, JANUARY 1, 1919, 59,361.19 

SURPLUS, DECEMBER 31, 1919, $ 91,404.33 

EXHIBIT "B" (Concluded) - 2. 
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BLANK & COMPANY, INC. 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FROM THE DATE OF INCORPORATION, JULY 6, 1919, TO DECEMBER 31, 1919 

GROSS SALES, $380,240.60 
LESS RETURNS AND ALLOWANCES, 574.55 
NET SALES, $379,666.05 
COST OF GOODS SOLD: 

Purchases, $354,724.39 
F r e i g h t , Drayage, and Express on Purchases, . 2,661.69 

T o t a l , $357,386.08 
Less Inventory, December 31, 1919, 890.60 

T o t a l Cost of Goods S o l d , . . 356,495.48 
GROSS PROFIT, $ 23,170.57 
SELLING AND GENERAL EXPENSES: 

O f f i c e r s ' S a l a r i e s , . $ 14,250.00 
Salesmen's S a l a r i e s and Commissions,.. 2,393.03 
T r a v e l i n g Expenses, 1,376.40 
O f f i c e S a l a r i e s , 2,166.35 
O f f i c e Rent....... .. 1,085.00 
St a t i o n e r y , P r i n t i n g , and Postage, 1,022.42 
Telephone and Telegraph, 1,266.78 
S u b s c r i p t i o n s and A d v e r t i s i n g , 281.25 
D e p r e c i a t i o n of F u r n i t u r e and F i x t u r e s . . . . . . 278.81 
Misc e l l a n e o u s , ...... 249,72 

T o t a l , c . . . . . . . . . ...... 24,369.76 
LOSS FROM OPERATIONS, $ 1,199.19 
INCOME CHARGES: 

Cash Discounts on S a l e s , . . . . $ 2,986.89 
U n c o l l e c t i b l e Accounts, 2,728.51 
Discounts on Trade Acceptances,... 266.81 
I n t e r e s t on Accounts Payable, 97.35 
Settlement on Account o f I n a b i l i t y to F i l l 

S ales Order, 300.00 
T o t a l , . . 6,379.56 

GROSS DEFICIT,. $ 7,578.75 
INCOME CREDITS: 

Cash Discounts on Purchases, $ 3,332.03 
S e l l i n g Commissions, 675.79 
I n t e r e s t on Bank Balances, 145.22 

T o t a l , . 4,153.04 

DEFICIT, DECEMBER 31, 1919, ........ $ 3,425.71 

EXHIBIT "B" 
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THE BLANK CONTRACTING COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS, BY PERIODS, 
FOR THE YEAR ENDED APRIL 30, 1919  

SIX MONTHS ENDED 
APRIL 30, OCTOBER 31, 

TOTAL 1919 1918 

GROSS EARNINGS ON CONTRACTS COMPLETED DUR-
ING THE PERIOD - Schedule #1, ... $914,932.27 $525,690.22 $389,242.05 

COST OF CONTRACTS - Schedule #1, $750,553.74 $441,723.14 $308,830.60 
Less Excess Charges for Plant Rental 

over Expense, 27,050.02 13,232.98 13,817.04 
Net Cost of Contracts, $723,503.72 $428,490.16 $295,013.56 

GROSS PROFIT, $191,428.55 $ 97,200.06 $ 94,228.49 
GENERAL EXPENSES: 

Officers' and Office Salaries,.... $ 26,352.14 $ 14,640.08 $ 11,712.06 
New York Office Rent and Expenses, 4,624.37 2,293.72 2,330.65 
Branch Office Rent and Expenses, 266.62 69.95 196.67 
Advertising and Entertaining,.......... 5,371.62 3,130.97 2,240.65 
Traveling,. 1,368.93 540.42 828.51 
Taxes (Other than Income and Excess 

Profits Taxes), 618.67 366.61 252.06 
Insurance, 357.75 329.54 28.21 
Legal and Auditing Expenses,. 3,412.66 1,867.30 1,545.36 
Depreciation - Normal: 

Plant Equipment, 9,573.93 5,579.03 3,994.90 
Small Tools, 5,424.65 4,647.85 776.80 
Office Furniture, 184.95 99.47 85.48 

Bonuses to Employees, 13,937.60 6,241.80 7,695.80 
Donations, 648.75 420.65 228.10 
Miscellaneous, 2,682.92 1,074.96 1,607.96 

Total, $ 74,825.56 $ 41,302.35 $ 33,523.21 

NET PROFIT, $116,602.99 $ 55,897.71 $ 60,705.28 

OTHER INCOME CREDITS: 
Interest on Investments, $ 762.16 $ 533.37 $ 228.79 
Interest on Accounts Receivable, 299.14 299.14 
Cash Discounts on Purchases, 196.25 127.21 69.04 
Pro f i t on Exchange, 111.52 66.20 45.32 
Royalties, 132.87 132.87  

Total,.. $ 1,501.94 $ 1,158.79 $ 343.15 
GROSS INCOME - (Forward), $118,104.93 $ 57,056.50 $ 61,048.43 

EXHIBIT "B" (Continued) - 1. 
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....SIX MONTHS ENDED.... 
APRIL 30, OCTOBER 31, 

TOTAL 1919 1918 

EXHIBIT "B" (Concluded) - 2. 

GROSS INCOME - (Forward), . 

INCOME CHARGES: 
Interest on Notes Payable, 
Amortization of Patent - Year Ended 

A p r i l 30, 1919, 
Provision for Extraordinary Depreciation 

on Account of Abnormal Conditions: 
Plant Equipment,.................... 
Small Tools, 

Uncollectible Accounts, 

Total, 

NET INCOME,.... 

SURPLUS AT BEGINNING OF PERIOD,. 

OTHER PROFIT AND LOSS CREDITS: 
Interest on Investments Applicable to 

Prior Periods, 
Credits on Contracts Applicable to Prior 

Periods - Schedule #2, 
GROSS SURPLUS,. 

PROFIT AND LOSS CHARGES: 
Dividends 
Cost of Contracts Applicable to Prior 

Periods - Schedule #2, 
Amortization of Patent - Year Ended 

A p r i l 30, 1918, 

Total, 
SURPLUS AT END OF PERIOD, 

$118,104.93 $ 57,056.50 $ 61,048,43 

$ 485.61 $ 253.59 $ 232.02 
26,572.82 26,572.82 

9,573.93 9,573.93 
5,424.65 5,424.65 
10,416.01 6,391.01 4,025.00 

$ 52,473.02 $ 48,216.00 $ 4,257.02 

$ 65,631.91 $ 8,840.50 $ 56,791.41 

273,116.19 275,308.63 273,116.19 

276.14 276.14 

19,677.76 11,002.07 8,675.69 

$358,702.00 $295,151.20 $338,859.43 

$ 60,000.00 $ 10,000.00 $ 50,000.00 

31,109.17 17,558.37 13,550.80 

26,572.82 26,572.82  

$117,681.99 $ 54,131.19 $ 63,550.80 

$241,020.01 $241,020.01 $275,308.63 
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THE TEXTILE TRADING COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919 

.NET SALES 
% OF 

AMOUNT TOTAL 

....GROSS PROFIT* 
% OF 

AMOUNT TOTAL 

TRADING OPERATIONS,... $ 8,514,046.93 27.40 $ 901,325.26 61.30 
COMMISSION OPERATIONS: 

M i l l "A" 14,592,267.22 46.97 314,674.54 21.40 
M i l l "B", 3,213,754.91 10.34 94,112.43 6.40 
Other M i l l s , 4,750,819.54 15.29 160,367.06 10.90 

TOTAL, $31,070,888.60 100.00 $1,470,479.29 100.00 

GROSS PROFIT, AS ABOVE, $1,470,479.29 
SELLING AND GENERAL EXPENSES: 

Salaries,. $428,980.41 
Brokerage and Commissions, 166,560.81 
Advertising, .. 11,842.98 
Branch Office Expenses, 25,390.67 
Insurance, 8,536.00 
Samples, ... .. 5,645.97 
Tr a v e l i n g , . . . . 11,818.03 
Repairs to Building, 5,305.12 
Depreciation of Building, 11,118.70 
Depreciation of Furniture and Fixtures, 5,170.17 
Office Supplies, . 9,448.94 
Telephone and Telegraph, 17,642.73 
Postage, 5,808.05 
Credit and Collection Expenses, 5,859.38 
Taxes (Other than Federal Income and Pr o f i t s 

Taxes),.. 5,193.77 
Professional Services, 17,348.43 
Sample Books and Cases,.... 2,576.33 
Engraving and Lithographing, 3,263.80 
Miscellaneous, 14,001.05 

Total,. 761,511.34 
PROFIT FROM OPERATIONS, $ 708,967.95 
OTHER INCOME CREDITS: 

Interest on Investment Securities,. $ 7,547.15 
Interest on M i l l Accounts, 21,314.92 
Interest on Bank Balances, 2,868.67 
Profit from Cancellation of Contracts,............ 8,129.68 
Miscellaneous, 2.619.04 

Total, 42,479.46 

GROSS INCOME - (Forward),.. $ 751,447.41 

* Based upon inventory at cost, before adjustment 
to market values. 

EXHIBIT "B" (Continued) - 1. 
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STATEMENT OF INCOME AND PROFIT AND LOSS, ETC. 

GROSS INCOME - (Forward), $ 751,447.41 
INCOME CHARGES: 

Cash Discounts on Sales,.. ... $ 40,531.02 
Interest on Notes Payable,.... 49,965.77 
Interest on Accounts of Officers and Employees,... 1,731.26 
Loss from Sale of Liberty Loan Bonds, 1,205.17 
Loss through Theft of Liberty Loan Bonds, 3,759.20 
Loss i n Adjustment of Inventory to Market Values,. 92,367.04 
Income and Profits Taxes for the Year 1918, 426,775.13 

Total, 616,334.59 
NET INCOME, $ 135,112.82 
SURPLUS, JANUARY 1, 1919,.. . 1,299,107.16 
OTHER PROFIT AND LOSS CREDITS: 

Proportion of Depreciation of Building Chargeable 
to Surplus from Appreciation of Building, $ 4,678.21 

Recovery on Claims, Applicable to Prior Years,.... 9,401.46 
Insurance Policies on Lives of Officers taken over 

by them at cash surrender values................ 3,527.02 
Total, 17,606.69 

GROSS SURPLUS, $1,451,826.67 
DIVIDENDS, 100,000.00 

SURPLUS, DECEMBER 31, 1919,....... $1,351,826.67 

NOTE: No provision has been made for Federal 
Income and Excess Prof i t s Taxes for 
the year, which are estimated at ap
proximately $200,000.00 

EXHIBIT "B" (Concluded) - 2. 
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JOHN DOE & COMPANY 

SUMMARY OF INCOME 
FOR THE YEAR ENDED DECEMBER 31, 1919 

INCOME: 
Commissions,. . $127, 576.58 
I n t e r e s t and C a r r y i n g Charges - Net, 27,444.30 
Net P r o f i t on Investment S e c u r i t i e s , . . . 4,635.18 

T o t a l , $159,656.08 

EXPENSES AND OTHER CHARGES: 
General Expenses, $ 59,536.55 
P a r t n e r s ' S a l a r i e s , 20,000.00 
I n t e r e s t on P a r t n e r s ' C a p i t a l and Pe r s o n a l 

Accounts: 
John Doe, $23,414.27 
R i c h a r d Roe, 8,922.16 32,336.43 

T o t a l , 111,872.98 

NET INCOME, $ 47,783.08 

DISTRIBUTION OF NET INCOME: 
John Doe - 2/3, $ 31,855.39 
R i c h a r d Roe - 1/3, 15,927.69 $ 47,783.06 
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JOHN DOE 

STATEMENT OF INCOME AND CAPITAL ACCOUNT 
FOR THE YEAR ENDED DECEMBER 31, 1919 

SALES: 
Cash,.. . . . ........ $75,119.24 
C r e d i t , 23,912.65 

T o t a l , . $99,031.39 
COST OF GOODS SOLD: 

Merchandise Inventory, January 1, 1919, . $22,212.01 
Purchases, 56,595.24 
F r e i g h t , Express, and Cartage, 1,131.53 

T o t a l . . . . . . . . . . . . . . . . . . . . $ 7 9 , 9 3 8 . 7 8 
Less Merchandise Inventory, December 31, 1919. 27,319.50 

T o t a l Cost o f Goods Sold, ... 52,619.28 
GROSS TRADING PROFIT, . . . $46,412.61 
EXPENSES: 

Wages, $11,946.27 
Rent, .. 3,000.00 
S a l a r y of P r o p r i e t o r , .. 6,000.00 
St o r e S u p p l i e s , . . . . . . . . . . . . . . . . . . . . . . . . 2,627.09 
Ope r a t i o n of D e l i v e r y Cars, 1,245.63 
D e p r e c i a t i o n of D e l i v e r y Cars, 200.00 
S t a t i o n e r y and Postage, 298.14 
General . . . . . . 1,020.33 

T o t a l , 26.337.46 
NET TRADING PROFIT, .... ....... $20,075.15 
INTEREST PAID, ..... ... 427.62 

NET INCOME, CARRIED TO CAPITAL ACCOUNT, $19,647.53 

C A P I T A L A C C O U N T 

BALANCE, JANUARY 1, 1919, . . .... $29,457 .06 
CREDITS: 

Sa l a r y , .. .............. . $ 6,000.00 
Net Income, as above,......................... 19,647.53 
Income from Outside Investments, 812.49 26,460.02 

T o t a l , $55,917.08 
CHARGES: 

Cash Withdrawals, $12,750.51 
Income Tax f o r Year 1918,. ................. 3,212.15 15,962.66 

BALANCE, DECEMBER 31, 1919............... ............... $39,954.42 
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THE BLANK HOSPITAL  

INCOME ACCOUNT FOR THE YEAR ENDED APRIL 30, 1920 _ _ 

HOSPITAL REVENUE: 
P r i v a t e Room P a t i e n t s , $ 59,451.55 
Ward Pay P a t i e n t s , 43,576.93 
C i t y P a t i e n t s , . . 17,626.00 
S p e c i a l Nursing, .... . 45,834.25 
X-Ray S e r v i c e and Treatment, 18,142.83 
Radium Treatment, 1,275.00 
Operating Room Fees, 3,970.00 
Out-patient Department,.... 14,251.89 
Ambulance Fees, 317.50 
Fees from P u p i l Nurses,.. 3,725.00 
Mi s c e l l a n e o u s , .. 2,762.90 

T o t a l , $210,933.85 
OTHER INCOME: 

Income from Investments of U n r e s t r i c t e d 
Funds,.. ..... $286,387.39 

Donations,. 48,492.98 
Income from Fund f o r E d u c a t i o n a l and 

S c i e n t i f i c Work, 40,492.67 
A p p r o p r i a t i o n s from S p e c i a l Funds f o r S t a t e d 

Purposes, 29, 776.45 
Renta l s of Re a l E s t a t e , Less Expenses, 6,575.11 
I n t e r e s t on Bank Balances, . 1,996.62 

T o t a l , 413,721.22 
GROSS INCOME, . $624,655.07 
EXPENSES: 

A d m i n i s t r a t i o n , $ 55, 731.05 
P r o f e s s i o n a l Care of P a t i e n t s : 

S a l a r i e s and Wages, 96,106.21 
M e d i c a l and S u r g i c a l S u p p l i e s , . 35,979.45 
Uniforms and Equipment f o r Nurses,........ 4,696.50 
Out-patient Department, 12,022.17 
L a b o r a t o r i e s , 29,116.63 
X-Ray S e r v i c e , .... 14,013.31 

Ambulance, 612.70 
Housekeeping, 37,427.63 
Kitchen, 14,071.26 
Laundry, ... 10,950.23 
Steward's Department, 147,491.42 
E d u c a t i o n a l and S c i e n t i f i c Work, 23,807.79 
General House and Property Expenses......... 95,902.14 
C o r p o r a t i o n Expenses, 12,398.39 
Current Expenditures from S p e c i a l Funds f o r 

S t a t e d Purposes, 9,656.85 
T o t a l , 599,985.73 

NET INCOME FOR THE YEAR,.. $ 24,671.34 

EXHIBIT "B" 
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THE BLANK HOSPITAL 

SURPLUS AND DEFICIT ACCOUNT 
FOR THE YEAR ENDED APRIL 30, 1920 

DEFICIT, MAY 1, 1919, .. $257,048.37 

CHARGES: 
Expenditures f o r A d d i t i o n s and Improve

ments T r a n s f e r r e d t o C a p i t a l Account: 
F u r n i t u r e and F i x t u r e s , $ 2,316.93 
Machinery and Tools, 6,403.09 
Apparatus and Instruments, 7,421.35 
L i b r a r y , 1,636.63 17, 778.00 

Net Loss from Sales o f Investment S e c u r i t i e s . . . . . . 62,727.78 
U n c o l l e c t i b l e Accounts with P a t i e n t s W r i t t e n O f f , . 619.35 
Amount C r e d i t e d to Fund f o r E d u c a t i o n a l and 

S c i e n t i f i c Work on Account of Expenses E r 
roneously Charged to th a t Fund i n p r e c e d i n g 
year,.... 1,234.17 

GROSS DEFICIT, $339,407.67 

CREDITS: 
Net Income f o r the Year, per E x h i b i t 

"B", ... ..... $24,671.34 
P r o f i t from Sale of Real E s t a t e , . 14,727,87 
Unclaimed Excess Payments by P a t i e n t s 

W r i t t e n Off, 212.19 
Tr a n s f e r of Balance o f Reserve which 

i s no longer r e q u i r e d , 6,750.00 

T o t a l , . . . . . ............ 46,361.40 

DEFICIT, APRIL 30, 1920,. $293,046.27 

EXHIBIT "C" 
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THE BLANK COMPANY 

SUMMARY OF INCOME AND PROFIT AND LOSS 
FOR THE YEARS ENDED DECEMBER 31, 1919 AND 1918, AND COMPARISON 

..YEAR ENDED DECEMBER 31,.. INCREASE 
1919 1918 *DECREASE 

GROSS SALES: 
New York, 
Boston, ... 
Chicago, . .... . 

Total, 
Less Trade Discounts, Returns, 

Allowances, and Freight, 
NET SALES, 
COST OF GOODS SOLD, 
GROSS PROFIT, 
SELLING AND GENERAL EXPENSES: 
New York, 
Boston,. 
Chicago, 

Total, 
NET PROFIT, 
OTHER INCOME: 

Dividends on Stocks Owned, 
Prof i t from Sale of Light and Power, 
Miscellaneous, 

Total ... ............. 
GROSS INCOME, 
INCOME CHARGES: 

Cash Discounts on Sales, 
Interest - Net,.. 
Uncollectible Accounts,.... 
Income and Excess Profits Taxes,.... 
Miscellaneous 

Total, 
NET INCOME, 
PROFIT AND LOSS CREDITS: 

Premium on Sale of Common Stock,.... 
Discount on Purchase of Preferred 

Stock, 
Total, 

GROSS SURPLUS FOR THE YEAR, 
PROFIT AND LOSS CHARGES - DIVIDENDS,.. 
PROFIT AND LOSS SURPLUS FOR THE YEAR,. 
PROFIT AND LOSS SURPLUS AT BEGINNING OF THE YEAR, 
PROFIT AND LOSS SURPLUS AT END OF THE 
YEAR, .. 

* Typed i n red. 

$2,622,238.55 $2,280,906.72 $ 341,331.83 
1,507,908.85 1,217,995.33 289,913.52 
2,843,764.22 2,398,156.11 445,608.11 
$6,973,911.62 $5,897,058.16 $1,076,853.46 

1,091,770.48 
$5,882,141.14 
4,258,727.75  
$1,623,413.39 

840,836.57 
$5,056,221.59 $ 
3,898,751.99 
$1,157,469.60 $ 465,943 

250,933.91 
825,919.55 
359,975.76 

$ 354,324.76 
150,564.22 
397.228.23 

$ 267,708.44 $ 
123,945.65 
360,875.66 

86,616.32 
26,618.57 
36.352.57 

$ 902,117.21 $ 752,529.75 $ 149,587.48 
$ 721,296.18 $ 404,939.85 $ 316,356.33 

$ 8,250.00 
8,239.65 
4,692.01 

$ 3,750.00 $ 
6,121.12 
5,281.20* 

4,500.00 
2,118.53 
589.19 

$ 21,181.66 $ 15,152.32 $ 6,626.34 
$ 742,477.64 $ 420,092.17 $ 322,385.67 

$ 104,827.11 
113,877.45 
14,665.61 
76,921.04 
3.604.93  

$ 313,896.14 $ 275,175.24  
$ 428,581.70 $ 144,316.93 

$ 89,809.44 
115,066.93* 
18,612.91* 
49,673.56 
2,012.40 

$ 15,017.67 
1,189.48 
3,947.30 
27,247.48 
1.592.53 

$ 38,720.90 
$ 283,664.77 

$ 37,500.00 

500.00 
$ 38,000.00 
$ 466,581.70 $ 

235.000.00 
144,916.93 
117,500.00 

$ 37,500.00 

500.00 
$ 38,000.00 
$ 321,664.77 

117,500.00 
$ 231,581.70 $ 27,416.93 $ 204,164.77 

1,318,075.73 1,290,658.80 27,416.93 

$1,549,657.43 $1,318,075.73 $ 231,581.70 

NOTE: Appreciation of property during the year has been treated as 
Special Surplus, as shown i n Exhibit "A". 
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FORM 26 

THE BLANK MANUFACTURING COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919, 

AND COMPARISON WITH THE PRECEDING YEAR 

YEAR ENDED 
DECEMBER 31, 

1919 
INCREASE 

*DECREASE 

GROSS SALES: 
Manufactured Goods, . 
Purchased Goods, .. 

T o t a l , 
RETURNS AND ALLOWANCES, . . . 
NET SALES, 
COST OF GOODS SOLD: 

Manufactured Goods, 
Purchased Goods, . 
Ship p i n g Expenses, 

T o t a l , 
GROSS PROFIT, 
SELLING EXPENSES: 

A d v e r t i s i n g , 
S a l a r i e s , 
Commissions, 
T r a v e l i n g , 
M i s c e l l a n e o u s , .. 

T o t a l , 
GENERAL EXPENSES: 

S a l a r i e s o f O f f i c e r s , 
S a l a r i e s of C l e r k s , 
S t a t i o n e r y , P r i n t i n g , and Postage, 
Telephone and Telegraph, 
C o r p o r a t i o n Taxes, 
Lega l and A u d i t i n g , 
C o n t r i b u t i o n s , 
M i s c e l l a n e o u s , 

T o t a l , 
TOTAL SELLING AND GENERAL EXPENSES, . 

$2,909,713.79 
224,317,04 

$3,134,030.83 
267,914.93 

$2,866,115.90 

$550,498.75 
* 36,312.49 
$514,186.26 

81,328.83  
$432,857.43 

$2,038,609.35 
156,329.04 
49,835.82 

$2,244,774.21 

$205,666.92 
* 27,012.40 

5,835.45 

$ 621,341.69 

$ 

$ 

$184,489.97  
$248,367.46 

75,625.33 
41,809.28 
26,112.04 
9,652.43 
5,329.48 

$ 158,528.56 

$ 49,249.93 
5,882.27 
6,899.99 
2,129.51 

* 282.99 
$ 63,878.71 

45,000.00 
52,852,24 
7,137.13 
3,295.92 
4,627.15 
2,401.97 
5,600.00 
8,962.57 

*$ 

$ 129,876.98 

1,246.72 
422.84 
211.97 
485.75 
613.75 

3,300.00 
3,340.56 

$ 288,405.54 
*$ 1,670.85 
$ 62,207.86 

PROFIT FROM OPERATIONS - (Forward),. $ 332,936.15 $186,159.60 

* Typed i n r e d . (Continued) - 1. 
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FORM 26 
THE BLANK MANUFACTURING COMPANY 
STATEMENT OF INCOME AND PROFIT AND LOSS, ETC. 

YEAR ENDED 
DECEMBER 31, 

1919 
INCREASE 
*DECREASE 

PROFIT FROM OPERATIONS - (Forward),. 
OTHER INCOME CREDITS: 

Cash Discounts on Purchases,...... 
I n t e r e s t Earned, .................. 

T o t a l , 
GROSS INCOME, .... 
INCOME CHARGES: 

Income and Excess P r o f i t s Taxes, 
I n t e r e s t on Notes Payable, 

T o t a l , 
NET INCOME, 
SURPLUS AT BEGINNING OF THE YEAR, ... 
GROSS SURPLUS, .... 
DIVIDENDS, 

SURPLUS AT END OF THE YEAR, 

$ 332,936.15 $186,159.60 

$ 6,712.91 
9,026.17 

$ 593.49 
* 1,204.08 

$ 15,739.08 *$ 610.59 
$ 348,675.23 $185,549.01 

$ 65,912.40 
23,171.53 

$ 50,800.39 
3,834.63 

$ 89,083.93 $ 54,635.02 
$ 259,591.30 
1,123,587.45 

$130,913.99 
* 71,322.69 

$1,383,178.75 
300,000.00 

$ 59,591.30 
100,000.00 

$1,083,178.75 *$ 40,408.70 

* Typed i n r e d . 

(Concluded) - 2. 
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FORM 27 

THE BLANK MERCANTILE COMPANY 

STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEARS ENDED DECEMBER 31, 1919 AND 1918, 

AND COMPARISON BY PERCENTAGES  

PERCENT
AGE OF 
INCREASE 

YEAR ENDED DECEMBER 31, OR 
1919 1918 *DECREASE 

NET SALES, . . . $549,637.10 
COST OF GOODS SOLD, 302,050.62 

R a t i o to Net Sales, 55% 
GROSS PROFIT, . . .. $247,586.48 
DEPARTMENT EXPENSES: 

S a l a r i e s and Wages, $ 88,259.38 
Rent, 21,721.67 
Li g h t and Heat, 2,751.61 
D e l i v e r y and Wrapping, 3,517,49 
A d v e r t i s i n g , 19,893.82 
Insurance,....................... 2,327.40 
D e p r e c i a t i o n , 2,478.61 
M i s c e l l a n e o u s , 5,036.20 

T o t a l , ...... $145,986.18 
R a t i o to Net Sales, .... 27% 
R a t i o t o Cost of Goods Sold, .... 48% 

DEPARTMENT PROFIT,. .... . $101,600.30 
GENERAL EXPENSES: 

Exec u t i v e and O f f i c e S a l a r i e s , . . $ 24,420.61 
O f f i c e Rent, 750.00 
S t a t i o n e r y and Postage, 1,218.07 
Telephone and Teleg r a p h , . . . . . . . . 392.05 
L e g a l and A u d i t i n g , ............. 1,256.59 
D e p r e c i a t i o n o f O f f i c e Equipment 295.55 
P r o p e r t y and C a p i t a l Stock Taxes 2,231.00 
Mi s c e l l a n e o u s , 3,296.55 

T o t a l , $ 33,860.42 
R a t i o to Net Sales, ............. 6% 
R a t i o to Cost o f Goods S o l d , . . . . 11% 

PROFIT FROM OPERATIONS - (Forward), $ 67,739.88 

$351,060.67 
222,154.53 

63% 
$128,906.14 

$ 48,479.75 
19,820.87 
2,247.30 
2,533.92 

13,405.49 
1,446.20 
2,078.15 
8,972.69 

$ 96,984.37 
27% 
44% 

57 
36 
*13 
92 

82 
10 
22 
39 
48 
61 
19 

*28 
50 

$ 31,921.77 218 

$ 12,094.67 102 
834.07 *10 
916.52 33 
374.21 5 
982.57 28 
220.71 34 

1,488.00 50 
2,709.22 22 

$ 19,619.97 73 
6% 
9% 22 

$ 12,301.80 451 

* Typed i n r e d . (Continued) - 1. 
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FORM 27 
THE BLANK MERCANTILE COMPANY 
STATEMENT OF INCOME AND PROFIT AND LOSS, ETC. 

PERCENT
AGE OF 
INCREASE 

YEAR ENDED DECEMBER 31, OR 
1919 1918 *DECREASE 

PROFIT FROM OPERATIONS - (Forward) 
OTHER INCOME CREDITS - DISCOUNT AND 

INTEREST, 
GROSS INCOME, . . .. . 
INCOME CHARGES: 

I n t e r e s t , 
U n c o l l e c t i b l e Accounts,......... 
Loss from Sale of L i b e r t y Loan 

Bonds, 
Income and P r o f i t s Taxes,....... 

T o t a l , 
NET INCOME, . . . ... 
SURPLUS AT BEGINNING OF THE YEAR,. 
GROSS SURPLUS, ... 
DIVIDENDS, 

SURPLUS AT END OF THE YEAR,. 

* Typed i n red 

$ 67,739.88 $ 12,301.80 451 

12,475.41 7,417.98 68 
$ 80,215.29 § 19,719.78 307 

$ 7,575.11 
448.40 

$ 4,726.15 
271.20 

60 
65 

328.20 
15,121.64 2,764.29 447 

$ 23,473.35 $ 7,761.64 202 
$ 56,741,94 

8,045.11 
$ 11,953.14 

4,086.97 
374 
97 

$ 64,787.05 
24,000.00 

$ 15,045.11 
8,000.00 

305 
200 

$ 40,787.05 $ 8,045.11 407 

(Concluded) - 2. 
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FORM 28 

THE BLANK BREWING COMPANY 
SUMMARY OF INCOME AND PROFIT AND LOSS 

FOR THE YEARS ENDED DECEMBER 31, 1919, 1918, AND 1917  
.........YEAR ENDED DECEMBER 31, .... 

1919 1918 1917 

DEPARTMENT PROFITS: 
Brewery - Schedule #1. 
Ice Plant - Schedule #2, 
Bottling Department - Schedule #3, 

Total................ 
GENERAL EXPENSES: 

Salaries of Officers,.................. 
Directors' Fees, 
Taxes and Licenses (Not including 
Income and Profits Taxes), 

Insurance, 
Depreciation of Office Furniture and 

Fixtures, 
Miscellaneous, 

Total,............... 
PROFIT FROM OPERATIONS, 
OTHER INCOME CREDITS: 

Net Income from Investment Real Estate: 
Rentals, 
Less: 

Repairs, Taxes, Insurance, etc.,... 
Depreciation, 

Total,.................... 
Net Income, 

Interest and Dividends on Investment 
Securities, 

Interest on Notes Receivable,.......... 
Interest on Bank Balances,............. 
Profit from Sales of Investment 

Securities,....... 
Total,....... 

GROSS INCOME, ............ 
INCOME CHARGES: 

Interest on Mortgages Payable,.......... 
Notes and Accounts Written Off - Net,.. 
Adjustment of Book Value of Investment 

Real Estate,..... .... 
Federal Income and Profits Taxes for 

the Preceding Year,.......... 
Total, 

NET INCOME, . ...... ......... .......... 
SURPLUS AT BEGINNING OF THE YEAR,........ 
GROSS SURPLUS, . 
DIVIDENDS DECLARED AND PAID, 
SURPLUS AT END OF THE YEAR, 

$ 99,869.81 
16,503.26 
1,268.83 

$ 88,864.07 
20,748.49 
1,746.80 

$126,026.52 
19,095.37 
2,197.49 

$ 117,641.90 $ 111,359.36 $147,319.38 

$ 29,313.66 
700.00 

$ 29,327.26 
680.00 

$ 28,976.58 
640.00 

3,640.40 
487.67 

3,980.00 
314.34 

3,810.63 
299.78 

152.04 
475.00 

152.03 
581.40 

152.04 
325.00 

$ 34,768.77 $ 35,035.03 $ 34,204.03 
$ 82,873.13 $ 76,324.33 $113,115.35 

$ 52,152.21 $ 42,161.38 $ 35,028.64 

$ 8,962.79 
23,028.31 

$ 7,427.97 
20,678.98 

$ 5,225.04 
15,767.95 

$ 31.991.10 $ 28,106.95 $ 20,992.99 
$ 20,161.11 $ 14,054.43 $ 14,035.65 

6,196.61 
12,847.14 
1,797.56 

3,994.51 
15,949.22 
2,062.74 

3,146.67 
15,309.85 
2,645.52 

103.76 275.00 100.00 
$ 41,106.18 $ 36,335.90 $ 35,237.69 
$ 123,979.31 $ 112,660.23 $148,353.04 

$ 1,245.39 
11,968.64 $ 621.53 

2,336.27 
3,879.28 

$ 4,627.93 
585.06 

22,354.67 15,092.14 12,553.19 
$ 35,568.70 $ 21,929.22 $ 17,766.18 

$ 88,410.61 $ 90,731.01 $130,586.86 
1,013,423.36 937,692.35 847,105.49 
$1,101,833.97 $1,028,423.36 $977,692.35 

45,000.00 15,000.00 40,000.00 
$1,056,833.97 $1,013,423.36 $937,692,35 

NOTE: No provision has been made for Federal Income and Excess 
Profits Taxes for the year ended December 31, 1919. 

EXHIBIT "B" 

http://28.l06.9S
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SALES, 
TRANSFERS: 

Food Supplies, 
Crockery and Other Supplies, 

TOTAL SALES AND TRANSFERS, 
COST AND EXPENSES: 
Food Supplies, 
Crookery Supplies, 
Silverware Supplies, 
Storeroom Sundries, 
Linen, 
Salaries of Managers, 
Wages 
Rent (Less Rental from Sub-tenants),... 
Advertising, 
Heat, Light, and Power,... 
Water,. . 
Refrigeration, 
Laundry, 
Telephone Service, 
Insurance,........ 
Repairs, 
Depreciation of Furniture and Fixtures, 
Automobile Expenses, including Depre

ciation, 
Amortization of Improvements to Leased 

Property, .... 
Taxes (Other than Income and Excess 

Profits Taxes), 
Insurance, 
Miscellaneous Operating Expenses....... 
Salaries of Officers, 
General Office Expenses, 
Legal and Auditing Expenses, 
Miscellaneous General Expenses......... 

Total, 
PROFIT FROM OPERATIONS, 
OTHER INCOME CREDITS - CASH DISCOUNTS, 

INTEREST, AND SUNDRY COMMISSIONS, 
GROSS INCOME,.. 
INCOME CHARGES - INTEREST AND FEDERAL 
TAXES, 

NET INCOME,. 
SURPLUS, NOVEMBER 1, 1919,... $107,868.48 

Less Adjustments Applicable 
to Prior Period - Net,... 29,618.19 

GROSS SURPLUS, 
DIVIDENDS, 
SURPLUS, APRIL 30, 1920, 

TOTAL 
ELIMINA
TIONS BAKERY 

RESTAURANTS -
Schedule #1 

FORM 31 
THE BLANK BAKERY & RESTAURANT COMPANY 
STATEMENT OF INCOME AND PROFIT AND LOSS, 

BY DEPARTMENTS, FOR THE SIX MONTHS ENDED APRIL 30, 1920 

$1,489,079.24 $164,517.95 $1,324,561.29 
$585,240.84 585,240.84 
42,619.22 42.619.22 

$1,489,079.24 $627,860.06 $792,378.01 $1,324,561.29 
$ 691,671.85 $585,240.84 $621,219.42 $ 655,693.27 

27,810.93 24,017.22 22,612.14 29,216.01 
2,478.09 1,796.14 1,201.29 3,072.94 
29,131.11 16,605.86 26,715.41 19,221.56 
23,974.52 23,974.52 
29,685.54 29,685.54 
203,143.71 63,017.52 140,126.19 
68,629.51 3,000.00 65,629.51 
6,092.50 1,525.00 4,567.50 
44,903.86 14,274.18 
5,654.74 1,428.43 

30,629.68 
4,226.31 

11,042.02 306.68 10,735.34 
14,341.89 1,219.24 13,122.65 
2,360.08 238.68 2,121.40 
5,285.94 2,573.75 2,712.19 
19,276.07 3,133.29 16,142.78 
19,184.02 1,957.04 17,226.98 
5,031.56 4,632.05 399.51 
9,825.70 1,710.94 8,114.76 
9,554.00 2,386.00 7,168.00 
5,372.71 986.58 4,386.13 
7,810.90 1,264.43 6,546.47 

23,130.48 4,015.17 19,115.31 
8,292.85 1,439.55 6,853.40 
4,116.91 1,541.06 2,575.85 
9,528.45 2,716.44 6,812.01 

$1,287,330.04 $627,860.06 $ $785,114.29 $1,130,075.81 
$ 201,749.20 $ 7,263.72 $ 194,485.48 

8.497.46 
$ 210,246.66 

57,019.62 
$ 153,227.04 

78,250.29 
$ 231,477.33 

50.000.00 
$ 181,477.33 
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CHAPTER IV  

CONSOLIDATED STATEMENTS 

There has r e c e n t l y been so much d i s c u s s i o n of the sub

j e c t o f c o n s o l i d a t i o n of the accounts o f a f f i l i a t e d companies, 

e s p e c i a l l y w i t h r e g a r d to c o n s o l i d a t e d tax r e t u r n s , that i t seems 

h a r d l y necessary t o undertake to prove the d e s i r a b i l i t y or ne

c e s s i t y f o r the p r e p a r a t i o n o f c o n s o l i d a t e d f i n a n c i a l statements 

f o r groups o f companies i n order t o e x h i b i t t r u e c o n d i t i o n s . 

Statements showing the f i n a n c i a l c o n d i t i o n and op e r a t i o n s of a 

h o l d i n g or parent company, even i f accompanied by data b e a r i n g 

upon the value of i t s investments i n s u b s i d i a r y companies, or by 

complete statements f o r those companies, do not accomplish the 

r e s u l t to be d e s i r e d , which i s to d i s c l o s e the accounts o f the 

group of companies as an e n t i t y , conforming to a c t u a l o p e r a t i n g 

c o n d i t i o n s . 

Under present c o n d i t i o n s o f i n t e r - c o r p o r a t e r e l a t i o n s 

i n t h i s country, perhaps most o f the c o r p o r a t i o n s a m a j o r i t y o f 

whose c a p i t a l s t o c k s are owned by other c o r p o r a t i o n s are i n 

e f f e c t merely branches o f the l a t t e r , having been organized or 

continued as separate c o r p o r a t i o n s merely f o r reasons of ex

pediency. I t f o l l o w s , t h e r e f o r e , t h a t to e x h i b i t the true con

d i t i o n o f the companies a l l inter-company balances i n asset and 

l i a b i l i t y accounts should be e l i m i n a t e d , and the a c t u a l a s s e t s 

and l i a b i l i t i e s o f the s u b s i d i a r y companies should be s u b s t i t u t 

ed f o r the r e p r e s e n t a t i v e investment account or accounts on the 

books o f the parent company; a l s o , t o e x h i b i t the a c t u a l opera-
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t i o n s of the group, a l l lnter-company t r a n s a c t i o n s should be 

e l i m i n a t e d . 

C o n s o l i d a t i o n of the accounts i s a p p r o p r i a t e whenever 

the ownership i n one company i s a l l , or s u b s t a n t i a l l y a l l , v e s t e d 

i n another company. In d o u b t f u l cases, where the ownership i s 

between, say, f i f t y per cent and n i n e t y - f i v e per cent, judgment 

must be e x e r c i s e d as t o whether the t r u e c o n d i t i o n s are b e t t e r 

expressed by i n d i v i d u a l or c o n s o l i d a t e d statements. 

It i s a l s o a p p r o p r i a t e i n some cases to c o n s o l i d a t e 

the accounts of companies which are not r e l a t e d d i r e c t l y by 

stock ownership but are c o n t r o l l e d by the same i n t e r e s t s . T h i s 

i n v o l v e s merely the e l i m i n a t i o n of inter-company balances and 

t r a n s a c t i o n s and the combination of the other accounts. 

In t e c h n i c a l a c c o u n t i n g parlance, the word " c o n s o l i 

dated" i s c o n f i n e d to the accounts of two or more l e g a l l y sepa

r a t e businesses. The term should not be a p p l i e d to the accounts 

of the s e v e r a l branches or departments of one b u s i n e s s . 

There are two c l a s s e s of c o n s o l i d a t e d statements. 

Those of one c l a s s e x h i b i t merely the r e s u l t o f the c o n s o l i d a 

t i o n and those of the other show on one sheet the accounts of 

each of the companies, the e l i m i n a t i o n s , and the c o n s o l i d a t e d 

t o t a l . The former are u s u a l l y e n t i t l e d " C o n s o l i d a t e d Balance 

Sheet" and "Statement (or Summary, or Condensed Statement) of 

C o n s o l i d a t e d Income and P r o f i t and Loss;" the l a t t e r , "Balance 

Sheets and C o n s o l i d a t i o n " and "Statements of Income and P r o f i t 

and Loss and C o n s o l i d a t i o n . " The choice of these forms o b v i -
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ously depends upon the purpose for which they are prepared: i n 
some cases only the aggregate figures are desired; i n other 
cases, when statements for one or more of the constituent com
panies are desired, i t i s expedient to show the operation of con
so l i d a t i o n rather than to prepare separate statements for the 
consolidation and for the companies i n d i v i d u a l l y . 

In theory, a l l inter-company balances receivable and 
payable should be eliminated i n consolidated statements, but i n 
actual practice there are often current open items of r e l a t i v e l y 
inconsiderable amount which are i n t r a n s i t between companies or 
which have not been cleared i n the regular course of business, 
the adjustment of which by the accountant i s not es s e n t i a l . If 
taken up on the books such minor adjustments would unnecessarily 
interfere with the c l e r i c a l routine; and i f not taken up on the 
books, they would have the generally undesirable effect of mak
ing the statement different from the books. Therefore, i t i s 
usually better to eliminate the smaller balance, leaving the 
remainder of the larger balance i n Accounts Receivable or Ac
counts Payable. In exceptional cases the uneliminated amounts 
may be s p e c i f i c a l l y described as such i n the consolidated b a l 
ance sheet. If i t i s necessary i n the preparation of an audit 
report to make adjustments i n the preparation of statements, 
which are not taken up on the books, the d e t a i l s should be i n 
cluded i n the report or i n a supplemental memorandum. 

Any difference between the amounts carried by one 
company as an asset and by another company as a l i a b i l i t y , in 
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r e s p e c t of the same indebtedness, should be a d j u s t e d . I f , f o r 

example, company "A" has borrowed from company "B" and the 

l a t t e r company has f o r some reason w r i t t e n o f f p a r t of the a s s e t 

account (or of the book value of notes i f notes have been given) 

i n the p r e p a r a t i o n of a c o n s o l i d a t e d balance sheet the c o n s o l i 

d a t e d s u r p l u s should be i n c r e a s e d by means of a r e d f i g u r e i n 

the e l i m i n a t i o n column, so that the e n t i r e amount of the l i a 

b i l i t y c a r r i e d on the books o f company "A" may be e l i m i n a t e d . 

I f i n s t e a d of r e d u c i n g the asset account company "B" had estab

l i s h e d a reserve, the amount of the r e s e r v e would be e l i m i n a t e d 

a g a i n s t the i n c r e a s e i n s u r p l u s . 

In a c o n s o l i d a t e d p r o f i t and l o s s statement, accom

panying a c o n s o l i d a t e d balance sheet, e f f e c t should a l s o be 

given to any adjustment of s u r p l u s such as the f o r e g o i n g . I f 

the adjustment of s u r p l u s i s a r e v e r s a l of a charge or c r e d i t 

d u r i n g the p e r i o d covered by the statement and shown t h e r e i n , 

the i n c r e a s e or decrease of the s u r p l u s at the end of the 

p e r i o d w i l l u s u a l l y be s u f f i c i e n t l y e x p l a i n e d by b e i n g o f f s e t 

a g a i n s t t h a t item; otherwise i t i s g e n e r a l l y necessary to ex

p l a i n the adjustment i n a f o o t n o t e . 

The procedure i n the case of bonds of one company 

purchased by another at a discount i s the same as f o r d i f f e r 

ences i n accounts or notes as e x p l a i n e d above, u n l e s s the i s s u 

i n g company s o l d the bonds at a discount and i s c a r r y i n g i n i t s 

accounts some p a r t of such discount as a d e f e r r e d charge to 

p r o f i t and l o s s . As an i l l u s t r a t i o n , l e t i t be assumed t h a t 
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company "A" owns $100,000.00 par value of bonds of company "B, " 

which were purchased f o r $95,000.00 and are c a r r i e d a t cost; the 

bonds were s o l d by company "B" t o u n d e r w r i t e r s at 90; the term 

of the bonds i s twenty years, of which two have elapsed, so that, 

as t o the $100,000.00 of bonds i n qu e s t i o n , company "B" i s 

c a r r y i n g unamortized bond discount of $9,000.00. The e l i m i n a 

t i o n s i n t h i s case would be as f o l l o w s : 

Assets: 
Bond Investment $ 95,000.00 
Unamortized Bond Discount.. 9,000.00 $104,000.00 

L i a b i l i t i e s : 
Bonds.. $100,000.00 
Surplus .................. 4,000.00 104,000.00 

In the f o r e g o i n g example, company "B" i s regarded, f o r 

the purpose of the c o n s o l i d a t i o n , as having a net l i a b i l i t y on 

account of these bonds of only $91,000.00; f o r t h i s c l a i m 

a g a i n s t the property of company "B," company "A" has p a i d 

$95,000.00, or $4,000.00 more than the bonds are now worth, 

which amount must be t r e a t e d as a l o s s . I f the bonds had been 

purchased by company "A" at the same p r i c e at the date of issue, 

the d i f f e r e n c e between the accounts of the two companies to be 

a d j u s t e d by charge a g a i n s t s u r p l u s , r e p r e s e n t i n g the excess of 

the payment by company "A" over the cash r e c e i v e d by company 

"B," would have been $5,000.00. However, $1,000.00 has a l r e a d y 

been charged to s u r p l u s through a m o r t i z a t i o n o f bond d i s c o u n t . 

As s t a t e d , the f o r e g o i n g example i s p r e d i c a t e d upon 

the assumption that company "A" continues t o c a r r y the bonds at 



148 

c o s t . Of course, t h a t company might have kept i t s accounts 

p r o p e r l y , so that the book value of the bonds would be i n c r e a s e d 

p e r i o d i c a l l y by c r e d i t s to p r o f i t and l o s s , w i t h a view to carry

i n g them at par at maturity, i n which case the book va l u e might 

c l o s e l y approximate the par value l e s s the unextinguished d i s 

count on the books of company "B." In any event, the procedure 

e x e m p l i f i e d i n the f o r e g o i n g w i l l be found to apply, w i t h such 

a d a p t a t i o n as may be necessary. I f , f o r example, the bonds had 

been purchased, by company "A" a t 90, the other c o n d i t i o n s b e i n g 

the same as above, there would be an i n c r e a s e i n the c o n s o l i 

dated s u r p l u s of $1,000.00, i n s t e a d of a decrease of $4,000.00. 

The most troublesome f e a t u r e i n the p r e p a r a t i o n of 

c o n s o l i d a t e d balance sheets i s the a d j u s t i n g of the d i f f e r e n c e 

between the value a t which the s t o c k s of s u b s i d i a r y companies 

are c a r r i e d on the books of the parent company and t h e i r book 

val u e at the date of a c q u i s i t i o n ; i . e . , t h e i r par value (or 

s t a t e d v a l u e , i n the case o f s t o c k s without par value) and the 

s u r p l u s a t that time. 

It seems c l e a r that the s u r p l u s at the date of ac

q u i s i t i o n should be taken i n t o c o n s i d e r a t i o n , as (assuming 

f o r the present t h a t a l l the stock i s acquired) a l l the net 

a s s e t s of the s u b s i d i a r y company, repre s e n t e d by the s t a t e d 

value of the c a p i t a l stock and the s u r p l u s , were a c q u i r e d . 

Take a h y p o t h e t i c a l case where the stock i s $100,000.00 and 

the s u r p l u s $50,000.00, the net a s s e t s , r e p r e s e n t e d by the 

stock, b e i n g purchased f o r $150,000.00. I t would m a n i f e s t l y 
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be i l l o g i c a l to s t a t e that the parent company made a p r o f i t of 

$50,000.00 i n the purchase. I f any p a r t of the s u r p l u s of 

$50,000.00 i s p a i d out i n d i v i d e n d s i t i s i n e f f e c t a refund of 

p a r t o f the purchase p r i c e o f the stock and should be c r e d i t e d 

to the investment account on the books o f the h o l d i n g company. 

It f o l l o w s , then, that the par value o f the stock p l u s the sur 

p l u s a t the date o f a c q u i s i t i o n should be e l i m i n a t e d a g a i n s t the 

investment account on the books of the h o l d i n g company. 

If the h o l d i n g company p a i d more than $150,000.00 f o r 

the stock, i t p a i d f o r g o o d - w i l l ; t h e r e f o r e , any excess of the 

investment v a l u a t i o n of the sto c k over the par value and the 

s u r p l u s a t the date of a c q u i s i t i o n should be t r e a t e d i n the con

s o l i d a t i o n as g o o d - w i l l . I f the h o l d i n g company p a i d l e s s than 

$150,000.00 f o r the stock, the excess of $150,000.00 over the 

cost i s a p r o f i t , but not one t h a t should be shown i n a s t a t e 

ment as d e r i v e d from o p e r a t i o n s ; t h e r e f o r e , any excess of the 

par value of the stock p l u s the s u r p l u s a t the date of a c q u i s i 

t i o n over the investment value on the books of the h o l d i n g com

pany should be t r e a t e d as c a p i t a l s u r p l u s , u n l e s s the h o l d i n g 

company has set up a v a l u a t i o n of g o o d - w i l l d i r e c t l y or i n d i r e c t 

l y i n connection with the purchase, i n which l a t t e r case the 

excess should be deducted from the g o o d - w i l l . 

When i t i s s t a t e d on the one hand th a t g o o d - w i l l 

s h o u l d be charged, and on the other hand that c a p i t a l s u r p l u s 

should be c r e d i t e d , i t i s not intended to p r e s c r i b e the use of 

those terms e x c l u s i v e l y . The on l y e s s e n t i a l p o i n t i s that the 
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f a c t s be d i s c l o s e d as c l e a r l y as p r a c t i c a b l e . It would be 

a p p r o p r i a t e t o d e s c r i b e the balance sheet a s s e t item s p e c i f i c a l l y 

i n some such language as "Excess of Cost (or Investment Value) of 

Stock o f S u b s i d i a r y Company over i t s Value on the Books of that 

Company at Date of A c q u i s i t i o n , " a n d the l i a b i l i t y item as "Ex

cess of Par Value of Stock of S u b s i d i a r y Company and Surplus at 

Date o f A c q u i s i t i o n over i t s Cost (or Investment V a l u a t i o n ) . " 

In many cases the amount of the s u r p l u s o f the sub

s i d i a r y a t the date o f a c q u i s i t i o n i s such a sm a l l p r o p o r t i o n of 

the t o t a l s u r p l u s at the date o f the balance sheet that no mis

understanding c o u l d r e s u l t from not d i s t u r b i n g the s u r p l u s but 

e l i m i n a t i n g o n l y the par value o f the st o c k . In t h i s , as i n the 

e l i m i n a t i o n o f inter-company balances, p r a c t i c a l c o n s i d e r a t i o n s , 

r a t h e r than pure theory, s h o u l d govern, e s p e c i a l l y i f there i s 

any o b j e c t i o n on the p a r t of the company o f f i c i a l s to re d u c i n g 

the c o n s o l i d a t e d s u r p l u s . I f the amount i s c o n s i d e r a b l e and 

there i s o b j e c t i o n to the e l i m i n a t i o n , p r a c t i c a l l y the same 

e f f e c t can be obtaine d by showing two c l a s s e s o f s u r p l u s : one 

i n c l u d i n g the earnings o f the s u b s i d i a r y as a p a r t of the con

s o l i d a t i o n and the other r e p r e s e n t i n g i t s earnings p r i o r to i t s 

e n t e r i n g i n t o the c o n s o l i d a t i o n . 

In some cases p r a c t i c a l l y c o r r e c t r e s u l t s may be ob

t a i n e d by a method which i s a p p a r e n t l y i n c o r r e c t but which may 

be employed on account of i t s r e l a t i v e s i m p l i c i t y . For i l l u s 

t r a t i o n , l e t the f o l l o w i n g f a c t s be assumed: 
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Par value of c a p i t a l s t o c k of s u b s i d i a r y com
pany - a l l a c q u i r e d $ 50,000.00 

Surplus at date of a c q u i s i t i o n 30,000.00 
Cost o f stock to h o l d i n g company............. 70,000.00 
Combined s u r p l u s at date of balance sheet.... 120,000.00 

As the h o l d i n g company a c q u i r e d net a s s e t s of 

$80,000.00 at a cost of $70,000.00, there would be a c a p i t a l 

s u r p l u s of $10,000.00. The f r e e c o n s o l i d a t e d s u r p l u s a t the 

date of the balance sheet would be $90,000.00 ($120,000.00 l e s s 

$30,000.00). The two s u r p l u s items might p r o p e r l y be shown on 

the balance sheet as f o l l o w s : 

Surplus: 
P r o f i t and Loss Surplus, per E x h i b i t "B"... $ 90,000.00 
Excess o f net a s s e t s of s u b s i d i a r y company 

at date of a c q u i s i t i o n over cost o f stock 
to h o l d i n g company ..... 10,000.00 

T o t a l S u r p l u s . . . . . . . . $100,000.00 

The a l t e r n a t i v e method of producing p r a c t i c a l l y the 

same r e s u l t i s as f o l l o w s : 

Surplus: 
Surplus per E x h i b i t "B" ( i n c l u d i n g 

$30,000.00 s u r p l u s of s u b s i d i a r y com
pany at date of a c q u i s i t i o n by h o l d i n g 
company) $120,000.00 

Less excess of c o s t over par value of 
stock of s u b s i d i a r y company..... 20,000.00 

Net Surplus $100,000.00 

The f o r e g o i n g r e f e r e n c e s to E x h i b i t "B" are based 

upon the assumption that i n the f i r s t example the s u r p l u s of 

the s u b s i d i a r y a t the date of a c q u i s i t i o n has been dropped from 



152 

that statement, and t h a t i n the second example i t has not. 

The l a t t e r method e x e m p l i f i e d above c o u l d not be em

pl o y e d i f the s u r p l u s of the s u b s i d i a r y at the date of a c q u i s i 

t i o n were $10,000.00 i n s t e a d o f $30,000.00 - i n other words, i f 

the net a s s e t s of the s u b s i d i a r y were l e s s than the cost of the 

h o l d i n g company. In such a case the d i f f e r e n c e would represent 

g o o d - w i l l , which should not g e n e r a l l y be deducted from the sur

p l u s . 

In determining the date o f a c q u i s i t i o n when the stock 

has been purchased at d i f f e r e n t dates i t seems t o be proper to 

take the date when c o n t r o l was a c q u i r e d , or when the l a s t con

s i d e r a b l e block of stock was purchased. In a l l cases i t may be 

necessary to s e l e c t the nearest date when the books were c l o s e d . 

When the i n t e r e s t of the h o l d i n g company i n the sub

s i d i a r y i s l e s s than the whole, the procedure d i f f e r s , as i t i s 

then necessary to show i n the balance sheet the i n t e r e s t o f the 

m i n o r i t y s t o c k h o l d e r s of the s u b s i d i a r y to the extent of the 

par value of t h e i r stock, and i t i s d e s i r a b l e to show a l s o t h e i r 

i n t e r e s t i n the surplus of the s u b s i d i a r y or t h e i r share of i t s 

d e f i c i t . Assuming th a t the s u b s i d i a r y has a surp l u s , the m i n o r i 

ty i n t e r e s t may be shown by e i t h e r of these methods: 

(1) C a p i t a l Stock: 
Ho l d i n g Company 
Su b s i d i a r y Company - M i n o r i t y 

Stock Held by the P u b l i c 
T o t a l 

Surplus: 
A p p l i c a b l e to Stock o f 

Ho l d i n g Company 
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A p p l i c a b l e to M i n o r i t y Stock 
of S u b s i d i a r y Company 

T o t a l 

(2) M i n o r i t y Stockholders of S u b s i d i a r y Company: 
C a p i t a l Stock 
Surplus 

T o t a l 

E q u i t y of Stockholders of H o l d i n g Company: 
C a p i t a l Stock 
Surplus 

T o t a l 

In determining the i n t e r e s t of m i n o r i t y s t o c k h o l d e r s 

when p r e f e r r e d stock i s i n v o l v e d , the value of the p r e f e r r e d 

stock i s u s u a l l y taken at the par value p l u s accrued dividends 

to date. The value w i l l be d i f f e r e n t i f the p r e f e r r e d i s en

t i t l e d to any share i n the p r o f i t s i n excess of the s t a t e d d i v i 

dend r a t e . 

In e l i m i n a t i n g the investment account f o r the stock 

of the s u b s i d i a r y when l e s s than the whole of i t s stock i s owned, 

only the h o l d i n g company's p r o p o r t i o n of the surplus at the date 

of a c q u i s i t i o n can be considered; but the m i n o r i t y s t o c k h o l d e r s ' 

i n t e r e s t i n that s u r p l u s must be r e c o g n i z e d . The f o l l o w i n g 

f a c t s are assumed f o r the purpose of e x e m p l i f y i n g the procedure 

under such c o n d i t i o n s : 

C a p i t a l stock of s u b s i d i a r y company, $100,000.00 
Surplus of s u b s i d i a r y company at date of 

a c q u i s i t i o n , 50,000.00 
P r o p o r t i o n of stock a c q u i r e d by h o l d i n g 

company, 90% 
Value of stock a c q u i r e d by h o l d i n g company 135,000.00 
Cost to h o l d i n g company, 160,000.00 
Surplus of s u b s i d i a r y company at date of 

balance sheet, 70,000.00 
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In the c o n s o l i d a t i o n the l i a b i l i t y t o the m i n o r i t y 

s t o c k h o l d e r s w i l l be shown as f o l l o w s : 

C a p i t a l Stock, .. $10,000.00 
Surplus, 7,000.00 

T o t a l . . . . . . . . . $17,000.00 

An as s e t of $25,000.00 w i l l be set up, designated as 

"Good-Will," or as "Excess of Cost of Stock o f S u b s i d i a r y Compa

ny over i t s Par Value and the Surplus A p p l i c a b l e Thereto." 

The e l i m i n a t i o n s from the s p e c i f i c a s s e t and l i a b i l i t y 

items w i l l be as f o l l o w s : 

Asset - Investment Account,........................ $160,000.00 
L i a b i l i t i e s : 

C a p i t a l Stock, ....................... $100,000.00 
Surplus (balance at date o f a c q u i s i 

t i o n p l u s 10% o f i n c r e a s e ) , 52,000.00 152,000.00 

Net A s s e t , . . . . . . . . . $ 8,000.00 

f o r which w i l l be s u b s t i t u t e d : 

Asset - Good-Will (excess o f investment account 
over value at date o f ac q u i s i t i o n ) , . . . . . . . . . . . . . . . . $ 25,000.00 

L i a b i l i t i e s - M i n o r i t y Stockholders, 17,000.00 

Net Asset, ........ $ 8,000.00 

From the standpoint of the balance sheet alone the fore

going s o l u t i o n i s complete, but c o n s i d e r a t i o n should be given to 

the e f f e c t upon the p r o f i t and l o s s statement, i n which the sur

p l u s i s c a r r i e d forward from year t o year. I t w i l l be seen that 

we have a m i n o r i t y i n t e r e s t o f $5,000.00 i n the s u r p l u s at the 

date o f a c q u i s i t i o n by the h o l d i n g company. I f the e n t i r e sur-
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p l u s of $70,000.00 were shown i n the p r o f i t and l o s s statement, 

deduction could not be made theref r o m o f the i n t e r e s t of the 

h o l d i n g company i n the su r p l u s at the date of a c q u i s i t i o n , v i z . , 

$45,000.00, as t h a t would leave $25,000.00 as the s u r p l u s earned 

si n c e a c q u i s i t i o n , d i v i s i b l e i n t o 1,000 shares, whereas o n l y 

$20,000.00 was earned d u r i n g t h a t p e r i o d and $5,000.00 i s d i v i 

s i b l e i n t o 100 shares. Therefore, the e n t i r e s u r p l u s at the 

date of a c q u i s i t i o n , $50,000.00, should be e l i m i n a t e d from the 

p r o f i t and l o s s statement and c a r r i e d i n separate accounts, 

$45,000.00 b e i n g c a r r i e d as s u r p l u s p e r t a i n i n g to the m a j o r i t y 

stock and $5,000.00 as su r p l u s p e r t a i n i n g t o the m i n o r i t y stock. 

Then, i f f u l l d e t a i l s of the d i v i s i o n of su r p l u s are t o be shown 

on the balance sheet, r e f e r e n c e b e i n g made t o the p r o f i t and 

l o s s statement, i t should be shown somewhat as f o l l o w s , assuming 

that the s u r p l u s o f the h o l d i n g company from other sources i s 

$100,000.00: 

Surplus: 
P r o f i t and Loss Surplus: 

A p p l i c a b l e t o Stock of H o l d i n g Company, $118,000.00 
A p p l i c a b l e t o M i n o r i t y Stock of S u b s i d i a r y Com-

When goods are s o l d by one a f f i l i a t e d company to an

other at a p r o f i t t o the s e l l e r , i t i s necessary to e l i m i n a t e 

not only the inter-company s a l e s and purchases but a l s o the pro

f i t taken by the s e l l e r on such o f the goods as remain i n the 

2,000.00 
$120,000.00 

5,000.00 

T o t a l Surplus, $125,000.00 
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hands o f the buyer, thereby r e d u c i n g t h e c o n s o l i d a t e d s u r p l u s . 

T h i s may be e f f e c t e d i n the form o f an e l i m i n a t i o n from the 

t o t a l s u r p l u s , and the c r e a t i o n o f a reserv e , i n the c o n s o l i 

dated f i g u r e s only,by means of a r e d f i g u r e i n the e l i m i n a t i o n 

column. In c o r r e c t l y s t a t i n g the p r o f i t s f o r a p e r i o d , con

s i d e r a t i o n should a l s o be gi v e n to the i n f l a t i o n o f the c o n s o l i 

dated in v e n t o r y a t the b e g i n n i n g o f the p e r i o d , the s u r p l u s 

b e i n g reduced i n the same manner as at the end. 

In a l l a u d i t r e p o r t s c o n t a i n i n g c o n s o l i d a t e d s t a t e 

ments, the names of the s u b s i d i a r y companies should be shown 

so t h a t there can be no misunderstanding as to what companies 

are i n c l u d e d . T h i s i n f o r m a t i o n i s g e n e r a l l y g i v e n i n the presen

t a t i o n , but i f there are only two or three names they may a l s o 

be shown i n the headings o f the statements. Of course, the 

l a t t e r procedure i s not necessary i n statements showing the de

t a i l s of c o n s o l i d a t i o n , when the names are shown i n the column 

headings. 
* * * * * 

F o l l o w i n g are specimen forms of c o n s o l i d a t e d s t a t e 

ments, designed to show the a p p l i c a t i o n o f the p r i n c i p l e s enunci

ated i n the f o r e g o i n g . 

Form 32 i s a c o n s o l i d a t e d balance sheet ( a f t e r apply

i n g e l i m i n a t i o n s ) and comparison w i t h a p r i o r date. 

Form 33 shows the balance sheets of each of the compa

n i e s and the e l i m i n a t i o n s , r e s u l t i n g i n the c o n s o l i d a t i o n shown 

i n Form 32. These forms exemplify one method of showing the 
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i n t e r e s t o f m i n o r i t y s t o c k h o l d e r s i n the c a p i t a l stock and sur

p l u s , and a l s o the a d d i t i o n to i n t a n g i b l e v a l u e s of the excess 

of cost of stocks of s u b s i d i a r i e s over t h e i r par value - which 

has been assumed i n t h i s case to be approximately t h e i r a c t u a l 

value as shown by the books o f the s u b s i d i a r i e s at the time o f 

a c q u i s i t i o n by the parent company. There i s a l s o i l l u s t r a t e d 

i n these balance sheets and i n the accompanying income and p r o 

f i t and l o s s statements (Forms 34 and 35), the procedure i n 

e l i m i n a t i n g d i f f e r e n c e s between a s s e t v a l u e s and face v a l u e s of 

inter-company indebtedness. 

The e l i m i n a t i o n s i n t h i s form, and i n Forms 37 and 38, 

are numbered f o r the convenience o f the reader i n l o c a t i n g the 

c o r r e s p o n d i n g items. 

Forms 34 and 35 are, r e s p e c t i v e l y , summaries of i n 

come and o f p r o f i t and l o s s of each o f the companies and c o n s o l i 

d a t i o n , s u p p o r t i n g Forms 32 and 33. Here are e x e m p l i f i e d v a r i o u s 

e l i m i n a t i o n s of inter-company charges and c r e d i t s , i n c l u d i n g the 

r e v e r s a l o f a charge r e p r e s e n t i n g p r o v i s i o n f o r l o s s on notes of 

a s u b s i d i a r y and the a d d i t i o n t o s u r p l u s of the d i f f e r e n c e be

tween the book value of bonds of a s u b s i d i a r y owned by the parent 

company over t h e i r par value l e s s the r e l a t e d p r o p o r t i o n of un

amortized bond d i s c o u n t . 

Form 36 i s a c o n s o l i d a t e d balance sheet e x e m p l i f y i n g 

p a r t i c u l a r l y the treatment of s u r p l u s of s u b s i d i a r y companies 

at the dates of a c q u i s i t i o n when there i s a m i n o r i t y i n t e r e s t 

i n the s u b s i d i a r i e s and when i t i s d e s i r e d to render a statement 
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of income and p r o f i t and l o s s showing the s u r p l u s earned by the 

c o n s o l i d a t e d companies. 

Form 37 shows the balance sheets of three companies 

and c o n s o l i d a t i o n , i n which i s i l l u s t r a t e d another method of 

a p p l y i n g the d i f f e r e n c e between cost and a c t u a l value (as shown 

by the books) of stocks of s u b s i d i a r y companies. In t h i s 

balance sheet and the accompanying statement of income and pro

f i t and l o s s (Form 38) are shown the deduction from the d e f i c i t 

at the date of the balance sheet of the d e f i c i t and s u r p l u s of 

s u b s i d i a r i e s at the dates of a c q u i s i t i o n . 

Form 38 shows the statements of income and p r o f i t and 

l o s s and c o n s o l i d a t i o n s u p p o r t i n g Form 37. I t contains s e v e r a l 

e l i m i n a t i o n s a f f e c t i n g the o p e r a t i n g accounts. 
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FORM 32 
BLANK RAILROAD & ELECTRIC CORPORATION 

AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEET, DECEMBER 31, 1919, 

AND COMPARISON WITH DECEMBER 31, 1918 
DECEMBER 31, INCREASE 

1919 *DECREASE 

A S S E T S 
PROPERTY, FRANCHISES, ETC., . 
SECURITIES OWNED, 
SINKING FUNDS - CASH AND ACCRUED INTEREST, 
CURRENT ASSETS: 

Cash, . .. 
Notes Receivable, 
Accounts Receivable, Less Reserve, 
Accrued Interest Receivable, 
Materials and Supplies, 

Total Current Assets, 
DEFERRED CHARGES: 

Unamortized Debt Discount and Expense, 
Work Under Construction, 
Prepaid Insurance, Taxes, etc., 

Total Deferred Charges, 
TOTAL, 

L I A B I L I T I E S 
CAPITAL STOCK: 

Blank Railroad & El e c t r i c Corporation, 
Minority Stock of Subsidiary Companies, 

Total Capital Stock, 
FUNDED DEBT (Less Bonds Held in Sinking Funds): 

Blank Railroad & El e c t r i c Corporation, 
Subsidiary Companies — Bonds Held by Public,.. 

Total Funded Debt, 
CURRENT LIABILITIES: 

Notes Payable, 
Accounts Payable, 
Accrued Interest, Taxes, etc., 

Total Current L i a b i l i t i e s , 
RESERVES: 
Renewals and Replacements, 
Injuries and Damages,...... . 

Total Reserves, 
SURPLUS, PER EXHIBIT "D": 

Applicable to Stock of Blank Railroad & E l e c t r i c 
Corporation, 

Applicable to Minority Stocks of Subsidiary Com
panies, 

Total Surplus, 
TOTAL, 

* Typed in red. 
EXHIBIT "A" 

$6,395,378.49 $481,312.50 
$ 278,514.01 $ 50,000.00 
$ 24,020.10 *$ 3,762.50 
$ 212,771.26 $ 19,612.71 

58,119.17 13,212.95 
80,019.32 * 23,514.23 
82,166.92 5,327.00 
453,664.59 95,026.18 

$ 886,741.26 $109,664.61 
$ 162,302.37 *$ 12,516.54 

23,088.79 18,124.90 
50,909.37 7,625.12 

$ 236,300.53 $ 13,233.46 
$7,820,954.39 $650,448.09 

$2,500,000.00 
175,500.00 *$ 15,200.00 

$2,675,500.00 *$ 15,200.00 
$1,762,000.00 $154,000.00 
1,095.000.00 * 45.000.00 
$2,857,000.00 $109,000.00 
$ 342,082.00 $120,375.00 

664,696.52 209,316.92 
176,907.49 89.653.04 

$1,183,686.01 $419,344.96 
$ 639,701,25 $ 52,326.19 

32,727.89 * 5.041.15 
$ 672,429.14 $ 47,285.04 

$ 405,024.32 $ 83,706.97 
27,314.92 6.311.12 

$ 432,339.24 $ 90,018.09 
$7,820,954.39 $650,448.09 



FORM 33 

BLANK RAILROAD & ELECTRIC CORPORATION AND SUBSIDIARY COMPANIES 

BALANCE SHEETS, DECEMBER 31, 1919, AND CONSOLIDATION 

CONSOLIDATION 
TOTAL ELIMINATIONS 

BLANK RAILROAD 
& ELECTRIC 
CORPORATION 

SUBSIDIARY 
"A" 

SUBSIDIARY 
"B" 

150 

A S S E T S 
PROPERTY, FRANCHISES, ETC., 
STOCKS OF SUBSIDIARY COMPANIES, 
BONDS OF SUBSIDIARY "A", 
OTHER SECURITIES, 
SINKING FUNDS - CASH AND ACCRUED INTEREST, 
CURRENT ASSETS: 

Cash, 
Notes R e c e i v a b l e , 
Accounts R e c e i v a b l e , Less Reserve, 
Accrued. I n t e r e s t R e c e i v a b l e , 
M a t e r i a l s and S u p p l i e s , 

T o t a l Current A s s e t s , 
DUE FROM AFFILIATED COMPANIES: 

Notes, 
Accounts and Accrued I n t e r e s t , 

T o t a l Due from A f f i l i a t e d Com
panies , 

DEFERRED CHARGES: 
Unamortized Debt Discount and Expense, 
Work Under C o n s t r u c t i o n , 
P r e p a i d Insurance, Taxes, e t c . , . . . 

T o t a l D e f e r r e d Charges, 

TOTAL, 

L I A B I L I T I E S 
CAPITAL STOCK: 

Blank R a i l r o a d & E l e c t r i c C o r p o r a t i o n , 
S u b s i d i a r y Companies, 

T o t a l C a p i t a l Stock, 
FUNDED DEBT (Less Bonds Hel d i n S i n k i n g Funds): 

Blank R a i l r o a d & E l e c t r i c C o r p o r a t i o n , 
S u b s i d i a r y Companies, 

T o t a l Funded D e b t , 
CURRENT LIABILITIES: 

Notes Payable, 
Accounts Payable, 
Accrued I n t e r e s t , Taxes, e t c . , 

T o t a l Current L i a b i l i t i e s , 
DUE TO AFFILIATED COMPANIES: 

Notes, 
Accounts and Accrued I n t e r e s t , 

T o t a l Due t o A f f i l i a t e d Companies, 
RESERVES: 

Renewals and Replacements, 
I n j u r i e s and Damages, 

T o t a l Reserves, 
SURPLUS, PER EXHIBIT "D", 

TOTAL, 

* Typed i n r e d . 

EXHIBIT "B" 

(a) Decrease i n s u r p l u s , c o m p r i s i n g : 
(3) Increase from notes, $58,406.31 
(2) Decrease from bonds, e t c . , . . 7,807.50 

Net I n c r e a s e , $50,598.81 

$6,395,378.49 (1) *$ 593,071.25 $4,463,902.51 $1,338,404.73 
(1) $2,167,571.25 $2,167,571.25 

(2) $1,204,500.00 $1,204,500.00 
$ 278,514.01 $ 203,100.00 $ 56,342.01 $ 19,072.00 
$ 24,020.10 $ 13,680.08 $ 6,427.56 $ 3,912.45 
$ 212,771.26 $ 98,885.63 $ 71,304.90 $ 42,580.73 

58,119.17 42,500.00 15,619.17 
80,019.32 74,285.96 5,733.36 
82,166.92 80,050.00 1,400.00 716.92 

453,664.59 319,324.68 134,339.91 
$ 886,741.26 $ 178,935.63 $ 508,815.54 $ 198,990.09 

(3) $ 450,729.62 $ 398,229.62 $ 52,500.00 
(4) 293,914.82 211,085.34 43,212.71 $ 39,616.77 

$ 744,644.44 $ 609,314.96 $ 95,712.71 $ 39,616.77 

$ 162,302.37 (2) $ 66,307.50 $ 82,563.08 $ 104,927.50 $ 41,119.29 
23,088.79 23,088.79 
50,909.37 4,728.00 44,003.44 2,177.93 

$ 236,300.53 $ 66,307.50 $ 87,291.08 $ 172,019.73 $ 43,297.22 

$7,820,954.39 $3,589,951.94 $4,464,393.00 $5,303,220.06 $1,643,293.27 

$2,500,000.00 $2,500,000.00 
175,500.00 (1) $1,574,500.00 $1,250,000.00 $ 500,000.00 

$2,675,500.00 $1,574,500.00 $2,500,000.00 $1,250,000.00 $ 500,000.00 

$1,762,000.00 $1,762,000.00 
1,095,000.00 (2) $1,263,000.00 $1,986,000.00 $ 372,000.00 

$2,857,000.00 $1,263,000.00 $1,762,000.00 $1,986,000.00 $ 372,000.00 

$ 342,082.00 $ 282,082.00 $ 60,000.00 
664,696.52 $ 2,531.54 549,982.71 112,182.27 
176.907.49 58.319.74 101.395.25 17,192.50 

$1,183,686.01 $ 60,851.28 $ 933,459.96 $ 189,374.77 
(3) 

$ 509,135.93 $ 312,316.42 $ 196,819.51 
(4) 293,914.82 $ 37,230.53 192,364.71 64,319.58 

$ 803,050.75 $ 37,230.53 $ 504,681.13 $ 261,139.09 

$ 639,701.25 $ 420,088.34 $ 219,612.91 
32,727.89 23,967.75 8,760.14 

$ 672,429.14 $ 444,056.09 $ 228,373.05 
$ 432,339.24 (a)*$ 50,598.81 $ 104,311.19 $ 185,022.88 $ 92,406.36 

$7,820,954.39 $3,589,951.94 $4,464,393.00 $5,303,220.06 $1,643,293.27 
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FORM 36 

BLANK MINING & MILLING COMPANY 
AND SUBSIDIARY COMPANIES 

CONSOLIDATED BALANCE SHEET, DECEMBER 31, 1919 

A S S E T S 

CAPITAL ASSETS: 
Ore Reserves and M i n e r a l 

R i g h t s , 
Less Reserve f o r Deple

t i o n , 
R e a l E s t a t e , Mine B u i l d i n g s , 

Machinery, e t c . , 
Less Reserve f o r Depre

c i a t i o n , 
R a i l r o a d Property and 

Equipment, 
Less Reserve f o r Depre

c i a t i o n , 

$23,766,225.37 

6,832,308.73 $16,933,916.64 

$ 9,092,608.57 

527,082.91 8,565,525.66 

$ 3,215,577.76 

357,275.44 2,859,302.32 

T o t a l C a p i t a l Assets, $28,358,744.62 

SINKING FUND ASSETS - CASH AND ACCRUED INTEREST (Bonds De
ducted from Funded Debt, per Contra), 30,816.23 

CURRENT ASSETS: 
Cash, 
U n i t e d States Treasury C e r t i f i c a t e s of 

Indebtedness, 
L i b e r t y Loan Bonds and Notes - Par Value,. 
Accounts and Notes Receiv

a b l e , $ 1,417,529.68 
Less Reserve f o r Losses,. 29,612.41 

F i n i s h e d Product, Work i n Process, and 
M a t e r i a l s and S u p p l i e s , 

$ 947,781.88 

1,200,000.00 
2,200,000.00 

1,387,917.27 

1,684,364.56 

T o t a l Current Assets, 7,420,063.71 

68,337.70 DEFERRED CHARGES, 

TOTAL, 

EXHIBIT "A" 

L I A B I L I T I E S 

CAPITAL STOCK: 
Blank M i n i n g & M i l l i n g Company: 

P r e f e r r e d - 100,000 Shares of $100.00 
each, 

Common - 400,000 Shares without Par 
Value, 

S u b s i d i a r y Companies - M i n o r i t y Stocks 
Held by the P u b l i c 

$10,000,000.00 

19,525,000.00 

123,500.00 

T o t a l C a p i t a l Stock, $29,748,500.00 

FUNDED DEBT: 
S u b s i d i a r y Company F i r s t Mortgage, 5% 

Bonds, Due 1947, 
Less Bonds Held by S i n k i n g Fund Trustees 

and i n Treasury, 

$ 3,000,000.00 

763,000.00 

2,237,000.00 T o t a l Funded Debt, 

CURRENT LIABILITIES: 
Accounts and Wages Payable, 
Accrued Taxes, 
Accrued I n t e r e s t , 

$ 586,952.68 
225,314.96 
31,328.13 

T o t a l Current L i a b i l i t i e s , 843,595.77 

12,065.90 

723,644.02 
DEFERRED CREDITS, 

RESERVE FOR CONTINGENCIES, 

SURPLUS: 
P r o f i t and Loss Surplus: 

A p p l i c a b l e to Stock of Blank Mining & 
M i l l i n g Company, 

A p p l i c a b l e to M i n o r i t y Stock of Sub
s i d i a r y Companies, 

T o t a l , per E x h i b i t "B", 
Surplus of S u b s i d i a r y Companies at Dates 

of A c q u i s i t i o n A p p l i c a b l e to M i n o r i t y 
Stock, 

Excess of Par Value o f Stocks of Sub
s i d i a r y Companies Owned, together with 
Surplus at dates of A c q u i s i t i o n A p p l i 
cable Thereto, Over Cost, 

$ 1,894,979.48 

29,750.62 
$ 1,924,730.10 

32,517.14 

355.709.33 

T o t a l Surplus, 

TOTAL, 

2,312,956.57  

$35,877,962.26 
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CHAPTER V  

MISCELLANEOUS STATEMENTS 

The statements other than balance sheets and income and 

p r o f i t and l o s s statements which are most o f t e n rendered i n a c 

countants' r e p o r t s are schedules showing the d e t a i l s of items i n 

clud e d t h e r e i n , statements of cash r e c e i p t s and disbursements, and 

statements of adjustments necessary to b r i n g the books i n t o con

f o r m i t y w i t h the p r i n c i p a l statements rendered. Such m i s c e l l a n e 

ous statements are i l l u s t r a t e d t o some extent i n the forms of 

t h i s chapter. 

SCHEDULES 

Schedules t o balance sheets and statements of income 

and p r o f i t and l o s s seem t o r e q u i r e but l i t t l e i l l u s t r a t i o n , as 

they are e i t h e r very simple o r they c l o s e l y f o l l o w the arrange

ment of the e x h i b i t s which they support. The forms s e l e c t e d f o r 

e x e m p l i f i c a t i o n are as f o l l o w s : 

Form 39 i s a schedule of notes r e c e i v a b l e , showing the 

s e c u r i t y t h e r e f o r . 

Form 40 i s a schedule o f investment s e c u r i t i e s , show

i n g market v a l u e s . 

Form 41 i s a schedule of property, w i t h corresponding 

d e p r e c i a t i o n reserves, showing the net book value of each item. 

Form 42 shows the cost o f s a l e s of a paper m i l l , w i t h 

c e r t a i n s t a t i s t i c a l d a t a . 
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Form 43 i s a comparative statement of department opera

t i o n s of a h o t e l . In t h i s case the p r o f i t or l o s s from each de

partment i s c a r r i e d to the e x h i b i t s e p a r a t e l y . 

Form 44 i s another statement of department o p e r a t i o n s , 

s u p p o r t i n g an item "Department P r o f i t " i n the e x h i b i t , w i t h c e r 

t a i n r a t i o s and e x p l a n a t i o n s o f the bases of apportionment o f 

c e r t a i n expenses. 

STATEMENTS OF CASH RECEIPTS AND DISBURSEMENTS 

Forms 45, 46, and 47 are designed to i l l u s t r a t e the 

u s u a l form of statements of cash r e c e i p t s and disbursements 

under three d i f f e r e n t c o n d i t i o n s , which are s e l f - e x p l a n a t o r y . 

The q u e s t i o n i s o f t e n r a i s e d as to the treatment o f 

minor refunds o f expenses, e t c . , whether they should be t r e a t e d 

as r e c e i p t s or as deductions from disbursements. In n e a r l y a l l 

cases where a statement of cash r e c e i p t s and disbursements i s 

c a l l e d f o r , the accounts are kept on a cash b a s i s and the s t a t e 

ment of r e c e i p t s and disbursements, or most o f i t , i s i n f a c t a 

statement of income and expenses. When such i s the case i t 

appears to be l o g i c a l to deduct most refunds from the items of 

r e c e i p t s and disbursements t o which they r e l a t e , i g n o r i n g the 

f a c t t h a t n e i t h e r the " t o t a l r e c e i p t s " nor the " t o t a l d i s b u r s e 

ments" i s l i t e r a l l y c o r r e c t . 

Form 48 has been prepared as a su g g e s t i o n of a form 

of statement of r e c e i p t s and disbursements t o be used when i t 

i s d e s i r e d to e x h i b i t the r e s u l t s of o p e r a t i o n s and when there 

are r e c e i p t s and disbursements o t h e r than those r e l a t i n g to i n -
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come. I t w i l l be noted t h a t i n t h i s form the excess of r e c e i p t s 

over disbursements f o r the p e r i o d i s a r r i v e d at and the balance 

at the b e g i n n i n g of the p e r i o d i s added. T h i s method w i l l o f t e n 

be found convenient, e s p e c i a l l y when the r e c e i p t s cover more than 

one sheet and i t would be necessary to forward two amounts i f the 

balance at the b e g i n n i n g were s t a t e d f i r s t . 

STATEMENTS OF ADJUSTMENTS 

When the adjustments made by the p u b l i c accountant i n 

the p r e p a r a t i o n o f the balance sheet, e t c . , o t h e r than minor r e 

c l a s s i f i c a t i o n s , have not been made on the books, i t i s d e s i r 

a b l e that they be brought t o the a t t e n t i o n of the c l i e n t i n some 

way. The matter may be covered i n the comments, but i f not, the 

adjustments are u s u a l l y submitted as an e x h i b i t o f the r e p o r t , i n 

the form of j o u r n a l e n t r i e s which sh o u l d be made on the books. 

Such a statement i s i l l u s t r a t e d i n Form 49. 

Another method sometimes employed i s a reconcilement of 

an a u d i t o r ' s and h i s c l i e n t ' s balance sheets, by means of a 

columnar statement, w i t h the s e v e r a l items or groups as column 

headings, s t a r t i n g w i t h the balance as shown by the company's b a l 

ance sheet and a p p l y i n g the items t r e a t e d d i f f e r e n t l y , u s i n g 

b l a c k f o r a d d i t i o n s and r e d f o r deductions, and a r r i v i n g at the 

balances as shown by the a u d i t o r ' s balance sheet. T h i s form i s 

r a t h e r i n v o l v e d and i t s g e n e r a l use i s , t h e r e f o r e , not recommend

ed. 
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STATEMENTS OF REALIZATION AND LIQUIDATION 

So much d i f f i c u l t y i s experienced by most accountants 

i n p r e p a r i n g a l u c i d statement of r e a l i z a t i o n and l i q u i d a t i o n , 

and there i s such a d e a r t h o f p r a c t i c a l s o l u t i o n s of the que s t i o n 

i n standard textbooks, that Form 50 has been prepared w i t h a view 

t o suggesting what may be done under the assumed c o n d i t i o n s to 

f u r n i s h a statement which i s i n t e l l i g i b l e to the layman. I t 

appears that a d a p t a t i o n o f t h i s form to the c o n d i t i o n s of any 

given case, w i t h the p o s s i b l e a d d i t i o n o f su p p o r t i n g statements, 

should be s a t i s f a c t o r y . 
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FORM 40 

THE BLANK COMPANY  

INVESTMENT SECURITIES, DECEMBER 31, 1919  

BONDS: 
American Telephone & Te l e g r a p h 

Company 6s, 1922,.... 
Baltimore & Ohio R a i l r o a d Con

v e r t i b l e 4-1/2s, 1933, ....... 
Lehigh V a l l e y R a i l r o a d 6s, 1928 
M i s s o u r i P a c i f i c R a i l r o a d Gen

e r a l 4s, 1975, 
Pennsylvania R a i l r o a d General 

5s, 1968, 
P u b l i c S e r v i c e C o r p o r a t i o n o f 

New Jersey General 5s, 1959, 
Southern Railway Development 

and General 4s, 1956, 
U n i t e d Kingdom of Great B r i t a i n 

and I r e l a n d 5-1/2s, 1921,... 
U n i t e d S t ates L i b e r t y Loan 

Bonds: 
F i r s t Converted 4-1/4s,..... 
Second Converted 4-1/4s,.... 
T h i r d 4-1/4s, 
Fo u r t h 4-1/4s, 
V i c t o r y 4-3/4% Notes,.. 

T o t a l Bonds,.. 
STOCKS: 

John Doe & Company, Inc., 29 
Shares, 

New York C e n t r a l R a i l r o a d Com
pany, 100 Shares, 

P e n n s y l v a n i a R a i l r o a d Company, 
100 Shares, 

U n i t e d S t ates S t e e l Corpora
t i o n P r e f e r r e d , 50 Shares,.. 

T o t a l S t o c k s , . 

TOTAL, ... 

EXHIBIT "A" 
SCHEDULE #1 

$ 5,000.00 $ 4,962.50 $ 4,950.00 

15,000.00 12,456.25 8,550.00 
5,000.00 5,077.50 5,000.00 

10,000.00 6,418.75 5,525.00 

10,000.00 9,625.00 8,962.50 

5,000.00 4,718.75 2,975.00 

15,000.00 11,217.50 9,150.00 

5,000.00 4,925.00 4,775.00 

10,000.00 10,000.00 9,350.00 
10,000.00 10,000.00 9,220.00 
20,000.00 20,000.00 18,956.00 
20,000.00 20,000.00 18,440.00 
25,000.00 25,000.00 24,735.00 

$144,401.25 $130,588.50 

$ 2,900.00 $ 2,900.00 3,500.00 

10,000.00 7,450.00 6,950.00 

5,000.00 5,347.50 4,025.00 

5,000.00 5,500.00 5,687.50 
$ 21,197.50 $ 20,162.50 

$165,598.75 $150,751.00 

* Information f u r n i s h e d by the P r e s i d e n t of the Blank Company. 

DESCRIPTION PAR VALUE BOOK VALUE 

ESTIMATED 
MARKET 
VALUE 
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FORM 41  

THE BLANK COMPANY 

PROPERTY, LESS RESERVES FOR DEPRECIATION, DECEMBER 31, 1919 

GROSS BOOK 
VALUE 

DEPRECIATION 
RESERVES 

NET BOOK 
VALUE 

PROVIDENCE: 
Land, 
B u i l d i n g s , . 
Machinery, 
Power P l a n t Equipment 
F a c t o r y F u r n i t u r e , F i x t u r e s , 

and A p p l i a n c e s , . . . . . . . . . . . 
Semi-durable T o o l s - Inven

t o r y , ......... ........ 
O f f i c e F u r n i t u r e and A p p l i 

ances, 
Automobile Trucks - Inven

t o r y , 
Horses, Wagons, and Harness 

Inventory,.. 

T o t a l , . . . . . . 
HARTFORD: 

Land, 
B u i l d i n g s , 
Machinery, . . . . . . . . . . . . . . . . 
F a c t o r y F u r n i t u r e , F i x t u r e s , 

and A p p l i a n c e s , . . . . . . . . . . . 
Semi-durable T o o l s - Inven

t o r y , 
O f f i c e F u r n i t u r e and A p p l i 

ances, 

T o t a l , 

TOTAL,.. 

EXHIBIT "A" 
SCHEDULE #1 

$ 150,000.00 
327,261.00 
146,074.78 
43,032.22 

$ 70,257.35 
97,373.35 
18,178.27 

$150,000.00 
257,003.65 
48,701.43 
24,853.95 

48,673.15 23,809.20 24,863.95 

22,935.69 22,935.69 

29,200.22 15,103.42 14,096.80 

6,350.00 6,350.00 

3,215.00 3,215.00 

$ 776,742.06 $224,721.59 $552,020.47 

$ 28,250.00 
59,215.26 

144, 773.63 
$ 4,726.41 

39,918.87 

$ 28,250.00 
54,488.85 

104,854.76 

14,476.16 4,862.42 9,613.74 

8,182.99 8,182.99 

670.54 172.20 498.34 

$ 255,568.58 $ 49,679.90 $205,888.68 

$1,032,310.64 $274,401.49 $757,909.15 
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BLANK PAPER MANUFACTURING COMPANY 
COST OF SALES, PAPER MILL, 

FOR THE YEAR ENDED DECEMBER 31, 1919 

175 

TONS AMOUNT 

COST OF PRODUCTION: 
Materials: 

Sulphite, Own Make, ... 
Sulphite, Purchased, 
Ground Wood, Own Make, 
Ground Wood, Purchased, . 
Paper Stock, 
Wrappers,... 
Alum, 
Color, 
Size, 

Total Materials, 
Conversion: 

Superintendence, 
Labor, 
Felts and Jackets, 
Canvas, 
Wires, 
Belting and Hose, 
Lubricants, 
Finishing - Labor and Material, 
Repairs - Labor and Material, 
Steam Production: 

Coal, 
Labor and Other Expenses, 

Electr i c Light and Power Purchased,....... 
Depreciation, 
General M i l l Expenses, -. 

Total Conversion, 
Total Cost of Production, 

LESS TRANSFERS: 
To Sheet Converting Department, 
To Roll Converting Department, 
To Folded Converting Department, 

Total, 
REMAINDER - COST OF PRODUCTION, PAPER MILL,... 
LESS INCREASE IN INVENTORY, 
COST OF SALES, 

EXHIBIT "B" 
SCHEDULE #1 

S T A T I S T I C S 

Stock Used, 
Paper Produced, 
Lose on Stock in Conversion, 

Ratio to Stock Used, 19.46% 

Coal Used Per Ton of Paper Produced 

1,285.851 $ 94,863.62 
55.583 3,610.79 

1,637.650 48,583.18 
1,231.537 38,792.10 

170.975 5,572.06 
20.995 889.82 
54.900 2,122.58 

883.95 
3.446 187.02 

4,460.937 $195,505.12 

$ 4,735.63 
21,346.12 

9,908.33 
2,056.44 
3,409.34 
2,165.75 

612.09 
1,854.42 

18,893.34 

3,509.939 20,493.75 
6,708.83 
1,590.07 
7,532.34 
3.609.15 

$104,915.60 

3,592.871 $300,420.72 

454.211 
910.892 
652.275 

$ 35,805.18 
86,686.47 
61,426.31 

2,017.378 $183,917.96 

1,575.493 $116,502.76 

9.298 1,344.53 

1,566.195 $115,158.23 

Tons 

4,460.937 
3,592.871 

868.066 

.977 
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EXHIBIT "B" 
SCHEDULE #1 (Continued) - 1. 

ROOMS 
REVENUE, 
EXPENSES: 
Wages - Housekeeper, Maids, Cleaners, 

etc., 
Linen,.. 
Furnishings, . 
Laundry, 
Board of Employees, 
Miscellaneous, 

Total, 
NET PROFIT, 

RESTAURANT 
SALES, 
COST OF FOOD SOLD, 
GROSS PROFIT,... 

Ratio to Cost,................ 
EXPENSES: 
Wages: 

Chef, Cooks, Bakers, Butchers, etc. 
Waiters, Checkers, Pantrymen, etc., 

Kitchen Fuel, 
Laundry, 
China, Glass, and Silver, 
Linen, 
Printing, 
Flowers, 
Music, 
Board of Employees, 
Miscellaneous, 

Total, 
NET LOSS, .... 

CIGAR STAND 
SALES, 
COST OF GOODS SOLD, 
GROSS PROFIT, 

Ratio to Cost, 
EXPENSES - WAGES, BOARD OF EMPLOYEES, 

AND LICENSE, 
NET PROFIT, 

* Typed i n red. 

THE BLANK HOTEL 

DEPARTMENT OPERATIONS FOR THE YEAR ENDING MAY 31, 1920, 
AND COMPARISON WITH THE PRECEDING YEAR 

YEAR ENDED 
MAY 31,1920 

INCREASE 
*DECREASE 

$164,998.43 $30,358.82 

$ 11,239.31 
5,147.32 
6,389.03 
3,427.09 
8,540.25 
3,612.91 $ 39,355.91 

$125,642.52 

$ 954.28 
2,924.15 
2,645.24 
1,218.10 
817.42 

1,044.79 
$ 9,603.98 
$20,754.84 

$147,956.33 
95,685.28 

$ 52,271.05 
54.63% 

$ 12,646.11 
16,085.23 
2,819.58 
2,281.99 
1,741.37 
1,751.63 
759.30 
624.19 

2,047.10 
12,658.30 
3,260.79 

$ 56,675.59 
$ 4,404.54 

$46,034.83 
12,569.82 

$33,465.01 
32.01% 

$ 2,570.17 
3,146.42 

27.60 
437.31 
377.57 

1,022.65 
* 47.53 

36.20 
312.74 

1,312.11 
* 195.82 
$ 8,999.42 
*$24,465.59 

$ 6,089.75 
3,917.85 $ 2,171.90 
55.43% 
649.00 

$ 1,522.90 

$ 627.54 
* 76.05 
$ 703.59 
18.67% 

86.12 
$ 617.47 



177 
FORM 43 
THE BLANK HOTEL 
DEPARTMENT OPERATIONS FOR THE YEAR ENDED MAY 31, 1920, ETC. 

BAR 

SALES, 
COST OF GOODS SOLD, 
GROSS PROFIT,.. 

Ratio to Cost, 
EXPENSES: 
Wages,.... 
License, 
Board of Employees,.................. 
Glassware, e t c . , . . . . . . . . . . . . . . . 
Laundry,.. 
Miscellaneous, 

T o t a l , 

NET PROFIT,... .... 

NEWS STAND 

SALES, . . ................ 
COST OF GOODS SOLD, 
GROSS PROFIT, 

Ratio t o Cost,... 
EXPENSES - WAGES AND BOARD OF EMPLOYEES 

NET LOSS,. . . 

TELEPHONE 

REVENUE, 
EXPENSES: 

T o l l s and Service, 
Less Amount Charged to General Ex

penses, 
Remainder,...... 

Wages, 
Board of Employees,....... 

T o t a l , 

NET PROFIT, .... 

* Typed i n red. 

EXHIBIT "B" 
SCHEDULE #1 (Concluded) - 2. 

YEAR ENDED 
MAY 31, 1920 

INCREASE 
*DECREASE 

$ 75,533.71 $48,937.81 
21,295.33 11,257.16 

$ 54,238.38 $37,680.65 
254.70% 89.75% 

$ 5,325.41 $ 762.50 
1,500.00 

931.55 
560.24 

83.67 
* 92.14 

116.59 19.58 
327.64 47.62 

$ 8,761.43 $ 821.23 

$ 45,476.95 $36,859.42 

$ 1,719.55 *$ 267.07 
1,608.70 82.93 

$ 110.85 *$ 350.00 
6.88% * 23.31% 
327.16 37.75 

$ 216.31 $ 387.75 

$ 6,435.01 $ 618.72 

$ 5,940.76 $ 467.19 

1,895.65 41.87 
$ 4,045.11 $ 425.32 

1,746.55 219.22 
574.10 59.73 

$ 6,365.76 $ 704.27 

$ 69.25 *$ 85.55 
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FORM 45 
THE BLANK COMPANY 

STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS 
FOR THE MONTH OF MAY, 1920 

BALANCE ON DEPOSIT, MAY 1, 1920,.. 
RECEIPTS: 

Accounts Receivable, 
Cash Sales, 
Rentals, 
Sale of Scrap, 
Interest on Bank Balances,..... 
Collections for Telephone Ca l l s 
Railroad Claims, 
Refund of Overpayment of Ex

penses, ... 

DISBURSEMENTS: 
Purchase Ledger, 
Wages, 
R e n t , 
Taxes, 
Water, 
Contribution, 
Sundry Expenses, 

Total Receipts, 
Total, 

$ 25,476.67 

$128,133.56 
14,019.95 

650.00 
121.28 
267.42 
37.50 
269.04 
76.09 

143,574.84 
$169,051.51 

$ 76,224.13 
39,425.96 
2,500.00 
1,916.47 
312.92 
500.00 

2,319.22 
Total Disbursements, 123,198.70 

BALANCE ON DEPOSIT, MAY 31, 1S20: 
National Bank of Commerce, 
Bankers Trust Company, 

$ 39,112.41 
6,740.40 $ 45,852.81 
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FORM 46 

THE BLANK ASSOCIATION 

STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS 
FOR THE MONTH OF MAY, 1920, AND THE SIX MONTHS ENDED MAY 31, 1920 

SIX MONTHS 
MONTH OF ENDED 
MAY, 1920 MAY 31, 1920 

BALANCE AT BEGINNING OF PERIOD, . $18,971.82 $ 36,159.96 

RECEIPTS: 
General Subscriptions, $37,484.79 $197,360.89 
Membership Fees, 1,980.00 2,620.00 
Loans on Notes Payable, 30,000.00 
Interest on Lib e r t y Loan Bonds and 
Bank Balances, 348.57 1,097.48 

Employees - On Subscriptions for 
Liberty Loan Bonds, 14.00 164.00 

T o t a l Receipts, $39,827.36 $231,242.37 

T o t a l , . . $58,799.18 $267,402.33 

DISBURSEMENTS: 
Extension Department, $ 8,927.72 $ 50,338.58 
Campaign Department, 2,576.50 19,663.29 
P u b l i c i t y Committee, 4,281.73 25,066.58 
Finance Committee, 5,029.28 21,219.17 
Foreign Organizations, 3,756.89 
Advances f o r Tr a v e l i n g Expenses (Less 

Expenditures Transferred to Other 
Accounts), . 550.00 1,100.00 

Conventions, 19,635.08 
Administrative, 2,171.03 13,525.53 
Central O f f i c e : 

S a l a r i e s , 3,999.25 20,783.68 
Telephone and Telegraph, 5,459.59 14,865.42 
Of f i c e Supplies, 151.07 1,483.20 
P r i n t i n g and Stationery, 94.18 2,351.61 
Postage, 277.88 1,696.59 
O f f i c e Equipment,... 29.75 1,764.31 
Miscellaneous, .. 24.17 213.20 

Advances to Chicago Bureau, * 538.16 1,000.00 
Chicago Bureau Expenses, 6,028.80 28,543.80 
Notes Paid, . 5,000.00 25,000.00 
Interest on Notes, 854.17 2.435.47 

Total,... $44,916.96 $254,442.40 
Less Charges to Expense Accounts as 

above for postage i n excess of ac t u a l 
disbursements therefor, . 30.87 891.42 

Tot a l Disbursements $44,947.83 $253,550.98 

BALANCE AT END OF PERIOD, $13,851.35 $ 13,851.35 
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FORM 47 

THE BLANK PROPAGANDA SOCIETY 

STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS 
FROM SEPTEMBER 11, 1919, TO APRIL 30, 1920  

NEW YORK WASHINGTON 
*TOTAL OFFICE OFFICE 

RECEIPTS: 
Contributions: 

National Headquarters, $32,184.57 $32,184.57 
Washington, 25,091.90 25,091.90 
Special Campaign, 15,100.00 15,100.00  

Total, $72,376.47 $72,376.47 
Advances by New York Office, $23,592.67 
Interest on Deposits, 12.15 12.15 
Miscellaneous, 50.55 50.55 

Total Receipts, $72,439.17 $72,427.02 $23,604.82 

DISBURSEMENTS: 
F i e l d Work: 

Advances, $ 520.00 $ 160.00 $ 360.00 
Personal Expenses, 2,294.10 1,191.20 1,102.90 
Meeting Expenses, 14,157.96 14,015.16 142.80 
Campaign Expenses, . 1,220.13 256.20 963.93 
Salaries, 2,458.33 1,633.33 825.00 
Display Advertising, 455.00 455.00  

Total, .. $21,105.52 $17,710.89 $ 3,394.63 
Literature, 15,814.06 8,235.54 7,578.52 
Of f i c e Rent and Supplies,. 1,573.17 641.18 931.99 
Office S a l a r i e s , . . 5,176.07 3,057.36 2,118.71 
Addressing Clerks' Salaries, 2,054.44 2,054.44 
Office Equipment, 941.75 425.00 516.75 
General P u b l i c i t y , 4,798.50 4,788.50 10.00 
Advances to Washington Of f i c e , 23,592.67 
Miscellaneous, 2,518.90 1,833.80 685.10 

Total Disbursements, $53,982.41 $60,284.94 $17,290.14 

BALANCE, APRIL 30, 1920: 
On Deposit: 

Guaranty Trust Company, New York, $12,142.08 $12,142.08 
Riggs National Bank, Washington, 6,139.66 $ 6,139.66 

On Hind, ......... 175.02 175.02 

TOTAL, $18,456.76 $12,142.08 $ 6,314.68 

* Not including i n t e r - o f f i c e transfers. 
NOTE: The Washington o f f i c e was opened 

November 20, 1919. 
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FORM 48 

THE BLANK SOCIETY 

STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS 
FOR THE YEAR ENDED DECEMBER 31, 1919 

RECEIPTS OF INCOME: 
Dues, . ........... $17,100.00 
S p e c i a l C o n t r i b u t i o n f o r Payment of Expenses, 1,000.00 
I n t e r e s t on S e c u r i t i e s . . . . . . . . 890.50 
I n t e r e s t on Bank Balances, 67.58 

T o t a l , ........ $19,058.08 

DISBURSEMENTS OF EXPENSES: 
S a l a r i e s , . $ 8,525.16 
P r i n t i n g , S t a t i o n e r y , and Postage, 3,412.94 
O f f i c e Rent, Telephone, e t c . , . 1,967.52 
T r a v e l i n g Expenses of Secretary, 312.90 
O f f i c e Equipment, . 167.25 
Annual Dinner - Net Cost, 1,267.14 
I n t e r e s t on Loans, 212.50 

T o t a l , .. 15,865.41 

NET INCOME, ... $ 3,192.67 

OTHER RECEIPTS: 
Membership Fees,............ $ 600.00 
Loan, 5,000.00 
C o l l e c t i o n s from Employees on L i b e r t y Loan 

Bond S u b s c r i p t i o n s , .... 350.00 

T o t a l , . . . . . . . . . . . . . . . . . . . . . 5,950.00 

T o t a l , $ 9,142.67 

OTHER DISBURSEMENTS: 
Purchases o f S e c u r i t i e s , $ 4,237.50 
P a r t i a l Payment of Loan, 3,000.00 

T o t a l , 7,237.50 

EXCESS OF RECEIPTS OVER DISBURSEMENTS FOR THE YEAR, ....... $ 1,905.17 

BALANCE, JANUARY 1, 1919, 816.90 

BALANCE, DECEMBER 31, 1919 - ON DEPOSIT WITH THE EQUITABLE 
TRUST COMPANY OF NEW YORK, $ 2,722.07 
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FORM 49 

THE BLANK COMPANY 

JOURNAL ENTRIES NECESSARY TO ADJUST THE BOOKS 
AS OF DECEMBER 31, 1919, TO CONFORM TO EXHIBIT "A"  

LAND,... ... $ 375.45 

TO BUILDINGS, $ 375.45 

For t r a n s f e r of charge to the l a t t e r a c 
count, August 31, 1919, Voucher 8367. 

MANUFACTURING EXPENSE, . 30,141.30 

TO MACHINERY,... .................... 30,141.30 

For r e v e r s a l of charges by the Cost De
partment, on f a c t o r y orders, t o the l a t t e r 
account, c o v e r i n g new machines i n s t a l l e d 
d u r i n g the year 1919, as these machines 
had a l r e a d y been charged to the Machinery 
account d i r e c t from the purchase i n v o i c e s . 
(No adjustment o f f i n i s h e d goods in v e n t o r y 
i s c o n s i d e r e d necessary.) 

**************** 

BUILDINGS,... 3,995.46 

TO RESERVE FOR DEPRECIATION OF BUILD
INGS, . . 3,995.46 

For t r a n s f e r from the former account of 
c r e d i t s on account of d e p r e c i a t i o n . 

**************** 

EXHIBIT "C" (Continued) - 1. 
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FORM 49 
THE BLANK COMPANY 
JOURNAL ENTRIES NECESSARY TO ADJUST THE BOOKS, ETC.  

DEPRECIATION OF AUTOMOBILE TRUCKS, . . .. . . . . . $ 1, 250.00 

TO AUTOMOBILE TRUCKS, $ 1,250.00 

For r e v e r s a l of the entry whereby the 
book value of an automobile t r u c k was ap
p r e c i a t e d . 

*************** 

AMORTIZATION OF PATENTS, ...... 514.48 

TO. RESERVE FOR AMORTIZATION OF 
PATENTS, . . . . 514.48 

For c o r r e c t i o n o f a m o r t i z a t i o n f o r the 
year 1919. 

EXHIBIT "C" (Concluded) - 2. 
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THE BLANK MERCANTILE COMPANY 

STATEMENT OF ASSETS AND L I A B I L I T I E S AT JUNE 21, 1919: 
REALIZATION AND LIQUIDATION THEREOF TO DECEMBER 31, 1919; 

AND ASSETS NOT REALIZED AND L I A B I L I T I E S NOT LIQUIDATED AT DECEMBER 31 1919 

A S S E T S 
BALANCE, 

JUNE 21, 1919 

NET INCREASE 
THROUGH 

OPERATIONS(1) 

PROFIT OR 
*LOSS IN 

REALIZATION 
AMOUNT 

REALIZED 

AMOUNT TAKEN 
OVER BY 

SUCCESSOR 

BALANCE, 
DECEMBER 31, 

1919 

CASH, 
NOTES RECEIVABLE, 
ACCOUNTS RECEIVABLE: 

C u s t o m e r s , 
A. B. & Company, 
The C. D. Company, 

ACCRUED INTEREST RECEIVABLE, 
MERCHANDISE, 
INVESTMENT SECURITIES: 

G. H. Company F i r s t M o r t g a g e Bonds, 
I . J . & Company P r e f e r r e d S t o c k , 

FURNITURE AND FIXTURES, 
THE SUCCESSOR COMPANY, 

TOTAL, 

L I A B I L I T I E S 

NOTES PAYABLE, 
ACCEPTANCES PAYABLE, 
ACCOUNTS PAYABLE: 

T r a d e C r e d i t o r s , 
K. L. & Company, I n c . , 
The M. & N. Company, 

ACCRUED TAXES, 
ACCRUED SALARIES, ETC., 
CAPITAL STOCK, 
SURPLUS, 

TOTAL, 

(1) Not i n c l u d i n g t e m p o r a r y i n c r e a s e s s u b s e q u e n t l y o f f s e t by t h e 
movement o f ca3h. 

(2) D e c r e a s e i n S u r p l u s : 
D i s t r i b u t i o n s t o S t o c k h o l d e r s , $175,000.00 
E x p e n s e s , L e s s S u n d r y C r e d i t s , 30,421.41 

T o t a l , $205,421.41 
L e s s Net P r o f i t f r o m R e a l i z a t i o n o f A s s e t s , 

as above, 47,065.01 
Net D e c r e a s e , $158,356.40 

* Typed i n r e d . 

185 

$ 42,273.82 
369,081.47 *$ 6,750.19 

$ 38,760.91 
290,626.53 $ 71,704.75 

$ 3,512.91 

312,701.78 $ 5,212.90 * 3,562.43 246,817.53 67,534.72 
83,246.94 83,246.94 
14,297.06 14,297.06 
1,659.26 212.95 1,659.26 212.95 

173,398.20 56,317.04 176,200.98 53,514.26 

45,078.62 891.48 45,970.10 
12,330.89 169.11 12,500.00 
2,762.50 

113,845.85 
2,762.50 

113,845.85 

$1,056,830.54 $119,271.70 $47,065.01 $895,782.25 $195,729.18 $131,655.82 

$ 137,649.27 $137,649.27 
87,102.74 56,312.68 $30,790.06 

106,852.61 55,769.34 51,093.27 
18,624.42 18,624.42 
4,376.70 3,167.04 $ 1,209.66 

17,909.21 $5,216.95 15,412.72 7,713.44 
3,216.47 3,216.47 

500,000.00 $400,000.00 100,000.00 
181,089.12 (2 ) 158,356.40 22,732.72 

$1,056,830.54 $5,216.95 $558,356.40 $290,151.94 $81,883.33 $131,655.82 

BALANCE, 
JUNE 21, 1919 

NET 
INCREASE 
THROUGH 

OPERATIONS(1) 

DECREASE 
THROUGH 

REALIZATION 
AND 

LIQUIDATION 
AMOUNT 

LIQUIDATED 

AMOUNT 
ASSUMED BY 
SUCCESSOR 

BALANCE, 
DECEMBER 31, 

1919 
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CHAPTER VI  
COMMENTS 

For the great majority of accountants the comments un
doubtedly constitute the most d i f f i c u l t part of an audit report. 
Even to those possessing f a c i l i t y of expression the preparation 
of the comments i s often very perplexing. This part of the r e 
port requires the exercise of judgment and discrimination to a 
degree not usually demanded i n the preparation of the statements, 
p r a c t i c a l l y the sole requirement for which i s accounting technique. 

It may be stated as a postulate that comments should 
be limited to essentials. A m u l t i p l i c i t y of perfunctory comments 
may obscure points i t i s especially desired to bring to the at
tention of the c l i e n t . As importance i s r e l a t i v e rather than 
absolute, the determination of what i s important or essential de
mands the exercise of good judgment. Among things to be con
sidered are the size of the business; the f a m i l i a r i t y of the 
recipients of the report with the practices and methods of pro
fessional accountants; any peculiar circumstances regarding the 
purpose or object of the audit; and what may be known of the 
characteristics of the person or persons primarily interested 
in the report. 

It i s perhaps superfluous to say that the report 
should usually be more detailed, as to both comments and state
ments, for a small business than for a large one. This i s due 
not only to the fact that the audit of a smaller business i s 
l i k e l y to be more detailed, but also that the executive of a 
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l a r g e b u s i n e s s , or anyone e l s e who may have o c c a s i o n to read the 

r e p o r t on the company, i s u s u a l l y i n t e r e s t e d only i n the l a r g e r 

phases o f i t s a f f a i r s . 

When a r e p o r t i s addressed to a person who i s known 

to be u n f a m i l i a r w i t h the methods of p r o f e s s i o n a l a u d i t o r s i t 

i s u s u a l l y d e s i r a b l e , r e g a r d l e s s of the s i z e of the business, 

to comment i n some d e t a i l upon the extent and method o f v e r i f i 

c a t i o n of the s e v e r a l accounts. Where a c l i e n t i s thoroughly 

f a m i l i a r w i t h such matters, as i s u s u a l l y the case i n a l a r g e 

b u s i n e s s , the a s s e r t i o n that the accounts have been a u d i t e d i s 

s u f f i c i e n t and i t i s unnecessary to go i n t o d e t a i l r e g a r d i n g 

the p a r t i c u l a r items. However, i t w i l l be found that many 

c l i e n t s p r e f e r t o have some mention made, e i t h e r i n the com

ments or i n the c e r t i f i c a t e , o f the v e r i f i c a t i o n of cash and 

other a s s e t s r e a d i l y c o n v e r t i b l e i n t o c a s h . T h i s i s e a s i l y 

understood, as v e r i f i c a t i o n of such items i n v o l v e s not only the 

i n t e g r i t y of the accounts but the honesty of o f f i c e r s and em

p l o y e e s . In other words, those charged w i t h the custody of 

l i q u i d a s s e t s are very l i k e l y t o want the a u d i t report to give 

them a c l e a n b i l l of h e a l t h . 

The c h a r a c t e r o f the comments, no l e s s than the s t a t e 

ments, should be adapted to any p e c u l i a r f e a t u r e s of the engage

ment. For example, i f i t be known t h a t a r e p o r t i s to be sub

m i t t e d to p r o s p e c t i v e l e n d e r s , the comments should d e a l p a r t i c u 

l a r l y w i t h c u r r e n t a s s e t s and l i a b i l i t i e s , and should not i n c l u d e 

o b s e r v a t i o n s on the a c c o u n t i n g system, i n f o r m a t i o n r e g a r d i n g 

e r r o r s d i s c l o s e d but r e c t i f i e d , e t c . In a r e p o r t designed f o r a 
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p r o s p e c t i v e purchaser of the b usiness i t i s o f t e n a p p r o p r i a t e to 

i n c l u d e comments on i t s h i s t o r y , o r g a n i z a t i o n , and p e r s o n n e l . 

When c e r t a i n d e f i n i t e i n f o r m a t i o n i s sought i t i s 

u s u a l l y d e s i r a b l e to summarize i n the comments the information 

shown by e x h i b i t s and schedules, i n order to b r i n g out the 

s a l i e n t f a c t s . The accountant can u s u a l l y render c o n s i d e r a b l e 

a s s i s t a n c e to h i s c l i e n t by s t a t i n g h i s c o n c l u s i o n s i n s t e a d of 

merely f u r n i s h i n g the c l i e n t w i t h the necessary data i n the 

form of statements f o r the f o r m u l a t i o n of h i s own c o n c l u s i o n s . 

T h i s , however, does not mean t h a t statement matter should merely 

be repeated. 

Regardless of what might appear to be the general r e 

quirements i n an engagement, i n the p r e p a r a t i o n of both s t a t e 

ments and comments r e c o g n i t i o n should be given to any p e c u l i 

a r i t i e s or even i d i o s y n c r a s i e s of the i n d i v i d u a l s t o whom the 

r e p o r t i s to be rendered. For example, i t may be known that 

some person attaches a great d e a l of importance to the cash 

r e c e i p t s and disbursements of a business, notwithstanding that 

the accounts are kept on an a c c r u a l b a s i s . In that case i t i s , 

of course, i n order to render a summary of r e c e i p t s and d i s 

bursements, even though the c l a s s i f i c a t i o n of disbursements may 

be p r a c t i c a l l y meaningless. It may a l s o be known that a c e r t a i n 

i n d i v i d u a l i s e s p e c i a l l y i n t e r e s t e d i n some department of the 

b u s i n e s s - that i s , i n f a c t , h i s hobby. In such a case a p a r a 

graph r e l a t i n g to the o p e r a t i o n of that department may w e l l be 

i n s e r t e d i n the comments. 
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In most r e p o r t s designed t o f u r n i s h i n f o r m a t i o n t o the 

c l i e n t h i m s e l f , i t i s g e n e r a l l y thought a p p r o p r i a t e t o i n c l u d e 

some comment on the adequacy o f the a c c o u n t i n g system and the 

e f f i c i e n c y o f the o f f i c e p e r s o n n e l . Of course, i n an o r d i n a r y 

a u d i t o p p o r t u n i t y i s not u s u a l l y a f f o r d e d f o r c o n c l u s i v e i n v e s t i 

g a t i o n a l o n g these l i n e s , but such impressions as may be gathered 

are l i k e l y to be i n t e r e s t i n g t o the c l i e n t , e s p e c i a l l y i f i t i s 

the f i r s t engagement. 

In what order should comments be arranged. Since most 

comments r e l a t e to the items o f the statements, u s u a l l y e x p l a i n 

i n g t h e i r composition, changes i n them d u r i n g the a u d i t p e r i o d , 

o r the extent o r method of v e r i f i c a t i o n , i t seems l o g i c a l t o 

arrange the comments i n the order o f the appearance o f the items 

i n the statements, E x h i b i t "A" t a k i n g precedence over E x h i b i t 

"B," e t c . Remarks of a g e n e r a l nature may then conclude the 

comments, u n l e s s they are o f an i n t r o d u c t o r y nature, as a de

s c r i p t i o n of the o r g a n i z a t i o n o f the b u s i n e s s , i n which case 

they should be p l a c e d at the b e g i n n i n g of the comments. 

At t h i s p o i n t i t seems a p p r o p r i a t e t o s t a t e t h a t the 

accountant may not s a f e l y ignore the importance o f good language 

and s t y l e . An e x c e l l e n t d i s s e r t a t i o n on t h i s s u b j e c t i s con

t a i n e d i n an a r t i c l e by Mr. H o r a t i o N. Drury appearing in "The 

Pace Student" f o r October, 1919, from which t h e f o l l o w i n g i s 

quoted: 

"Paragraphs should be n e i t h e r so lo n g as t o 
make i t d i f f i c u l t t o grasp the c e n t r a l i d e a , nor so 
short as t o give the impression o f a fragmentary de-
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velopment o f the thought. In many paragraphs, 
short t o p i c sentences, sentences of summary, 
and sentences o f t r a n s i t i o n can be used to ad
vantage. Long, round-about sentences should 
be avoided. Short, simply framed sentences 
are the e a s i e s t to understand, though as to the 
l e n g t h o f the sentence, the p r i n c i p l e of v a r i e t y 
should not be l o s t s i g h t o f ; and, of course, 
there should never be any qu e s t i o n about the 
grammatical c o r r e c t n e s s o f a sentence. 

"As f o r words and phrases, the p r i n c i p l e 
of s i m p l i c i t y o b t a i n s here as w e l l . Heavy, 
p o l y s y l l a b i c words and cumbersome t u r n s of 
phrase should give way to simple idioms and 
Anglo-Saxon words wherever p o s s i b l e . C o l l o q u i 
a l i s m s and slang, i t i s needless t o say, are 
always out of p l a c e i n a r e p o r t . S i m p l i c i t y of 
s t y l e never r e q u i r e s the use of an e x p r e s s i o n 
that i s not i n reputable s t a n d i n g . Then, too, 
a midway course should be s t e e r e d between pro
l i x i t y o f s t y l e , on the one hand, and undue 
b r e v i t y , on the ot h e r . The f a c t s should be 
made c l e a r , but i n as few words as p o s s i b l e . 

"As r e s p e c t s the tone o f a r e p o r t , a few 
cautions may be h e l p f u l . Sarcasm and f l i p p a n c y 
lower the tone o f a r e p o r t and should always be 
avoided. D i g n i t y and i m p e r s o n a l i t y o f tone are 
to be s t r i v e n f o r ; and these q u a l i t i e s can be 
secured only when the accountant expresses him
s e l f i n h i s r e p o r t s u c c i n c t l y and d i r e c t l y , and 
i n accordance w i t h the canons o f good t a s t e . 
It i s f a c t s , not the embellishments of the f a c t s , 
t h a t c l i e n t s look f o r and must have i f they are 
to mend t h e i r t e c h n i c a l and managerial mistakes 
o f omission and commission." 

The d e s i r a b i l i t y o f i m p e r s o n a l i t y o f ex p r e s s i o n may 

w e l l be emphasized. The e f f e c t o f many r e p o r t s has been s p o i l e d 

by the r e i t e r a t i o n o f the p e r s o n a l pronoun. 

The use of c a p t i o n s i s an important f e a t u r e o f the pr e 

p a r a t i o n o f t e x t matter i n a r e p o r t . Some system should be 

adopted whereby the reader may be enabled t o d i f f e r e n t i a t e be

tween p r i n c i p a l and s u b s i d i a r y c a p t i o n s . It makes l i t t l e d i f f e r -
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ence how t h i s i s done, but f o r the present purpose the f o l l o w i n g 

w i l l be adopted: p r i n c i p a l c a p t i o n s - c a p i t a l s , centered, double 

underscore ( h e r e i n a f t e r termed "center c a p t i o n s " ) ; s u b s i d i a r y to 

center c a p t i o n s - c a p i t a l s , f l u s h w i t h l e f t margin, without 

underscore ( h e r e i n a f t e r termed " s i d e c a p t i o n s " ) ; s u b s i d i a r y t o 

side c a p t i o n s - c a p i t a l s and small l e t t e r s , indented two spaces 

from l e f t margin, s i n g l e underscore ( h e r e i n a f t e r termed "sub

side c a p t i o n s " ) . To i l l u s t r a t e , assume that i t i s d e s i r e d to 

comment upon t h i s group of balance sheet items: 

INVESTMENTS, $ 50,000.00 

CURRENT ASSETS: 
Cash: 

General Funds,.... $ 70,000.00 
Coupon and Dividend Ac

counts, 30,000.00 
Accounts Receivable: 

Customers, ..... 150,000.00 
O f f i c e r s and Employees,.. 50,000.00 

T o t a l Current A s s e t s , . . . . . . 300,000.00 

The f o l l o w i n g c a p t i o n s may be employed: 

INVESTMENTS - $50,000.00 

CURRENT ASSETS 

CASH 

General Funds - $70,000.00  

Coupon and Dividend Accounts - $30,000.00 

ACCOUNTS RECEIVABLE 

Customers - $150,000.00 

O f f i c e r s and Employees - $50,000.00 
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While i t may be necessary to employ as many captions 

as the above, i t i s d e s i r a b l e to s i m p l i f y the arrangement as 

much as p r a c t i c a b l e . In c e r t a i n cases, f o r the sake of s i m p l i c i 

ty, the c a p t i o n Current Assets may be omitted a l t o g e t h e r ; o r i f 

some general comment on a l l of the c o n s t i t u e n t items i s made, 

or the comment on each item i s l i m i t e d to one paragraph, that 

c a p t i o n may be r e t a i n e d and the s u b s i d i a r y c a p t i o n s omitted. 

It i s seldom necessary t o employ the ca p t i o n s s u b s i d i a r y to 

Cash, but i t may be a p p r o p r i a t e t o use them i f there are ex

tensive comments which do not apply to both items of Cash. The 

same p r i n c i p l e a p p l i e s to the ca p t i o n s under Accounts Receivable. 

Furthermore, i t may not be necessary to comment upon some of the 

items at a l l . I f , f o r example, under the head of Accounts Re

c e i v a b l e i t i s d e s i r e d to cover only the customers' accounts, i t 

i s wise to use the c a p t i o n "Accounts Receivable - Customers -

$150,000.00." 

When commenting upon items appearing i n the balance 

sheet or any other statement i t i s u s u a l l y w e l l to in c l u d e the 

amounts of the items i n the ca p t i o n s , as above. It i s unneces

sary to show the t o t a l s of groups such as Current A s s e t s . 

It i s sometimes d e s i r a b l e to c o n s o l i d a t e the presen

t a t i o n and comments. There are a l s o cases where i t seems d e s i r 

able to include comments on p a r t i c u l a r items of a statement as 

par t of that statement, that i s , to make e l a b o r a t e f o o t n o t e s 

explanatory of, or q u a l i f y i n g , the s e v e r a l items. 

It may be w e l l to c a u t i o n a g a i n s t making a s s e r t i o n s 

i n the report that may l a y the accountant open to p r o s e c u t i o n f o r 
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l i b e l . T h i s i s a p e r t i n e n t matter i n connection with r e p o r t s on 

a l l e g e d f r a u d . In d o u b t f u l cases the accountant should consult 

an attorney, or be very c a r e f u l to q u a l i f y any a c c u s a t i o n s of 

g u i l t he may make. 

Comments on Balance Sheet Items 

F o l l o w i n g i s an o u t l i n e o f the p o i n t s which may be 

covered i n f a i r l y complete comments on the audit of a manufactur

i n g or m e r c a n t i l e c o r p o r a t i o n : 

Cash. Unless the cash balance i s d e t a i l e d i n the b a l 

ance sheet, the comments may show the composition of the balance, 

as t o the amounts on deposit and on hand, e i t h e r i n t o t a l or i n 

d e t a i l . It i s seldom necessary to give more d e t a i l o f cash on 

hand than the amount of each of the funds. I f any c o n s i d e r a b l e 

amount o f cash i s represented by time c e r t i f i c a t e s of d e p o s i t , 

that f a c t should be d i s c l o s e d i n the balance sheet. 

It should u s u a l l y be s t a t e d whether or not the cash 

balances have been v e r i f i e d , and i f so, i n what manner, as by 

o b t a i n i n g c e r t i f i c a t i o n s from d e p o s i t a r i e s and by count o f the 

cash on hand at a c e r t a i n date. I f there are c e r t i f i c a t e s of 

d e p o s i t , i t i s i n order t o s t a t e t h a t they have been i n s p e c t e d . 

I f the working funds at the time of the count include 

an i n o r d i n a t e amount of advances or expense items, that should 

be brought out i n the comments u n l e s s the accounts are adjusted; 

and even then i t may be d e s i r a b l e t o mention the c o n d i t i o n w i t h 
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r e s p e c t to advances. When the a u d i t i s made some time a f t e r the 

date of the balance sheet, i t i s u s u a l l y impossible to determine 

what the composition of p e t t y cash funds was at that date, but 

i t i s a p p r o p r i a t e , i f necessary, to comment upon the c o n d i t i o n 

of the funds at the time of the count. 

Cash on deposit f o r r e s t r i c t e d purposes, such as 

i n t e r e s t and d i v i d e n d accounts, s i n k i n g fund d e p o s i t s , escrow 

d e p o s i t s , s u r e t y d e p o s i t s , e t c . , w i l l of course be v e r i f i e d 

and may be commented upon i n the same manner as curr e n t funds, 

but such d e p o s i t s should not be c l a s s i f i e d as current a s s e t s 

u n l e s s they represent funds f o r payment of c u r r e n t l i a b i l i t i e s . 

Notes and Acceptances R e c e i v a b l e . I t i s i n order to 

s t a t e , i n more or l e s s d e t a i l , that these instruments were i n 

spected, were found to have been c o l l e c t e d subsequent to the 

d a l e o f the balance sheet, or were otherwise accounted f o r . I f 

the notes are secured i t may be s t a t e d that the c o l l a t e r a l has 

been i n s p e c t e d . I f any o f the items are p a s t due, or are known 

to have been renewed from time to time, the f a c t should be 

mentioned. In t h i s connection, i t i s a p p r o p r i a t e to remark i n 

the comments upon the adequacy of the reserve f o r d o u b t f u l 

n o t e s . 

Accounts R e c e i v a b l e . Accounts r e c e i v a b l e should 

u s u a l l y be p l a i n l y d e signated i n the balance sheet as to custom

e r s ' accounts and others, and should t h e r e f o r e r e q u i r e no com

ment i n that r e g a r d . I f accounts other than customers' are 
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shown i n one item, i t i s o f t e n d e s i r a b l e to give t h e i r d e t a i l s 

i n the comments, together w i t h any necessary remarks r e g a r d i n g 

t h e i r c o l l e c t i b i l i t y . 

It should not be necessary to s t a t e that the t r i a l 

balances of the s u b s i d i a r y l e d g e r s have been checked u n l e s s 

the aggregate of the d e t a i l accounts i s , or has been, out of 

balance w i t h the c o n t r o l l i n g account. I f the accounts have not 

been v e r i f i e d except t o the extent of determining that the aggre

gate of the d e t a i l s has been found to be i n agreement with the 

amount shown by the general ledger, i t may be d e s i r a b l e to s t a t e 

the f a c t . 

I f requests f o r c o n f i r m a t i o n have been sent to debtors, 

some i n f o r m a t i o n should be given i n the comments r e g a r d i n g the 

p r o p o r t i o n confirmed, both as to number of accounts so confirmed 

and t h e i r amount, and any important exceptions taken by the 

debtors. 

Some comment should u s u a l l y be made on the c o n d i t i o n 

of the customers' accounts w i t h r e s p e c t to t h e i r age and proba

b l e c o l l e c t i b i l i t y - to give some i n d i c a t i o n o f the a c t u a l 

value of the accounts and of the promptness w i t h which c o l 

l e c t i o n s are made. For t h i s purpose i t i s seldom necessary to 

f u r n i s h a complete t a b u l a t i o n of the accounts by dates, but i t 

i s a p p r o p r i a t e , i n many cases, to summarize by p e r i o d s the 

balances c o n s i d e r a b l y i n a r r e a r s . For example, i t may be s t a t e d 

that "Included i n the accounts at December 31, 1919, are charges 

dated as f o l l o w s : 
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J u l y 1 to September 30, 1919, 
A p r i l 1 to June 30,1919...... 
January 1 to March 31, 1919,. 
P r i o r to January 1, 1919, 

$10,000.00 
5,000.00 
2,000.00 
1,000.00" 

While such i n f o r m a t i o n as the f o r e g o i n g may be c a l l e d 

f o r , i t i s g e n e r a l l y unwise f o r an accountant to express an un

q u a l i f i e d o p i n i o n r e g a r d i n g the c o l l e c t i b i l i t y o f apparently 

d o u b t f u l accounts without having d i s c u s s e d them with the person 

h a n d l i n g c r e d i t s . It may be s t a t e d that "The accounts were 

reviewed w i t h the c r e d i t man, i n whose o p i n i o n a l l are c o l 

l e c t i b l e " , p r o v i d e d the accountant has no reason to d i s a g r e e 

w i t h the c r e d i t man; however, i t i s b e t t e r , i f p o s s i b l e , to 

make a more p o s i t i v e a s s e r t i o n , e. g.: "The accounts were r e 

viewed w i t h the c r e d i t man, and i t appears t h a t a l l but $__ 

are c o l l e c t i b l e . " Of course i t i s h i g h l y d e s i r a b l e , i f p o s s i b l e , 

t o s t a t e that "The accounts are curren t and appear to be c o l 

l e c t i b l e . " 

I t i s w e l l to show a comparison of the amount of doubt

f u l accounts w i t h the amount o f the reserve a g a i n s t such accounts. 

Accrued I n t e r e s t (And S i m i l a r Items) R e c e i v a b l e . It 

appears to be unnecessary f o r the a u d i t o r to comment upon such 

items u n l e s s there are unusual circumstances, as, f o r example, 

when the c l i e n t ' s computation has been found i n c o r r e c t and not 

r e c t i f i e d . 

I n v e n t o r i e s . Unless s t a t e d i n the balance sheet, 

i n f o r m a t i o n should be given as to whether p h y s i c a l i n v e n t o r i e s 
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have been taken; a l s o as to the p r i c e s used - whether they r e p r e 

sent cost ( a c t u a l or estimated), market values, o r are a r b i t r a r y . 

If p h y s i c a l i n v e n t o r i e s have not been taken, something should be 

s a i d r e g a r d i n g the apparent accuracy of the book i n v e n t o r i e s as 

to q u a n t i t i e s , and the system employed as to v a l u e s . Such 

va l u e s u s u a l l y represent cost, but they may be the l a t e s t cost 

or the average cost over a c e r t a i n p e r i o d . 

It i s i n order to s t a t e whether the accountant assumes 

any r e s p o n s i b i l i t y f o r the q u a n t i t a t i v e f e a t u r e of the inventory, 

and the extent of v e r i f i c a t i o n of computations and p r i c e s . If 

there i s any evidence of the i n c l u s i o n of ob s o l e t e goods at 

f u l l p r i c e s that f a c t should be s t a t e d . 

S e c u r i t i e s . It i s a p p r o p r i a t e to remark t h a t s e c u r i 

t i e s owned or h e l d f o r others (such as employees' L i b e r t y Loan 

bonds) have been i n s p e c t e d or have been confirmed by pledgees 

or d e p o s i t a r i e s . In the case of temporary investments, i f the 

market value i s m a t e r i a l l y over or under the book value that 

f a c t should be mentioned, un l e s s i t i s d i s c l o s e d by the balance 

sheet or schedule. As to s e c u r i t i e s of s u b s i d i a r y companies, 

unl e s s a c o n s o l i d a t e d balance sheet i s rendered, i t i s d e s i r a b l e , 

i f p r a c t i c a b l e , to give some i n f o r m a t i o n r e g a r d i n g the value of 

the s e c u r i t i e s as d i s c l o s e d by the books or r e p o r t s of the sub

s i d i a r y companies. 

S i n k i n g Fund. I f the s i n k i n g fund p r o v i s i o n s o f 

mortgages are not being complied with, the. f a c t should be the 
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subject of comment. The v e r i f i c a t i o n of s e c u r i t i e s and cash i n 

the s i n k i n g fund, by c e r t i f i c a t i o n of the t r u s t e e , may be 

mentioned. 

P r o p e r t y . Unless the p r o p e r t y i s summarized, i n the 

balance sheet or i n a schedule by c l a s s e s and l o c a t i o n s , i t may 

be w e l l to give a summary i n the comments. I f the items of 

such c l a s s i f i c a t i o n are few, they are u s u a l l y given i n the 

balance sheet, and sometimes a l s o i n the comments; i f many, 

they are u s u a l l y shown i n a schedule or not at a l l . I t i s 

o f t e n a p p r o p r i a t e a l s o to show a comparison of the d e p r e c i a t i o n 

r e s e r v e s with the corresponding property accounts. 

Many c l i e n t s l i k e t o be informed r e g a r d i n g the changes 

i n the property accounts d u r i n g the a u d i t p e r i o d . The d e t a i l to 

which t h i s i s c a r r i e d out depends o b v i o u s l y upon the s i z e of the 

b u s i n e s s . I f an a p p r o p r i a t i o n system i s maintained, i t i s i n t e r 

e s t i n g to compare the expenditures f o r a d d i t i o n s to p r o p e r t y with 

the amounts a p p r o p r i a t e d t h e r e f o r . 

I f the r a t e s of d e p r e c i a t i o n are subject to c r i t i c i s m 

the f a c t should be noted i n the comments. I f the p r o p e r t y ac

counts have not been examined p r i o r to the current a u d i t p e r i o d 

i t i s i n order to make a q u a l i f y i n g a s s e r t i o n to that e f f e c t . 

Good-Will, Patents, Trade-Marks, E t c . U s u a l l y ac

counts of t h i s c h a r a c t e r r e q u i r e comment only i n cases where 

some s p e c i a l i n t e r e s t a t t a c h e s t o the q u e s t i o n of the c o n s i d e r a 

t i o n g i v e n by the company f o r such a s s e t s , where a m o r t i z a t i o n 
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has not been computed c o r r e c t l y , or where there has been a charge 

t o the account d u r i n g the a u d i t p e r i o d . 

D e f e r r e d Charges. In the case of o r d i n a r y advance pay

ments of expenses such as Insurance, i n t e r e s t , and taxes, and 

a l s o i n the case of such items as d i s c o u n t on bonds, no comment 

seems necessary u n l e s s there has been a c o n s i d e r a b l e change dur

i n g the p e r i o d , or u n l e s s t h e r e i s an unadjusted d i f f e r e n c e of 

c o n s i d e r a b l e amount between the computations of the accountant 

and those of the company. As to expenditures which are b e i n g 

amortized over i n d e f i n i t e p e r i o d s , such as o r g a n i z a t i o n expenses, 

or items h e l d i n suspense, some e x p l a n a t i o n or q u a l i f i c a t i o n may 

be necessary. 

Notes and Acceptances Payable. Unless a schedule of 

these l i a b i l i t i e s i s rendered, showing f u l l d e t a i l s , i t i s 

u s u a l l y a p p r o p r i a t e t o g i v e i n the comments some i n f o r m a t i o n r e 

g a r d i n g t h e i r m a t u r i t i e s , the r a t e of i n t e r e s t , and any c o l 

l a t e r a l s e c u r i t y . The I n f o r m a t i o n may be g i v e n i n the form of 

a summary. However, these d e t a i l s may have no p r a c t i c a l value 

i f c o n s i d e r a b l e time has e l a p s e d between the date of the balance 

sheet and the r e n d e r i n g of the r e p o r t . Mention may be made of 

the v e r i f i c a t i o n of the amounts by c o n f i r m a t i o n of the payees, 

i f c o n f i r m a t i o n s have been o b t a i n e d . 

Accounts Payable. I t i s not necessary i n most cases 

t o s t a t e t h a t the d e t a i l accounts payable are i n agreement with 

the c o n t r o l . Of course, i f they are not i n agreement, the f a c t s 
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should be s t a t e d . I f the balance sheet item i n c l u d e s any con

s i d e r a b l e amount r e p r e s e n t i n g other than t r a d e accounts, i t may 

be d e s i r a b l e to show i t s composition i n the comments. 

Dividends Payable. I t may be d e s i r a b l e t o give i n the 

comments d e t a i l s of t h i s item as t o whether common or p r e f e r r e d , 

when de c l a r e d , and when payable. 

Accrued Accounts ( P a y a b l e ) . I t may be wise i n some 

cases to e x p l a i n the items under t h i s c a p t i o n , e s p e c i a l l y i f 

the accountant has set them up h i m s e l f . It may be e x p l a i n e d 

t h a t the amount o f accrued wages i s a c e r t a i n p r o p o r t i o n of the 

p a y - r o l l f o r a c e r t a i n week. The c l a s s of taxes represented i n 

the accrued account and whether the l i a b i l i t y has been d e f i n i t e 

l y determined o r has been estimated upon a c e r t a i n b a s i s may 

a l s o be p o i n t e d out. Any d i f f e r e n c e s between the accountant's 

and the company's computations not s u f f i c i e n t l y important to 

r e q u i r e r e c t i f i c a t i o n , may be made the subject o f comment. 

Funded Debt. It i s i n o r d e r t o comment upon the 

v e r i f i c a t i o n o f s e c u r i t i e s i s s u e d and those i n the t r e a s u r y . 

I f there has been a change i n the s i t u a t i o n d u r i n g the p e r i o d 

under review i t may be w e l l t o e x p l a i n the change. 

De f e r r e d C r e d i t s . The comments, i f any, to be made 

on these items w i l l depend upon the circumstances i n each 

p a r t i c u l a r case, the p r i n c i p l e b e i n g t h a t the balance sheet 

d e s c r i p t i o n o f the items may be supplemented by the comments 

f o r adequate e x p l a n a t i o n o r q u a l i f i c a t i o n . 
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Reserves f o r D e p r e c i a t i o n . The l o c a t i o n of the com

ments on these r e s e r v e s i s governed by the treatment of the 

r e s e r v e s i n the balance sheet; the subject should be covered 

under the head of the corresponding asset accounts i f the r e 

serves are deducted; otherwise, under the head of l i a b i l i t i e s . 

The comments w i l l u s u a l l y s t a t e the r a t e s of d e p r e c i 

a t i o n f o r the s e v e r a l c l a s s e s of p r o p e r t y and summarize any 

charges to the r e s e r v e s on account of replacements. They may 

a l s o s t a t e whether the r a t e s were a p p l i e d to the book balances 

at the beginning or at the end of the p e r i o d . 

While accountants are not expected to be engineers 

or a p p r a i s e r s they are not warranted i n o v e r l o o k i n g d e f i c i e n t 

or excessive p r o v i s i o n f o r d e p r e c i a t i o n ; and i f the r a t e s used, 

or t h e i r a p p l i c a t i o n , i s g r o s s l y i r r e g u l a r the accountant should 

p r o t e c t h i m s e l f by a q u a l i f i c a t i o n i n the comments, i f not i n 

the balance sheet i t s e l f . I t may be mentioned at t h i s p o i n t 

that i t i s o f t e n a p p r o p r i a t e to d i r e c t a t t e n t i o n to the comments 

by r e f e r e n c e to them i n the items of the statements. T h i s i s 

u s u a l l y done by the expression, i n parentheses, "See comments." 

Reserve f o r Doubtful Accounts. The p r i n c i p a l p o i n t 

t o be covered w i t h r e g a r d to t h i s r e s e r v e i s i t s adequacy as 

i n d i c a t e d by the review of the accounts to which i t r e l a t e s . 

It may a l s o be d e s i r a b l e to s t a t e the b a s i s f o r the c r e d i t s to 

the r e s e r v e and give i n f o r m a t i o n r e g a r d i n g the accounts w r i t t e n 

o f f a g a i n st i t d u r i n g the p e r i o d under review. A l l t h i s may 

be a p p r o p r i a t e l y covered under the c a p t i o n Accounts R e c e i v a b l e . 
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Reserve for Taxes. In the opinion of the author, a 
provision for taxes not due i s an accrued l i a b i l i t y rather than 
a reserve, and the only j u s t i f i c a t i o n for ever treating i t as 
a reserve i s on the ground of expediency. However, i f i t i s 
shown i n the balance sheet as a reserve the comments may amplify 
the description by explaining for what taxes provision i s made 
and the basis for computation or estimate. 

Reserve for Sinking Fund. In the opinion of the 
writer, whenever such a reserve i s encountered the accountant 
should c a l l attention to the f a l l a c y and the ultimate effect 
of carrying i t , which have been f u l l y discussed under the same 
caption in Chapter I I . 

Reserve for Contingencies. Comment should be made 
upon the necessity, i f any, for t h i s reserve. For example, i t 
may be stated that there i s certain l i t i g a t i o n pending or that 
the company i s contingently l i a b l e in respect of certain en
dorsements or guaranties. Any charges to the reserve during 
the audit period should be explained. Any such reserve should 
be created by charges to P r o f i t and Loss or Surplus; i f not, 
the facts should be c l e a r l y stated i n the report. 

Capital Stock. Something may be said regarding the 
v e r i f i c a t i o n or examination of the c a p i t a l stock. It may be 
stated that the number of shares outstanding at the date of 
the balance sheet was v e r i f i e d by c e r t i f i c a t i o n of the registrar 



203 

or t r a n s f e r agent; t h a t the c e r t i f i c a t e book and stock l e d g e r 

were examined and found to show the number of shares c a l l e d f o r 

by the g e n e r a l ledger; o r that the t r a n s f e r s d u r i n g the p e r i o d 

were checked. I f there i s t r e a s u r y stock i t i s i n order to 

s t a t e that the c e r t i f i c a t e s t h e r e f o r were i n s p e c t e d . 

Any changes d u r i n g the p e r i o d i n the c a p i t a l stock 

outstanding, i s s u e d , or s u b s c r i b e d f o r w i l l g e n e r a l l y be com

mented upon. The c o n s i d e r a t i o n r e c e i v e d by the company f o r 

new stock i s s u e s may be mentioned. 

Surp l u s . Surplus may appear i n the balance sheet 

as one or two items. I f the e n t i r e s u r p l u s r e p r e s e n t s earn

ings, i t i s u s u a l l y d e s i g n a t e d merely as Surplus; i f not, the 

items are u s u a l l y d e s c r i b e d by some such terms as C a p i t a l 

Surplus and P r o f i t and Loss Surplus. T h i s subject has been 

d i s c u s s e d more f u l l y i n Chapter I I . 

As t o C a p i t a l Surplus, i t i s important that the r e 

p o r t g i v e , e i t h e r i n the balance sheet o r i n the comments, 

f u l l i n f o r m a t i o n r e g a r d i n g the source o f the s u r p l u s . The com

ments should a l s o f u r n i s h an e x p l a n a t i o n o f any changes i n the 

account d u r i n g the a u d i t p e r i o d . 

The Surplus o r P r o f i t and Loss Surplus as shown on the 

balance sheet seldom r e q u i r e s comment, s u f f i c i e n t i n f o r m a t i o n be

i n g g i v e n i n the su p p o r t i n g Statement o f Income and P r o f i t and 

Loss or i n the summary cont a i n e d i n the balance sheet i t s e l f . 

However, i t may be d e s i r a b l e t o d i r e c t the c l i e n t ' s s p e c i a l 

a t t e n t i o n t o c e r t a i n charges or c r e d i t s f o r the p e r i o d , which 
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may or may not appear i n the statements, or to furnish certain com
parative figures or summaries by percentages, etc. - a l l of which may 
appropriately be given under the head of Operations. Some of these 
w i l l be exemplified l a t e r . 

If adjustments have been made i n the preparation of the 
statements, which have not been entered on the books, i t i s well to 
furnish at least a reconcilement of the amounts of surplus as shown 
by the books and by the balance sheet. Such adjustments are often 
shown i n a separate exhibit, i n the form of journal entries or other
wise, but frequently the same p r a c t i c a l object can be accomplished 
i n a more concise manner by explaining in the comments the changes 
that have been made i n the surplus as shown by the books. 

Complete Comments 
Following appears an i l l u s t r a t i o n of f a i r l y extensive 

comments on a complete audit of the accounts of a manufacturing 
corporation, prepared for the sole purpose of exemplifying the 
treatment of s p e c i f i c subjects and without any regard for cohesion 
or consistency, 

JOHN DOE & COMPANY, INC. 
COMMENTS ON THE AUDIT 

FOR THE YEAR ENDED DECEMBER 31, 1919  

CASH - $10,549.27 
The cash balance at December 31, 1919, consisted of the following: 

On hand: 
New York o f f i c e , $ 500.00 
Chicago o f f i c e , 100.00 

On deposit: 
Hanover National Bank, New York, 5,526.59 
F i r s t National Bank, Chicago, 2,422.68 

In t r a n s i t from Chicago to New York, 2,000.00 
Total, $10,549.27 
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The cash on hand at New York was v e r i f i e d by count on 

January 6, 1920. The Chicago working fund was not v e r i f i e d ex

cept by r e f e r e n c e to a r e p o r t from that o f f i c e . The balances on 

d e p o s i t were v e r i f i e d by c e r t i f i c a t i o n s o b t a i n e d from the banks, 

and the cash i n t r a n s i t was found to have been d e p o s i t e d i n 

New York on January 3, 1920. 

We suggest that c o n s i d e r a t i o n be g i v e n to r e s t o r i n g 

to the cash account the amounts o f s e v e r a l p a y - r o l l checks which 

have been outs t a n d i n g f o r more than three y e a r s . We understand 

that the payees have l e f t the employ of the Company and that no 

c l a i m f o r payment has been made. 

WORKING FUNDS - $2,000.00 

The working funds are i n the hands of salesmen, as 

evidenced by t h e i r r e p o r t s on f i l e . 

A l l expenses had been c l e a r e d at December 31, 1919, but 

as r e p o r t s a r e made weekly i t f r e q u e n t l y happens that expenses 

are not charged i n the proper month. We suggest that r e p o r t s be 

made on the 10th, 20th, and l a s t day o f each month. 

NOTES AND ACCEPTANCES RECEIVABLE - $25,652.74 

The notes and acceptances a t December 31, 1919, were 

i n s p e c t e d by us, w i t h the e x c e p t i o n of those which had been c o l 

l e c t e d from January 1 to 15, 1920. A l l are trade o b l i g a t i o n s , 

but two notes, aggregating $1,046.27, are past due. We are i n 

formed that these are regarded as c o l l e c t i b l e . 
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ACCOUNTS RECEIVABLE 

CUSTOMERS - $105,326.27 

The customers were not requested to confirm t h e i r balances. 

The accounts were reviewed i n d e t a i l and were d i s c u s s e d w i t h the 

Treasurer as to t h e i r c o l l e c t i b i l i t y . It appears that the probable 

l o s s e s w i l l not exceed $5,000.00, which i s w e l l w i t h i n the amount 

of the reserve p r o v i d e d f o r that purpose. 

OTHERS - $5,976.43 

These accounts are as f o l l o w s : 

C. D., employee - loan, $1,000.00 
Sundry employees - on account of L i b e r t y Loan 

bond s u b s c r i p t i o n s , 3,250.00 
Debit balances i n Accounts Payable ledger, 

r e p r e s e n t i n g overpayments, 427.56 
R a i l r o a d claims, .... 1,298.87 

T o t a l , $5,976.43 

The loan to C. D. i s secured by a l i f e insurance p o l i c y 

f o r $3,000.00 assigned to the Company, the cash surrender value of 

which i s $1,126.47. I n t e r e s t i s b e i n g charged on the loan at 6%. 

The amount of $3,250.00 due from employees on t h e i r sub

s c r i p t i o n s f o r L i b e r t y Loan bonds was found to be supported by the 

d e t a i l r e c o r d s . F o l l o w i n g i s a summary of the accounts r e p r e s e n t 

i n g employees' s u b s c r i p t i o n s which had not been c l o s e d at December 

31, 1919: 

T h i r d Fourth V i c t o r y 
T o t a l Loan Loan Loan 

Bonds s u b s c r i b e d f o r by em
ployees and purchased by 
the Company, $20,000.00 $5,000.00 $7,000.00 $8,000.00 

Payments by employees,.... 16,750.00 4,750.00 6,500.00 5,500.00 
Balance due from employees, 3,250.00 250.00 500.00 2,500.00 
Bonds d e l i v e r e d to employees 16,500.00 4,700.00 6,400.00 5,400.00 
Bonds h e l d f o r d e l i v e r y upon 

completion of payments,. 3,500.00 300.00 600.00 2,600.00 
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We i n s p e c t e d the bonds h e l d , a g g r e g a t i n g $3,500.00, as 

shown above. 

The r a i l r o a d claims are c u r r e n t , e x c e p t i n g two aggregat

i n g $325.46, which were f i l e d i n 1918 and which have not been 

prosecuted as d i l i g e n t l y as p o s s i b l e . A l l of the claims appear 

t o be v a l i d . 

MARKETABLE SECURITIES - $93,000.00 

The s e c u r i t i e s c a r r i e d as temporary investments are as 

f o l l o w s : 

Par Value Book Value 

U n i t e d States L i b e r t y Loan bonds and 
notes: 
Second, 4%,. $25,000.00 $23,800.00 
Fourth, 4-1/4%, 20,000.00 19,200.00 
V i c t o r y , 4-3/4%, . 25,000.00 25,000.00 

Uni t e d S t a t e s Treasury 4-1/2% C e r t i f i c a t e s 
of Indebtedness, due May 15, 1920, . 25,000.00 25,000.00 

T o t a l , $95,000.00 $93,000.00 

The above book v a l u e s represent c o s t . The s e c u r i t i e s 

were i n s p e c t e d by us, with the exc e p t i o n of the V i c t o r y Loan 

notes, which are pledged as s e c u r i t y f o r a note payable of 

$20,000.00. 

INVENTORIES - $325,167.29 

P h y s i c a l i n v e n t o r i e s o f f i n i s h e d goods, work i n process, 

and m a t e r i a l s and s u p p l i e s were taken by employees of the Company 

as o f December 31, 1919, and p r i c e d a t c o s t as shown by the 

r e c o r d s . 
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The book costs of f i n i s h e d goods appear to be s l i g h t 
ly excessive, as credits to the Finished Goods Inventory account 
during the year based upon such costs resulted i n a reduction 
of the book inventory at the end of the year to approximately 
$50,000.00 below the physical inventory, which amount i s about 
3% of the recorded cost of goods sold. However, any over
valuation of finished goods i s probably f u l l y offset by an 
undervaluation of work i n process, in the p r i c i n g of which no 
consideration i s given to factory overhead expenses. We recom
mend that the unit costs established for finished goods be 
reviewed with a view to t h e i r reduction i n some cases, and 
that hereafter i n the valuation of work i n process a l l elements 
of factory cost be included. 

The inventory prices of materials and supplies, and 
the computations of a l l inventories, were tested by us. 

INVESTMENTS - $125,341.89 
The c e r t i f i c a t e s for the 1,000 shares of c a p i t a l 

stock of the E. F. Company (the entire issue) were examined by 
us. We have not audited the accounts of that Company, but a 
report on f i l e shows a surplus of $32,659.87 at December 31, 
1919, and net income of $20,000.00 for the year 1819. D i v i 
dends amounting to 10%, $10,000.00, were received during the 
year. 

The item Real Estate, $25,341.89, represents business 
property i n Bridgeport, Connecticut, which was taken over during 
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the year i n settlement o f notes r e c e i v a b l e and i n t e r e s t , aggre

g a t i n g the amount at which the p r o p e r t y i s v a l u e d . The deed to 

the property was examined 

SINKING FUND - $58,347.65 

The s e c u r i t i e s and cash i n the s i n k i n g fund at 

December 31, 1919, were v e r i f i e d by c e r t i f i c a t i o n o b t a i n e d from 

the t r u s t e e . 

F o l l o w i n g i s a summary of the cash t r a n s a c t i o n s of the 

t r u s t e e d u r i n g the year: 

Balance uninvested, January 1, 1919,. $ 678.24 
P a i d by the Company, i n accordance w i t h 

the terms of the mortgage, 12,500.00 
T o t a l , $13,178.24 

Purchases of the Company's bonds -
$13,000.00 at 95%, 12,350.00 

Balance uninvested, December 31, 1919,.... $ 828.24 

The d i s c o u n t o f $650.00 on the bonds purchased d u r i n g 

the year was c r e d i t i e d t o P r o f i t and Loss, as shown by E x h i b i t 

"B." 

PROPERTY ( l e s s r e s e r v e s f o r d e p r e c i a t i o n ) - $226,000.00 

We examined the l a r g e r e n t r i e s i n the property ac

counts from the o r g a n i z a t i o n of the Company i n 1910, and a u d i t e d 

i n d e t a i l the e n t r i e s d u r i n g the ye a r 1919. Except as o t h e r 

wise noted, the balances appear to represent the cost of the 

property now i n s e r v i c e . 

The p r o p e r t y i s summarized by l o c a t i o n s and book 

values as f o l l o w s : 
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T o t a l Chicago Boston New York 

L a n d , . . $ 75,000.00 $ 50,000.00 $ 25,000.00 
B u i l d i n g s , 125,000.00 75,000.00 50,000.00 
Machinery and f a c -

t o r y equipment,.. 100,000.00 50,000.00 30,000.00 $20,000.00 
Automobiles, horses, 

and wagons, 5,000.00 2,000.00 1,000.00 2,000.00 
O f f i c e f u r n i t u r e 

and a p p l i a n c e s , . . 5,000.00 1,000.00 1,000.00 3,000.00 

T o t a l , $310,000.00 $178,000.00 $107,000.00 $25,000.00 

LAND 

The book value o f the l a n d at Chicago was a p p r e c i a t e d 

$20,000.00 d u r i n g the year 1916 by c r e d i t t o s u r p l u s . We are informed 

that t h i s a c t i o n was based upon an independent a p p r a i s a l , and that the 

present v a l u a t i o n , $50,000.00, i s regarded as c o n s e r v a t i v e . 

BUILDINGS 

During the year 1919 a new foundry b u i l d i n g was constructed 

at Boston, at a cost of $15,000.00, which i s $2,500.00 i n excess of 

the a p p r o p r i a t i o n by the D i r e c t o r s . 

Considerable improvements were made to the Chicago machine 

shop b u i l d i n g and were charged t o the Re p a i r s account. A t t e n t i o n i s 

d i r e c t e d t o the f a c t that under the F e d e r a l income tax law such 

charges cannot p r o p e r l y be t r e a t e d as expenses; they should t h e r e 

f o r e be c a p i t a l i z e d and w r i t t e n o f f by p e r i o d i c a l d e p r e c i a t i o n . 

MACHINERY AND FACTORY EQUIPMENT 

The e n t r i e s i n these accounts d u r i n g the year 1919 are 

summarized as f o l l o w s : 
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Chicago Boston 
Charges: 

Generator and i n s t a l l a t i o n , $10,000.00 
Lathes, . 3,000.00 $2,000.00 
M i s c e l l a n e o u s new equipment, 1,000.00 500.00 

T o t a l , $14,000.00 $2,500.00 
C r e d i t s : 

Sale of o l d l a t h e s , . . . $ 500.00 $ 300.00 
Loss on o l d l a t h e s , charged to Reserve f o r 

D e p r e c i a t i o n , 1,500.00 1,200.00 
T o t a l , $ 2,000.00 $1,500.00 

Net Increase,.. $12,000.00 $1,000.00 

AUTOMOBILES, HORSES, AND WAGONS 

The o n l y change i n these accounts d u r i n g the year 1919 was 

f o r the purchase i n New York o f a new t r u c k f o r $1,000.00, an o l d 

t r u c k which c o s t $800.00 b e i n g t u r n e d i n as p a r t payment at a v a l u a 

t i o n of $300.00. The net charge t o the account was $700.00, no con

s i d e r a t i o n having been g i v e n to the l o s s of $500.00 on the o l d t r u c k . 

T h i s account should, t h e r e f o r e , be c r e d i t e d , and the corresponding 

Reserve f o r D e p r e c i a t i o n charged, w i t h $500.00. We have made no ad

justment, as we are informed t h a t the matter w i l l be r e c t i f i e d on 

the books i n the month o f January, 1920. 

RESERVES FOR DEPRECIATION 

F o l l o w i n g i s a summary o f these r e s e r v e s at December 31, 

1919, and the r a t e s o f d e p r e c i a t i o n f o r the year 1919, a p p l i e d to the 

balances o f the r e s p e c t i v e p r o p e r t y accounts a t the b e g i n n i n g o f the 

year: 
Per 

Amount Cent 

B u i l d i n g s , $20,000.00 2-1/2 
Machinery and f a c t o r y equipment, 60,000.00 10 
Automobiles, horses, and wagons, 2,500.00 20 
O f f i c e f u r n i t u r e and a p p l i a n c e s , 1,500.00 10 

T o t a l , $84,000.00 
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The r a t e of d e p r e c i a t i o n of machinery and f a c t o r y equipment 

appears to be excessive, as the amount of the reserve i s now 60% of 

the gross book value, and a c o n s i d e r a b l e p a r t o f the machinery, e t c . , 

i s comparatively new. 

We recommend t h a t the res e r v e accounts be analyzed by l o c a 

t i o n s , and that separate r e s e r v e s be c a r r i e d , corresponding to the 

asset accounts. 

PATENTS - $114,000.00 

The c o s t of patents' has been amortized by charging to ex

penses each year 1/17th o f the o r i g i n a l v a l u a t i o n . C o n s i d e r a t i o n has 

not been given, however, to the p r o p o r t i o n o f value e x p i r e d at the 

time c e r t a i n patents were a c q u i r e d . 

The o r i g i n a l and present book v a l u e s of the s e v e r a l patents, 

and the amounts w r i t t e n o f f as a m o r t i z a t i o n , are as f o l l o w s : 

O r i g i n a l 
V a l u a t i o n 

Present 
V a l u a t i o n Patent 

O r i g i n a l 
V a l u a t i o n 1919 T o t a l 

Present 
V a l u a t i o n 

"A" 
"B" 
"C" 
"D" 

$ 68,000.00 
51,000.00 
34,000.00 
17,000.00 

$ 4,000.00 
3,000.00 
2,000.00 
1,000.00 

$24,000.00 
27,000.00 
4,000.00 
1,000.00 

$ 44,000.00 
24,000.00 
30,000.00 
16,000.00 

T o t a l , . . $170,000.00 $10,000.00 $56,000.00 $114,000.00 

The c o r r e c t a m o r t i z a t i o n f o r the year 1919, and to December 

31, 1919, i s computed as f o l l o w s : 

Year 
of 

E x p i r 
a t i o n Patent 

Year 
of 

Purchase 

Year 
of 

E x p i r 
a t i o n 

Per 
Annum 

Year 
1919 

To Decem
ber 31, 
1919 

"A" 
"B" 
"C" 
"D" 

1913 
1910 
1917 
1918 

1923 
1927 
1932 
1935 

1/10 
1/17 
1/15 
1/17 

$ 6,800.00 
3,000.00 
2,266.67 
1,000.00 

$40,800.00 
27,000.00 
4,533.33 
1,000.00 

T o t a l , ... $13,066.67 $73,333.33 
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From the f o r e g o i n g i t w i l l be seen that the book value 

of patents should be reduced $17,333.33 as of December 31, 1919, 

of which amount $3,066.67 i s chargeable a g a i n s t the income f o r 

the year ended on that date. No adjustment o f t h i s d i f f e r e n c e 

has been made by us, but we recommend that the accounts be c o r 

r e c t e d d u r i n g the year 1920. 

DEFERRED CHARGES 

TAXES PAID IN ADVANCE - $2,000.00 

The balance o f t h i s account on the books i s $500.00. We 

have made an adjustment, as shown i n E x h i b i t "C", s e t t i n g up the 

p r o p o r t i o n , $1,500.00, of F e d e r a l c a p i t a l stock taxes f o r the year 

ending June 30, 1920, p a i d i n advance a t December 31, 1919. 

UNAMORTIZED DISCOUNT ON BONDS - $36,000.00 

F o l l o w i n g i s a summary of t h i s account f o r the year: 

Balance, January 1, 1919, $28,400.00 
Discount on $200,000.00 f i r s t mortgage 

bonds s o l d at 95, 10,000.00 
T o t a l , $38,400.00 

Less a m o r t i z a t i o n - charged t o income,... 2,400.00 

Balance, December 31, 1919, $36,000.00 

T h i s balance o f $36,000.00 re p r e s e n t s the p r o p o r t i o n of 

the t o t a l discount, $48,000.00, a p p l i c a b l e t o the remaining term 

of the bonds, f i f t e e n y e a r s . 

REAL ESTATE OPTION - $500.00 

T h i s item r e p r e s e n t s a payment f o r an o p t i o n to pur

chase c e r t a i n r e a l estate, which e x p i r e s February 15, 1920. We 
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are informed t h a t the company does not expect to e x e r c i s e i t s o p t i o n . 

UNAMORTIZED ORGANIZATION EXPENSES - $10,000.00 

The o r g a n i z a t i o n expenses, which o r i g i n a l l y amounted t o 

$40,000.00, are being amortized by charges to P r o f i t and Loss of 

$5,000.00 per annum. 

NOTES AND ACCEPTANCES PAYABLE - $121,346.27 

These l i a b i l i t i e s are summarized by payees and m a t u r i t i e s 

as f o l l o w s : 

Bank loans: 
Guaranty T r u s t Company, New York - February, 1920,.. $ 50,000.00 
Old Colony Trust Company, Boston: 

January, 1920, $25,000.00 
March, 1920, 25,000.00 50,000.00 

Trade acceptances - January and February, 1920, 21,346.27 

T o t a l , $121,346.27 

The amounts o f the bank loans were confirmed by the 

payees. I n t e r e s t on those loans i s at the r a t e of 5-1/2%. 

ACCOUNTS PAYABLE - $237,925.20 

The composition of accounts payable at December 31, 1919, 

i s as f o l l o w s : 

Unpaid Vouchers: 
Balance of g e n e r a l ledger account, $215,346.94 
Debit balances i n c l u d e d t h e r e i n t r e a t e d 

by us as accounts r e c e i v a b l e , 4,563.94 $219,909.88 
C r e d i t balances i n accounts r e c e i v a b l e t r e a t e d by us 

as accounts payable, 2,963.47 
Purchase i n v o i c e s not vouchered, but m a t e r i a l s i n 

cluded i n inv e n t o r y - adjustment as shown i n 
E x h i b i t "C", 12,427.32 

Taxes due, t r a n s f e r r e d by us from Accrued Taxes, 2,624.53 

T o t a l , $237,925.20 
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The net c r e d i t balances of unpaid vouchers as shown by 

the d e t a i l r ecords aggregated $215,637.81, or $290.87 more than 

the balance o f the c o n t r o l l i n g account i n the general l e d g e r . 

This d i f f e r e n c e has not been thoroughly i n v e s t i g a t e d by us, but 

i t appears that the c o n t r o l l i n g account i s c o r r e c t . We recom

mend that the e n t r i e s f o r payments o f vouchers from October 1 to 

December 31, 1919, be checked as soon as p o s s i b l e . It was noted 

that there are s e v e r a l vouchers entered i n 1918 which have not 

been p a i d . As to two of these, v i z . , #3247, $125.00, and #5964, 

$78.52, no e x p l a n a t i o n c o u l d be gi v e n . These matters should be 

i n v e s t i g a t e d . 

ACCRUED WAGES - $5,427.23 

As the company, i n c l o s i n g i t s accounts, does not take 

in t o c o n s i d e r a t i o n accrued wages, we have set up a l i a b i l i t y f o r 

one-half o f the p a y - r o l l f o r the week ended January 3, 1920. 

ACCRUED INCOME AND EXCESS PROFITS TAXES - $25,000.00 

The amount of t h i s a c c r u a l r e p r e s e n t s the company's 

estimate of F e d e r a l taxes f o r the year ended December 31, 1919. 

The company w i l l j o i n i n a c o n s o l i d a t e d t a x r e t u r n w i t h other 

companies c o n t r o l l e d by the same i n t e r e s t s , and we are t h e r e f o r e 

unable to v e r i f y the adequacy of the p r o v i s i o n . 

FIRST MORTGAGE, 5% BONDS - $500,000.00 

The amount o f bonds o u t s t a n d i n g at December 31, 1919, 

was v e r i f i e d by c e r t i f i c a t i o n o b t a i n e d from the t r u s t e e . 
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During the year, $200,000.00 of bonds were executed and 

s o l d at 95. T h i s completed the a u t h o r i z e d i s s u e . 

RESERVE FOR DOUBTFUL ACCOUNTS - $8,250.00 

The balance of t h i s reserve i n c r e a s e d $3,250.00 d u r i n g 

the year, as f o l l o w s : 

C r e d i t s : 
P r o v i s i o n - 1% of gross s a l e s , $10,000.00 
Recoveries on accounts p r e 

v i o u s l y w r i t t e n o f f , 850.00 $10,850.00 
Charges - u n c o l l e c t i b l e accounts w r i t t e n 

o f f , 7,600.00 

Net Increase, $ 3,250.00 

RESERVE FOR CONTINGENCIES - $100,000.00 

Th i s reserve was e s t a b l i s h e d d u r i n g the year to pr o v i d e 

a g a i n s t any l o s s that may be s u s t a i n e d through a p o s s i b l e adverse 

d e c i s i o n i n a pending s u i t a g a i n s t the company f o r damages of 

$75,000.00 f o r a l l e g e d infringement of a p a t e n t . We are informed 

by the P r e s i d e n t that the amount of $100,000.00 i s ample p r o v i 

s i o n f o r any contingency that may a r i s e which i s not otherwise 

s p e c i f i c a l l y p r o v i d e d f o r . 

PREFERRED CAPITAL STOCK - $500,000.00 
COMMON CAPITAL STOCK - $375,000.00 

The number o f shares o f p r e f e r r e d and common c a p i t a l 

stock i s s u e d at December 31, 1919, was v e r i f i e d by c e r t i f i c a t i o n 

o b t a i n e d from the r e g i s t r a r . 

During the year 100 shares of t r e a s u r y common stock 

were s o l d at par, for cash. C e r t i f i c a t e s f o r the 250 shares r e -
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us. 

INCREASE IN CAPITAL EMPLOYED IN THE BUSINESS 

The c a p i t a l employed i n the b u s i n e s s was i n c r e a s e d 

$128,018.67 d u r i n g the year, as f o l l o w s : 

Increase i n a s s e t s : 
Current a s s e t s , l e s s r e s e r v e s a g a i n s t 

accounts r e c e i v a b l e , . . . . . . . . . . . . . . . . . . $227,652.49 
Investments, 34,958.00 
Prope r t y , l e s s r e s e r v e s f o r d e p r e c i a t i o n , 3,247.65 
D e f e r r e d charges, 1,920.59 

T o t a l , $267,778.73 
Less i n c r e a s e i n l i a b i l i t i e s and r e s e r v e 

f o r c o n t i n g e n c i e s , 139,760.06 

Net i n c r e a s e i n c a p i t a l employed i n the 
b u s i n e s s , . . . . . . .. $128,018.67 

Derived from: 
Increase i n c a p i t a l stock o u t s t a n d i n g , , . $ 10,000.00 
Surplus f o r the year, a f t e r 

p r o v i d i n g f o r d e p r e c i a 
t i o n , estimated F e d e r a l 
taxes, and c o n t i n g e n c i e s , . $168,018.67 

Less d i v i d e n d s d e c l a r e d and 
p a i d , ............ ..... 50,000.00 118,018.67 

T o t a l , $128,013.67 

OPERATIONS 

F o l l o w i n g are the percentages o f i n c r e a s e i n some of 

the major items o f E x h i b i t "B" f o r the year 1919, as compared 

w i t h the corres p o n d i n g items f o r the year 1918: 

Per Cent. 

Net s a l e s , 26.47 
Cost o f goods s o l d , 15.63 
Gross p r o f i t , 69.83 
S e l l i n g expenses, 6.52 
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General expenses: 
S a l a r i e s , . . . . . . . . . . . . . . . . . . . . . 11.13 
Other, .... 4.32 

P r o f i t from o p e r a t i o n s , . . . . 96.59 
Income c r e d i t s , 8.56 
Income charges,.. 17.95 
Net income,...... 126.17 

The i n c r e a s e i n the number of implements s o l d d u r i n g 

the year, as compared w i t h the p r e c e d i n g year, was 1249, or 5.27% 

The approximate turn o v e r o f f i n i s h e d goods and m a t e r i 

a l s d u r i n g the years 1919 and 1918 i s shown as f o l l o w s : 

1919 1918 

F i n i s h e d goods i n v e n t o r y : 
Beginning o f year, $150,000.00 $100,000.00 
End o f year,.. 200,000.00 150,000.00 
Average, 175,000.00 125,000.00 

Cost of goods s o l d , . . 700,000.00 625,000.00. 
Turnover o f f i n i s h e d goods - times...... 4 5 

Raw m a t e r i a l s i n v e n t o r y : 
Beginning o f year, 50,000.00 30,000.00 
End of year,... 70,000.00 50,000.00 
Average, 60,000.00 40,000.00 

Value of m a t e r i a l s i n goods manufactured 300,000.00 240,000.00 
Turnover o f raw m a t e r i a l s - times, 5 6 

The comparatively slow movement of stocks of f i n i s h e d 

goods and m a t e r i a l s d u r i n g the year 1919, as shown above, which 

i s due to u n s e t t l e d l a b o r and t r a n s p o r t a t i o n c o n d i t i o n s , undoubt

edly e x p l a i n s to a l a r g e degree the i n c r e a s e i n i n t e r e s t charges 

d u r i n g the year. 

INSURANCE 

;The f i r e insurance i n f o r c e at December 31, 1919, was 

as f o l l o w s : 
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B u i l d i n g s , . . . . . . . . . . . . . . . $100,000.00 
Machinery and oth e r equipment 100,000.00 
Merchandise,................. 200,000.00 

The inventory value o f merchandise a t th a t date was 

approximately $325,000.00. As the p o l i c i e s c a r r y the 80% co

insurance clause, i n event o f p a r t i a l l o s s the company c o u l d r e 

cover only about 10/13 of such l o s s . 

While the insurance on b u i l d i n g s , machinery, e t c . , i s 

adequate to reimburse the company f o r the cost o f the pr o p e r t y 

l e s s d e p r e c i a t i o n , that i s , the net book value, i t i s probable 

that the company i s not p r o t e c t e d to the amount o f the r e p l a c e 

ment value o f the property, i n view o f the advance i n c o s t s . 

We recommend that t h i s matter be i n v e s t i g a t e d . It may be a d v i s 

a b l e t o have the p r o p e r t y a p p r a i s e d . 

The l i a b i l i t y insurance c a r r i e d appears to be adequate. 

GENERAL 

We d i d not have access to the minutes of the meetings 

of s t o c k h o l d e r s and d i r e c t o r s . 

The accounts and r e c o r d s are w e l l kept w i t h the excep

t i o n o f the voucher r e g i s t e r ; as to tha t , we are informed t h a t 

there are extenuating circumstances. The acc o u n t i n g system ap

pears t o be s u b j e c t to c r i t i c i s m o n l y i n resp e c t of the l a c k of 

c o - o r d i n a t i o n between the g e n e r a l a c c o u n t i n g and cost r e c o r d s . 

In our o p i n i o n the cost system should be made an i n t e g r a l part 

of the g e n e r a l p a r t o f the g e n e r a l a c c o u n t i n g scheme. 
* * * * * 
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Condensed Comments 

The f o l l o w i n g i s a condensation o f the complete com

ments immediately preceding, prepared upon the assumption that 

the c l i e n t i s not h i m s e l f i n t e r e s t e d i n most o f the i n f o r m a t i o n 

c o n t a i n e d t h e r e i n , and that he d e s i r e s to submit the report to a 

p r o s p e c t i v e l e n d e r . 

JOHN DOE & COMPANY, INC. 

COMMENTS ON THE AUDIT 
_ FOR THE YEAR ENDED DECEMBER 31, 1919  

GENERAL 

A l l the u s u a l and necessary v e r i f i c a t i o n s o f the ac

counts i n c i d e n t to a complete a u d i t were made by us, except t h a t 

we did not have access t o the minute book. 

NOTES AND ACCEPTANCES RECEIVABLE 
ACCOUNTS RECEIVABLE 

The notes and acceptances are a l l t r a d e o b l i g a t i o n s , 

and, w i t h the e x c e p t i o n of $1,046.27, none i s past due. The 

customers' accounts are reasonably c u r r e n t . I t appears that 

such l o s s as may be s u s t a i n e d i n the c o l l e c t i o n of any of these 

items w i l l not exceed the amount p r o v i d e d i n the reserve f o r 

d o u b t f u l accounts. 

Of the $5,976.43 of accounts r e c e i v a b l e other than 

w i t h customers, $4,250.00 r e p r e s e n t s secured advances to em

p l o y e e s and $1,298.87 r e p r e s e n t s c l a i m s a g a i n s t r a i l r o a d s . 
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MARKETABLE SECURITIES 

These s e c u r i t i e s are as f o l l o w s : 

U n i t e d States L i b e r t y Loan bonds and notes, 
par v a l u e $70,000.00 - c o s t , ............. $68,000.00 

Un i t e d States Treasury 4-1/2% C e r t i f i c a t e s 
of Indebtedness, due May 15, 1920 - par 
value, 25,000.00 

T o t a l , . . . . . . . . . . . . . . . . . . $93,000.00 

U n i t e d States V i c t o r y Loan notes amounting t o $25,000.00 

are pledged as c o l l a t e r a l t o a note payable of $20,000.00. 

INVENTORIES 

P h y s i c a l i n v e n t o r i e s of f i n i s h e d goods, work i n process, 

and m a t e r i a l s and s u p p l i e s were taken by employees o f the company 

as o f December 31, 1919, and p r i c e d at cos t as shown by the 

records. The computations were v e r i f i e d by us, and the p r i c e s 

found to be approximately c o r r e c t . 

INVESTMENTS 

The company owns a l l the stock o f the E. F. Company, 

which i s c a r r i e d at par value, $100,000.00. We have not a u d i t e d 

the accounts o f t h a t company, but a report on f i l e shows a sur

p l u s o f $32,659.87 at December 31, 1919, and net income of 

$20,000.00 f o r the year 1919, one-half of which was p a i d i n 

d i v i d e n d s . 

The r e a l e s t a t e c a r r i e d as an investment i s b u s i n e s s 

property i n Bridgeport, Connecticut, which was taken over i n 

settlement o f a debt, at the amount o f which the p r o p e r t y i s 

c a r r i e d on the books. 
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PROPERTY 

The company has been c o n s e r v a t i v e i n i t s c a p i t a l 

charges and p r o v i s i o n f o r d e p r e c i a t i o n . It appears that the 

gross book v a l u e s do not exceed the cost o f the property, except 

i n g the l a n d at Chicago, v a l u e d on the books at $50,000.00, 

which i n c l u d e s $20,000.00 r e p r e s e n t i n g a p p r e c i a t i o n i n the year 

1916. 

PATENTS 

The company's patents are c a r r i e d on the books at 

cost l e s s a m o r t i z a t i o n . However, i n the computation of amor

t i z a t i o n c o n s i d e r a t i o n has not been given to the p r o p o r t i o n of 

value e x p i r e d at the time c e r t a i n p a t e n t s were a c q u i r e d . Ad

justment of these e r r o r s would e f f e c t a r e d u c t i o n of $17,333.33 

i n the book value at December 31, 1919, and of $3,066.67 i n the 

net income f o r the year 1919 as shown by E x h i b i t "B." 

NOTES AND ACCEPTANCES PAYABLE 

The notes and acceptances payable are summarized by 

c l a s s e s and m a t u r i t i e s as f o l l o w s : 

Bank l o a n s : 
January, 1920,... $ 25,000.00 
February, 1920, 50,000.00 
March, 1920, 25,000.00 

Trade acceptances - January and February, 
1920, 21,346.27 

T o t a l , .. $121,346.27 
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ACCRUED INCOME AND EXCESS PROFITS TAXES 

The amount of t h i s a c c r u a l r e p r e s e n t s the company's 

estimate of F e d e r a l taxes f o r the ye a r ended December 31, 1919. 

The company w i l l j o i n i n a c o n s o l i d a t e d tax r e t u r n w i t h o t h e r 

companies c o n t r o l l e d by the same i n t e r e s t s , and we are t h e r e f o r e 

unable to v e r i f y the adequacy o f the p r o v i s i o n . 

RESERVE FOR CONTINGENCIES 

We are informed by the P r e s i d e n t of the company that 

the amount of t h i s reserve, $100,000.00, i s ample p r o v i s i o n f o r 

any contingency t h a t may a r i s e which i s not otherwise s p e c i f i c a l 

l y p r o v i d e d f o r . The only contingency which has been brought to 

our a t t e n t i o n , o t h e r than on account o f d i s c o u n t e d notes r e c e i v 

a b l e , as shown i n E x h i b i t "A," i s a s u i t a g a i n s t the company f o r 

damages of $75,000.00 f o r a l l e g e d infringement of a p a t e n t . 
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CHAPTER V I I  

CERTIFICATES 

GENERAL - REMARKS 

Formal c e r t i f i c a t e s i n an au d i t report may be made a 

separate p a r t of the re p o r t , or may be appended to the balance 

sheet or other statement, or may form a pa r t of the p r e s e n t a t i o n , 

depending upon the circumstances of the case. I t has been the 

experience of the author that when the c l i e n t d e s i r e s a formal 

c e r t i f i c a t e he u s u a l l y wants i t short and c o n c i s e . T h i s appears 

to be a good reason f o r s e p a r a t i n g the c e r t i f i c a t e from the p r e 

s e n t a t i o n or comments. I f a complete a u d i t has been made, and 

two or more statements are i n c l u d e d i n the r e p o r t , i t w i l l 

g e n e r a l l y be found p r e f e r a b l e to render the c e r t i f i c a t e separate

l y . I f only one statement i s rendered, as i n a balance sheet 

a u d i t , i t i s u s u a l l y d e s i r a b l e to append the c e r t i f i c a t e to the 

statement c e r t i f i e d . 

VARIETY OF FORMS 

Fo l l o w i n g i s a simple form of separate c e r t i f i c a t e : 

JOHN DOE & COMPANY 

CERTIFICATE OF AUDIT  

I have a u d i t e d the accounts o f John Doe & Company f o r the 

year ended December 31, 1919, and 

I HEREBY CERTIFY that, i n my o p i n i o n , the accompanying B a l -
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ance Sheet as of December 31, 1919, and Statement of Income and 

P r o f i t and Loss f o r the year ended that date are c o r r e c t . 

(Signed) R i c h a r d Roe 

C e r t i f i e d P u b l i c Accountant. 

New York, 

March 10, 1920. 

M a t e r i a l q u a l i f i c a t i o n s r e g a r d i n g the v e r i f i c a t i o n of 

accounts should be embodied i n the c e r t i f i c a t e , as the c l i e n t i s 

j u s t i f i e d i n p u b l i s h i n g the c e r t i f i c a t e without the accompanying 

comments. I f no s p e c i f i c q u a l i f i c a t i o n s are i n c l u d e d , the only 

a l t e r n a t i v e i s t o i n s e r t i n the c e r t i f i c a t e " s u b j e c t to the ac

companying comments". But t h i s i s very u n s a t i s f a c t o r y . Follow

i n g i s a form e x e m p l i f y i n g the i n c l u s i o n of s p e c i f i c q u a l i f i c a 

t i o n s i n the c e r t i f i c a t e rendered s e p a r a t e l y : 

New York, March 10, 1920. 

Mr. John Doe, 

P r e s i d e n t , John Doe & Company, Inc., 

New York, 

Dear S i r : 

I have a u d i t e d the accounts of John Doe & Company, Inc., 

f o r the year ended December 31, 1919, and 

I HEREBY CERTIFY t h a t , i n my o p i n i o n , subject to no 

p r o v i s i o n h a v i n g been made f o r d e p r e c i a t i o n of p r o p e r t y or f o r 
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F e d e r a l taxes f o r the year, the accompanying Balance Sheet and 

Statement o f Income and P r o f i t and Loss c o r r e c t l y e x h i b i t , r e 

s p e c t i v e l y , the f i n a n c i a l c o n d i t i o n of the Company at December 

31, 1919, and the r e s u l t s o f i t s o p e r a t i o n s f o r the year ended 

that date. 

(Signed) R i c h a r d Roe 

C e r t i f i e d P u b l i c Accountant. 

I t i s sometimes d e s i r e d to make s p e c i f i c r e f e r e n c e i n 

the c e r t i f i c a t e t o c e r t a i n f e a t u r e s o f the a u d i t ; a l s o to b r i n g 

out the f a c t t h a t the books are i n agreement w i t h the accounts 

as s t a t e d . These p o i n t s are e x e m p l i f i e d i n the f o l l o w i n g : 

New York, March 10, 1920. 

To the Stockholders of 
John Doe & Company, Inc. 

I have made an a u d i t of the accounts o f your Company f o r 

the year ended December 31, 1919, i n c l u d i n g v e r i f i c a t i o n of a l l 

accounts r e p r e s e n t i n g cash and s e c u r i t i e s as of December 31, 

1919, e i t h e r by p h y s i c a l examination o f such a s s e t s or by ob

t a i n i n g c e r t i f i c a t i o n s of d e p o s i t a r i e s and t r u s t e e s as to t h e i r 

custody, and a l s o i n c l u d i n g d e t a i l e d examination of a l l charges 

to c a p i t a l accounts d u r i n g the year; and I C e r t i f y t h a t , i n my 

opi n i o n , the accompanying Balance Sheet and Statement of Income 

and P r o f i t and Loss are c o r r e c t , and that the books are i n 

agreement t h e r e w i t h . 

(Signed) R i c h a r d Roe 

C e r t i f i e d P u b l i c Accountant. 
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F o l l o w i n g are forms of the audit c e r t i f i c a t e typed at 

the bottom of a balance sheet: 

CERTIFICATE OF AUDIT 

I have a u d i t e d the accounts of John Doe & Company f o r the 

year ended December 31, 1919, and c e r t i f y t hat, i n my o p i n i o n , 

the above Balance Sheet i s c o r r e c t . 

(Signed) R i c h a r d Roe 

C e r t i f i e d P u b l i c Accountant. 

New York, 

March 10, 1920. 

CERTIFICATE OF AUDIT 

Having a u d i t e d the accounts of John Doe & Company f o r the 

year ended December 31, 1919, and f o r s e v e r a l years p r i o r thereto, 

I c e r t i f y t h a t the above Balance Sheet and the accompanying S t a t e 

ment of Income and P r o f i t and Loss are c o r r e c t . 

(Signed) R i c h a r d Roe 

C e r t i f i e d P u b l i c Accountant. 

New York, 

March 10, 1920. 

CERTIFICATE 

We have examined the accounts of The Black & White Company 

as of December 31, 1919. 
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No p r o v i s i o n has been made f o r d e p r e c i a t i o n , f o r F e d e r a l 

taxes, or f o r such l o s s as may be s u s t a i n e d on account of pending 

l i t i g a t i o n . 

WE HEREBY CERTIFY t h a t , w i t h the f o r e g o i n g exceptions, and 

s u b j e c t to the Company's v a l u a t i o n of i n v e n t o r i e s , i n our o p i n i o n , 

the above Balance Sheet i s c o r r e c t . 

(Signed) Gray & Brown 

C e r t i f i e d P u b l i c Accountants. 

New York, 

March 10, 1920. 

CERTIFICATE 

We have a u d i t e d the accounts of Black, White & Company as of 

December 31, 1919; have t e s t e d the computations and p r i c e s of the 

i n v e n t o r i e s , which were taken by employees of the Company and 

valued at c o s t ; have c e r t i f i e d the cash balances and s e c u r i t i e s ; 

have examined a l l charges to p r o p e r t y accounts; and 

WE CERTIFY that, i n our o p i n i o n , the above Balance Sheet i s 

a t r u e and c o r r e c t statement of the Company's f i n a n c i a l c o n d i t i o n 

at December 31, 1919, and t h a t the books of the Company are i n 

agreement t h e r e w i t h . 

(Signed) Gray & Brown 

C e r t i f i e d P u b l i c Accountants. 

New York, 

March 10, 1920. 
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It w i l l be seen that t h e r e i s a great v a r i e t y of forms 

of c e r t i f i c a t e i n use. The form should be adapted i n each case 

t o the p e c u l i a r c o n d i t i o n s . I t w i l l f r e q u e n t l y be found that the 

by-laws o f a company req u i r e that a c e r t i f i e d p u b l i c accountant 

be employed and that he s h a l l r e p o r t upon c e r t a i n s p e c i f i c 

matters or i n c e r t a i n language. For example, one company r e 

qu i r e s that the c e r t i f i c a t e s t a t e that the "balance sheet i s a 

f u l l and f a i r balance sheet, and p r o p e r l y drawn up so as to ex

h i b i t a t r u e and c o r r e c t view o f the s t a t e of the c o r p o r a t i o n ' s 

a f f a i r s . " The E n g l i s h form of c e r t i f i c a t e which i s used i n r e -

p o r t s on a u d i t s o f companies reads i n p a r t somewhat as f o l l o w s : 

"We c e r t i f y t hat, i n our o p i n i o n , the a t t a c h e d balance sheet i s 

p r o p e r l y drawn up so as t o e x h i b i t a true and c o r r e c t view of 

the s t a t e of the company's a f f a i r s , a c c o r d i n g t o the best of our 

in f o r m a t i o n and the explanations given to us, and as shown by 

the books of the company." 

QUALIFICATIONS 

The e x p r e s s i o n " i n our o p i n i o n " i s i n q u i t e g e n e r a l 

use. It h a r d l y amounts to a q u a l i f i c a t i o n , as i t i s u t t e r l y 

impossible f o r any one to express more than an o p i n i o n r e g a r d 

ing most balance sheets. The phrase may be dispensed with i f 

desired, unless the statement which i s b e i n g c e r t i f i e d to con

tains some item which p a r t i c u l a r l y r e p r e s e n t s the accountant's 

opinion. Most c l i e n t s regard the ex p r e s s i o n as innocuous, and 

therefore, u n o b j e c t i o n a b l e . 
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When c e r t i f y i n g t o the c o r r e c t n e s s o f a statement i t i s 

con s i d e r e d proper t o regard as p a r t of the statement any foo t n o t e s 

and other explanatory or q u a l i f y i n g remarks appearing thereon. 

Q u a l i f i c a t i o n s r e g a r d i n g i n v e n t o r i e s may he taken t o i l l u s t r a t e 

t h i s p r a c t i c e . It i s comparatively seldom t h a t a u d i t o r s are en

gaged to supervise the t a k i n g of p h y s i c a l i n v e n t o r i e s , so tha t i n 

most cases i t i s i m p r a c t i c a b l e f o r the a u d i t o r to form a very con

c l u s i v e o p i n i o n r e g a r d i n g the accuracy o f the i n v e n t o r i e s as to 

q u a n t i t i e s , and i t may be necessary f o r him to r e l i e v e h i m s e l f of 

r e s p o n s i b i l i t y on t h i s p o i n t by i n s e r t i n g a q u a l i f i c a t i o n i n the 

c e r t i f i c a t e . 

Some accountants always q u a l i f y the c e r t i f i c a t e as to 

the q u a n t i t a t i v e f e a t u r e of i n v e n t o r i e s ; o t h e r s make no mention 

of i t , b e l i e v i n g t h a t they are not expected t o v e r i f y q u a n t i t i e s 

and t h a t every one r e a d i n g the r e p o r t i s charged w i t h knowledge 

of the u s u a l p r a c t i c e i n t h a t r e s p e c t ; and s t i l l others i n d i c a t e 

any q u a l i f i c a t i o n s i n the balance sheet item. I t appears that 

the best p r a c t i c e i n most cases i s to q u a l i f y the balance sheet 

item whenever any q u a l i f i c a t i o n i s regarded as necessary. 

Assuming th a t i t i s impo s s i b l e without the expenditure o f a 

great d e a l of time to form an i n t e l l i g e n t o p i n i o n r e g a r d i n g 

the approximate c o r r e c t n e s s of the q u a n t i t a t i v e f e a t u r e of the 

inve n t o r y as a whole or i n c e r t a i n p a r t s , and that i n q u i r y con

c e r n i n g the method pursued i n the t a k i n g of the inv e n t o r y does 

not convince of i t s accuracy, the qu e s t i o n s t i l l remains as to 

the expediency of q u a l i f y i n g the r e p o r t i n view o f the under-
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s t a n d i n g w i t h the c l i e n t and the s i z e o f the b u s i n e s s . I f the 

accountant decides that he should p r o t e c t h i m s e l f , or others, 

and i f he has no s p e c i a l reason f o r doubting the accuracy of the 

i n v e n t o r i e s , he may s t a t e the items i n the balance sheet which 

i s b e i n g c e r t i f i e d somewhat as f o l l o w s : 

I n v e n t o r i e s as Taken by the Company: 
F i n i s h e d Goods 
Work i n Process 
M a t e r i a l s and S u p p l i e s . 

I f , i n a d d i t i o n , the accountant has been unable t o form an 

o p i n i o n r e g a r d i n g the accuracy of the i n v e n t o r y p r i c e s , or i f 

he has been d e f i n i t e l y i n s t r u c t e d not to undertake t h e i r v e r i 

f i c a t i o n , he may s t a t e the balance sheet c a p t i o n thus: "Inven

t o r i e s as taken and v a l u e d by the company." I f p h y s i c a l i n 

v e n t o r i e s have not been taken, the item may be expressed as 

" I n v e n t o r i e s - Book Value." 

The p r a c t i c e of q u a l i f y i n g the balance sheet i t s e l f 

may apply to any o f i t s items, and w i l l be found q u i t e e f f e c 

t i v e . There are cases, however, when i t seems necessary to 

emphasize q u a l i f i c a t i o n s by r e p e a t i n g them i n the c e r t i f i c a t e . 
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CHAPTER V I I I  

PRESENTATIONS 

TWO GENERAL PRACTICES 

There are two ge n e r a l p r a c t i c e s w i t h regard t o the 

form of p r e s e n t a t i o n of a u d i t r e p o r t s . In both, the c l i e n t i s 

f o r m a l l y a d v i s e d that the a u d i t has been made and a t a b l e o f 

contents of the r e p o r t , as to statements, i s given. Perhaps 

the m a j o r i t y of a c c o u n t i n g f i r m s then f o l l o w immediately w i t h 

t h e i r comments (which are o f t e n concluded w i t h a c e r t i f i c a t e ) , 

a l l appearing above the s i g n a t u r e . M a n i f e s t l y , the comments 

w i l l then be read before the statements, which are regarded by 

the great m a j o r i t y o f accountants as the most important par t 

of t h e i r r e p o r t s , with the p o s s i b l e exception of t h e i r c e r t i f i 

c a t e s . The a l t e r n a t i v e method, which i s p r e f e r r e d by the 

author, i s to submit the comments as a separate part of the r e 

por t , completing the p r e s e n t a t i o n with the signature without 

i n c l u s i o n of the comments except by refe r e n c e i n the tabl e of 

contents. By t h i s method g r e a t e r prominence i s given to the 

statements without r e l e g a t i n g the t e x t matter to an i n c o n s p i c u 

ous p l a c e . T h i s procedure i s , of course, subject t o change i n 

e x c e p t i o n a l cases; i n f a c t , exceptions are so common i n almost 

a l l phases of the subject that i t i s sometimes d i f f i c u l t to see 

above them to what i s regarded as the r u l e . 

Whichever method i s adopted, the p a r t of the report 

appearing above the sig n a t u r e should c o n t a i n a t e r s e d e s c r i p t i o n 
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of the work done and show what i s rendered therewith. This l a t t e r 
should be so e x p l i c i t that no misunderstanding can possibly arise 
concerning what c o n s t i t u t e s the r e p o r t . The subject of safeguards 
i s covered more f u l l y i n Chapter IX. 

When the f i r s t part of the report i s l i m i t e d to a formal 
statement of what has been done and what accompanies i t as compris
ing the report, i t i s variously described as the l e t t e r , introduc
t i o n , or presentation. The word "presentation" seems to be most 
appropriate and i s employed i n t h i s work. 

FORMS OF PRESENTATION 
In the succeeding pages are i l l u s t r a t e d a number of 

forms of presentation, designed to show the treatment under vary
ing conditions as to the number and character of statements 
rendered and the scope and purpose of the work performed. 

Following i s a form of presentation that may be used, 
with amplification i f necessary, i n the great majority of cases: 

New York, March 10, 1920. 

Messrs. John Doe & Company, 
New York. 

Dear S i r s : 
Pursuant to engagement, I have made an audit of your 

accounts for the year ended December 31, 1919, and submit here
with s i x pages of comments and the following described exhibits: 

EXHIBIT 
"A" - BALANCE SHEET, DECEMBER 31, 1919. 



234 

"B" - STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919. 

Yours t r u l y , 
(Signed) Richard Roe, 

C e r t i f i e d Public Accountant. 

The following i l l u s t r a t e s a more elaborate report as to 
statements, and also exemplifies the procedure i n ca9e only cer
t a i n qualifying comments are to be rendered: 

New York, March 10, 1920. 

Mr. John Doe, 
President, John Doe & Company, Inc., 

New York. 
Dear S i r : 

In accordance with your request, I have audited the ac
counts of John Doe & Company, Inc., for the year ended December 
31, 1919, and submit herewith my c e r t i f i c a t e and the following 
described exhibits, schedules, and statement: 

EXHIBIT 
"A" - BALANCE SHEET, DECEMBER 31, 1919. 

Schedule 
#1 - Receipts and Expenditures on 

Uncompleted Contracts. 
2 - Notes Payable. 

"B" - SUMMARY OF INCOME AND PROFIT AND LOSS 
FOR THE YEAR ENDED DECEMBER 31, 1919. 
Schedule 

#1 - P r o f i t on Completed Contracts. 
2 - General Expenses. 

Statement 
#1 - Branch Office Expenses. 
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"C" - JOURNAL ENTRIES NECESSARY TO ADJUST THE 
BOOKS AS OF DECEMBER 31, 1919, TO CON
FORM TO EXHIBIT "A". 

The Company's equipment was r e v a l u e d by i t s o f f i c e r s 

as of December 31, 1919, r e s u l t i n g i n a c r e d i t t o P r o f i t and 

Loss of $100,000.00. I t appears that t h i s a p p r e c i a t i o n r e p r e 

sents the i n c r e a s e i n replacement v a l u e s due to abnormal c o n d i 

t i o n s . 

The v a l u a t i o n of m a t e r i a l s and s u p p l i e s as of December 

31, 1919, i s as shown by the books, no p h y s i c a l i n v e n t o r y having 

been taken. T e s t s of the i n v e n t o r y r e c o r d s i n d i c a t e that they 

are approximately c o r r e c t . 

Yours t r u l y , 

(Signed) R i c h a r d Roe, 

C e r t i f i e d P u b l i c Accountant. 

F o l l o w i n g i s a form of p r e s e n t a t i o n c o v e r i n g the audit 

of a group of companies: 

New York, March 10, 1920. 

Mr. John Doe, 

P r e s i d e n t , The A. B., C o r p o r a t i o n , 

New York. 

Dear S i r : 

Pursuant to engagement, I have au d i t e d , f o r the p e r i o d 

from J u l y 1, 1918, to December 31, 1919, the books and accounts 

of The A. B. C o r p o r a t i o n and i t s s u b s i d i a r y companies, The C. D. 
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Company and E. F. & Company, Inc. (the l a t t e r from the commence
ment of business, March 15, 1919), and submit herewith seven 
pages of comments, my c e r t i f i c a t e , and the following described 
exhibits: 

THE A. B. CORPORATION 
AND SUBSIDIARY COMPANIES 

EXHIBIT 
"A" - CONSOLIDATED BALANCE SHEET, DECEMBER 31, 

1919. 
"B" - SUMMARY OF CONSOLIDATED INCOME AND 

PROFIT AND LOSS, BY PERIODS, FROM JULY 1, 
1918, TO DECEMBER 31, 1919. 

THE C. D. COMPANY 

"C" - BALANCE SHEET, DECEMBER 31, 1919, AND 
JUNE 30, 1918, AND COMPARISON. 

"D" - STATEMENT OF INCOME AND PROFIT AND LOSS, 
BY PERIODS, FROM JULY 1, 1918, TO 
DECEMBER 31, 1919. 

E. F. & COMPANY, INC. 

BALANCE SHEET, DECEMBER 31, 1919. 
STATEMENT OF INCOME AND PROFIT AND LOSS, 
FROM THE COMMENCEMENT OF BUSINESS, 
MARCH 15, 1919, TO DECEMBER 31, 1919. 

Yours t r u l y , 
(Signed) Richard Roe, 

C e r t i f i e d Public Accountant. 

"E" _ 

"F"_ 
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F o l l o w i n g i s a form of p r e s e n t a t i o n c o v e r i n g a balance 

sheet a u d i t , where only one statement i s rendered: 

Hew York, March 10, 1920. 

Messrs. Black and White, 

New York. 

Dear S i r s : 

Pursuant t o engagement, we have made an a u d i t of your 

accounts as of December 31, 1919, and submit herewith three pages 

of comments and a -

BALANCE SHEET, DECEMBER 31, 1919. 

Yours t r u l y , 

(Signed) Gray & Brown. 

The f o l l o w i n g i l l u s t r a t e s the manner of showing, w i t h 

out any comments, e x h i b i t s and schedules w i t h d i f f e r e n t d ates: 

New York, March 10, 1920. 

The Black & White Company, 

New York. 

Dear S i r s : 

Pursuant to engagement, we have a u d i t e d the accounts 

of The A. B. C o r p o r a t i o n f o r the year ended December 31, 1919, 

and submit herewith our c e r t i f i c a t e and the f o l l o w i n g d e s c r i b e d 

e x h i b i t s and schedules: 
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EXHIBIT 
"A" - BALANCE SHEET, DECEMBER 31, 1919 AND 

1918, AND COMPARISON. 
Schedule 

#1 - Investment S e c u r i t i e s , 
December 31, 1919. 

"B" - STATEMENT OF INCOME AND PROFIT AND LOSS 
FOR THE YEARS ENDED DECEMBER 31, 1919 
AND 1918, AND COMPARISON. 
Schedule 

#1 - Cost of Goods S o l d f o r the 
Year Ended December 31, 1919. 

Yours t r u l y , 

(Signed) Gray & Brown. 

The f o l l o w i n g form suggests f u r t h e r v a r i a t i o n s : 

New York, March 10, 1920. 

Messrs. Black & White, 

New York. 

Dear S i r s : 

Pursuant to engagement, we have made an examination 

f o r the purpose of v e r i f y i n g your a s s e t s and l i a b i l i t i e s as of 

December 31, 1919, and submit h e r e w i t h the f o l l o w i n g d e s c r i b e d 

e x h i b i t s and schedule: 

EXHIBIT 
"A" - BALANCE SHEET, DECEMBER 31, 1919, 

WITH CERTIFICATE. 
Schedule 

#1 - Bonds, Stocks, and Other 
S e c u r i t i e s Owned. 
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"B" - STATEMENT OF INCOME FOR THE YEAR ENDED 
DECEMBER 31, 1919 (Prepared from the 
books without v e r i f i c a t i o n ) . 

Yours t r u l y , 

(Signed) Gray & Brown, 

C e r t i f i e d P u b l i c Accountants. 

A form s i m i l a r to the f o l l o w i n g may be used i n c e r t a i n 

cases: 

New York, June 10, 1920. 

Messrs. John Doe and R i c h a r d Roe, 

A u d i t i n g Committee, The Blank Trust Company, 

New York, 

Dear S i r s : 

In accordance w i t h your request, we have c o l l a b o r a t e d 

w i t h you i n examining the accounts of The Blank Trust Company 

as of the c l o s e of business May 27, 1920. We counted the cash 

and cash items on hand and a s c e r t a i n e d that the cash items were 

p r o p e r l y d i s p o s e d o f; we v e r i f i e d the cash balances and c o l l e c 

t i o n items i n the accounts due to and from other banks and 

t r u s t companies; we i n s p e c t e d the evidences o f loans and the 

c o l l a t e r a l t h e r e t o as c a l l e d f o r by the records, and found 

that a l l c o l l a t e r a l loans are p r o p e r l y secured, as i n d i c a t e d by 

the most r e l i a b l e quotations a v a i l a b l e (those other than pub

l i s h e d quotations having been d i s c u s s e d with you); we v e r i f i e d 

the investment s e c u r i t i e s and found that the market value was 



240 

$27,633.19 l e s s than the book value; we a s c e r t a i n e d t h a t the 

aggregates of the s e v e r a l c l a s s e s of d e p o s i t s as shown by the 

general books were i n agreement w i t h the d e t a i l accounts, but 

d i d not request c o n f i r m a t i o n of the balances by the d e p o s i t o r s ; 

we accounted f o r a l l s e c u r i t i e s and other p r o p e r t y h e l d i n 

t r u s t and f o r safe-keeping as shown by the r e c o r d s . 

The records are s u i t e d t o the needs of the company, 

and are w e l l kept. 

We submit herewith a Statement of F i n a n c i a l C o n d i t i o n 

at the c l o s e of business May 27, 1920. 

Yours t r u l y , 

(Signed) Gray & Brown. 

The f o l l o w i n g form i l l u s t r a t e s the method of q u a l i f y 

i n g the r e p o r t w i t h respect to the source of the i n f o r m a t i o n 

contained i n the statements: 

New York, March 10, 1920. 

The A. B. Corporation, 

New York. 

Dear S i r s : 

Pursuant t o engagement, we have audited, f o r the year 

ended December 31, 1919, the books and accounts of The A. B. 

Corporation, and have a u d i t e d the New York books and accounts 

of i t s s u b s i d i a r y companies, The C. D. Company and E. F. & Company, 
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Inc., a c c e p t i n g the r e p o r t s of f o r e i g n r e p r e s e n t a t i v e s and other 

accountants r e l a t i n g to t h e i r o p e r a t i o n s . We submit herewith 

s i x pages of comments and the f o l l o w i n g d e s c r i b e d e x h i b i t s : 

INDEXING OF PARTS OF REPORT 

Some accountants, e s p e c i a l l y i n elabor a t e r e p o r t s , 

number each page and index the s e v e r a l p a r t s on the pr e s e n t a 

t i o n , somewhat as f o l l o w s (the f u l l d e s c r i p t i o n s of the s t a t e 

ments being a l s o shown): 

EXHIBIT 
"A" - CONSOLIDATED BALANCE SHEET, DECEMBER 31, 

1919. 

"B" - SUMMARY OF CONSOLIDATED INCOME AND 
PROFIT AND LOSS FOR THE YEAR ENDED 
DECEMBER 31, 1919. 

Yours t r u l y , 

(Signed) Gray & Brown. 

C e r t i f i c a t e 
Page 

1 

Comments 2-10 

E x h i b i t "A" 11 

Schedule #1 12-13 

Schedule #2 14-15 

E x h i b i t "B" 16 

In the great m a j o r i t y of r e p o r t s the e x t r a labor i n 

v o l v e d i n t h i s procedure appears to be unwarranted, e s p e c i a l l y 
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i f the d e s i g n a t i o n s of f o l d e d statements be a l s o shown on the 

o u t s i d e . 

I f a r e p o r t i s to be rendered i n which there are no 

statements, but voluminous t e x t matter, the whole report should 

be made i n the form o f a l e t t e r , s i g n ed at the end. 
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CHAPTER IX 

MECHANICAL FEATURES AND OFFICE PROCEDURE 

SAFEGUARDS AGAINST MISUSE OF REPORTS 

Much has been s a i d and w r i t t e n concerning the s a f e 

guarding of a u d i t r e p o r t s a g a i n s t t h e i r misuse by unscrupulous 

persons. Some accountants employ v a r i o u s kinds of s e a l s on 

t h e i r r e p o r t s so that no p a r t t h e r e o f may be e x t r a c t e d without 

m u t i l a t i n g the sheet or b r e a k i n g the s e a l ; o t h e r s have imprinted 

on each sheet of the statements words to the e f f e c t that such 

statements must be c o n s i d e r e d only i n c o n j u n c t i o n w i t h the a c 

companying comments and t h a t they may be used s e p a r a t e l y only by 

per m i s s i o n o f the accountant. While some of these safeguards 

may be e f f e c t i v e and a l s o c o n s i s t e n t w i t h the p r o f e s s i o n a l charac

t e r of the r e p o r t s , i n the o p i n i o n of the author adequate p r o 

t e c t i o n f o r a l l i n t e r e s t s concerned may be obtained by making 

the i n t r o d u c t i o n to a r e p o r t , which i s signed by the account

ant, e x p l i c i t as t o the composition of the r e p o r t . As a f u r t h e r 

p r e c a u t i o n , however, each sheet o f the rep o r t may be water

marked or imprinted w i t h the name of the accountant. 

I f a detached statement i s submitted to a t h i r d person 

as having been r e c e i v e d from a p r o f e s s i o n a l accountant, that 

person may know that the statement i s a u t h e n t i c i f the sheet i s 

water-marked or imprinted w i t h the name of the accountant, but 

unless the p r a c t i c e o f thus marking the sheets i s g e n e r a l and i s 

widely known, he may not be able to detect a spurious statement 
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t h a t i s not so marked; however, i n any event, i t seems that 

o r d i n a r y b u s i n e s s c a u t i o n would l e a d the t h i r d person to demand 

evidence t h a t the statement was not improperly e x t r a c t e d from a 

r e p o r t that might c o n t a i n q u a l i f i c a t i o n s , by i n s i s t e n c e upon 

s e e i n g the s i g n a t u r e of the accountant. The author has yet t o 

hear of a case where such improper use has been made of p a r t of 

a s i g n e d r e p o r t o f a p r o f e s s i o n a l accountant. I f the q u e s t i o n 

were s e r i o u s perhaps i t would be a d v i s a b l e not to use any mark 

o f i d e n t i f i c a t i o n on the paper, as t h e r e would then be no e v i 

dence that the statement was prepared by an accountant. 

I t i s l i k e l y t h a t n e a r l y a l l cases of misuse of a c 

countants' statements by unscrupulous o r c a r e l e s s persons a r i s e 

from misplaced confidence by the accountants i n g i v i n g out 

statements i n f o r m a l l y - perhaps p e n c i l d r a f t s f o r bookkeeping 

purposes - which are t y p e w r i t t e n and submitted as having been 

prepared by the accountant. While i n such cases no f a u l t can 

be a t t r i b u t e d to the accountant, i n the o p i n i o n of the author 

n o t h i n g that might p o s s i b l y be construed as a report should be 

rendered except over the accountant's s i g n a t u r e , w i t h appro

p r i a t e q u a l i f i c a t i o n s i f necessary. 

In short, the only p r a c t i c a l safeguard l i e s i n the 

accountant's a t t a c h i n g h i s s i g n a t u r e to n o t h i n g f o r which he 

does not assume r e s p o n s i b i l i t y , and to e v e r y t h i n g which might 

be c o n s t r u e d as a r e p o r t , i n c l u d i n g a l l carbon c o p i e s . 

As p r e v i o u s l y s t a t e d , i f a c e r t i f i c a t e i s appended 

t o a statement the c l i e n t c o u l d not be c r i t i c i z e d f o r e x h i b i t -
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ing the c e r t i f i e d statement as the report of the accountant, f o r 
the reason that any material q u a l i f i c a t i o n s should be contained 
i n the c e r t i f i c a t e . 

PAPER AND BINDING 

It i s en t i r e l y a matter of personal preference as to 
what kind of paper s h a l l be used and how reports s h a l l be bound. 
However, the paper should be t h i n enough to make several good 
carbon copies and s t i l l be of s u f f i c i e n t l y good quality to with
stand erasures and to permit of w r i t i n g with a pen. Onion-skin 
paper has proved to be satisfactory. 

Various sizes of paper are i n use by accountants, 
ranging from l e t t e r size, 8-1/2" x 11", to about 9-1/4" x 13" 
and 8-1/2" x 14". When the reports are bound at the top an 
8-1/2 inch sheet i s generally used; i f they are bound at the 
side at least a half-inch more margin must be l e f t , so that a 
nine-inch sheet i s none too wide. Well-proportioned sizes are 
9" x 12" to 14" i f bound at the side, and 8-1/2" x 12" to 14" 
i f bound at the top. It i s thought that fourteen inches i s a 
good length, as most statements seem to require that much 
space without crowding. In the determination of the size of 
the paper, consideration should be given to economy i n pur
chasing; 8-1/2" x 11" or 14" and multiples thereof are stock 
sizes. 

The majority of accountants bind t h e i r reports at 
the side, with a paper cover and eyelet fasteners. Some use 
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l e a t h e r covers, i m p r i n t e d i n g o l d . There are many d i f f e r e n t de

v i c e s and methods of f o l d i n g covers f o r s e c u r e l y f a s t e n i n g the 

sheets, which w i l l not be d i s c u s s e d i n d e t a i l . Whether the b i n d 

i n g be at the si d e or the top, i t i s necessary, i n u s i n g l a r g e 

sheets which must be f o l d e d , t o cut o f f p a r t of the sheet f o r 

b i n d i n g , the only d i f f e r e n c e b e i n g that i n one case they are 

f o l d e d from the bottom and i n the other from the s i d e . 

OFFICE PROCEDURE 

I t i s d e s i r a b l e i n a l l cases t o have the report reviewed 

and c r i t i c i z e d by some person other than the accountant who has 

w r i t t e n i t . 

When the s e v e r a l p a r t s of the r e p o r t have been t y p e 

w r i t t e n they should be c a r e f u l l y compared w i t h the rough d r a f t . 

It has been found t o be good p r a c t i c e to use the l a s t carbon copy 

as an o f f i c e copy on which to i n d i c a t e c o r r e c t i o n s f o r the t y p i s t 

and the checking as t o mathematical accuracy and otherwise. It 

i s a good r u l e not to permit t h e t y p i s t to make c o r r e c t i o n s w h i l e 

a l l c o p i e s are i n the machine as there i s a p o s s i b i l i t y of f a i l 

ure t o c o r r e c t some of the c o p i e s . A f t e r comparing, every com

p u t a t i o n i n the r e p o r t should be checked on the o f f i c e or "prov

i n g " copy. In some cases i t i s d e s i r a b l e to check computations 

such as percentages b e f o r e t y p i n g , but unusual care should t h e n 

be e x e r c i s e d i n comparing. 

Every f i g u r e appearing i n comments, c e r t i f i c a t e s , or 

fo o t n o t e s t o statements, which i s not s u s c e p t i b l e of v e r i f i c a t i o n 

by mathematical process, as w e l l as a l l dates, should be checked 
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to a u t h o r i t a t i v e sources - the statements or working papers. A l l 

r e f e r e n c e s i n one statement t o another, such as the s u r p l u s at 

the end of the p e r i o d and the t o t a l s of schedules, should be 

checked. In comparative statements, the p r i o r f i g u r e s , or com

p a r i s o n s therewith, should be checked to the p r e c e d i n g r e p o r t i f 

any. The contents of the r e p o r t as to the number of pages of 

comments and the t i t l e s of statements, as shown i n the p r e s e n t a 

t i o n , should be checked. A l l c o r r e c t i o n s of t y p i n g should be 

checked, care b e i n g e x e r c i s e d t o see t h a t a l l c o p i e s have been 

c o r r e c t e d . In short, every p o s s i b l e p r e c a u t i o n should be taken 

t o insure accuracy of the r e p o r t , as a c l e r i c a l or t y p o g r a p h i c a l 

e r r o r may make a very bad impression upon the c l i e n t . 

Some accountants use r e d i n k i n r u l i n g t y p e w r i t t e n 

statements, h o r i z o n t a l l y and p e r p e n d i c u l a r l y , and i n underscor

i n g the c a p t i o n s . In the o p i n i o n o f the author, h o r i z o n t a l 

l i n e s made by the t y p e w r i t e r , i n c l u d i n g underscores where neces

sary, present a b e t t e r appearance, and no p e r p e n d i c u l a r l i n e s 

are r e q u i r e d . 

I m p r i n t i n g i n r e d on the carbon co p i e s , as w e l l as on 

the o r i g i n a l , may be done by i n s e r t i n g p i e c e s of r e d carbon. 

I t i s d e s i r a b l e to type r e f e r e n c e c h a r a c t e r s i n red, as b l a c k 

c h a r a c t e r s , e s p e c i a l l y on the carbon c o p i e s , are not conspicuous. 

The d e s i g n a t i o n of the E x h i b i t , Schedule, o r Statement 

s h o u l d be typed on the o u t s i d e of f o l d e d statements. 

It i s important t o keep a r e c o r d i n the o f f i c e showing 

the d i s p o s a l of each copy o f the r e p o r t . 
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