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F O R E W O R  D 

The Accounting Institute held in Columbus on May 20 and 21 was 
one of a series of Business and Professional Conferences sponsored by the 
College of Commerce and Administration at the Ohio State University 
during 1938. 

The Conferences in 1938 mark the inauguration of a carefully 
planned program for the extension of the resources and special facilities 
of the College for the analysis of important business and professional prob
lems which are the concern of business and professional men of Ohio and 
elsewhere. It is the aim and hope of the College that these periodic 
Conferences will provide a fund of ideas and experience to which both the 
University and the business world may contribute, and from which each 
may benefit in large measure. 

The First Accounting Institute was largely the work of Professor 
Jacob B. Taylor and his staff, and the College wishes to acknowledge its 
appreciation of their efforts in making this conference an outstanding 
success, 

WALTE R C. WEIDLER , Dean, 

The College of Commerce and Administration' 





PREFACE 

It is with considerable pleasure that the members of the staff of the 
Department of Accounting review the happenings and occurrences of the 
sessions of the First Ohio State University Institute on Accounting held on 
May 20 and 21 , 1938. It is an inspiring thing for those of us who spend 
so much of our time within the University to play hosts to such a large 
and distinguished group of accountants as attended this conference. 

The analysis of the registration statistics discloses that 467 people 
were registered. Many others attended certain of the sessions but did not 
register. At one meeting over 525 people were in attendance. The dis
tinguished group present for some or all the meetings included the presi
dents, deans of the colleges and prominent faculty members from twenty-
two colleges and universities. In addition, the list of corporation presidents, 
treasurers, business managers, comptrollers, and public officials is equally 
as impressive. The summary of the registration statistics follows: 

Total registrations 467 
Distributed as follows: 

Public accountants 129 
Industrial accountants 77 
Corporate officials, public officials and others 65 
University officials and instructors 

Ohio State University 53 
Other universities and colleges 44 97 

Ohio State University students 99 
Total registrations (as above) 467 

Geografhical Distribution of Registrations 
Ohio 407 
New York 12 
Pennsylvania 9 
Michigan 7 
Indiana 7 
Illinois 6 
North Dakota 5 
West Virginia 4 
Kentucky 2 
Missouri 2 
District of Columbia 2 
Colorado 1 
Delaware 1 
California 1 
Minnesota *_ 

467 

v 
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Membershifs Held in Professional Accounting Societies by Registrants 

State societies—Ohio 80 
Others 29 

109 

American Institute of Accountants 54 
National Association of Cost Accountants 100 
American Accounting Association 45 

W e at the Ohio State University are proud of this large registration 
and we are deeply grateful to those who attended the conference and thus 
contributed to its success. W e hope, in turn, that we have made some 
small contribution to the profession and that those who were in attendance 
were rewarded by the opportunity thus gained to meet the other dis
tinguished practitioners, public officials, and educators who accepted our 
invitation to be present. 

It is entirely fitting that we pay deserved tribute to those people 
who came from such a distance and who took so much of their time to 
appear on the programs of the various sessions. These men are busy men 
and they have severe drains on their time and energies. Yet, it is amazing 
to note that, merely upon our simple request, they promptly acquiesced 
and undertook what must have been an onerous assignment to them. 
Their complete cooperation in the venture and their important contribu
tions to the accounting profession on this occasion not only assured the 
success of the institute but reflected great credit upon the profession itself. 
The Ohio State University through the Department of Accounting and 
the College of Commerce and Administration expresses its deep appreciation 
to these men who were on the programs of the various sessions. 

Credit for whatever success was attained in the more mechanical 
phases of the institute sessions is due entirely to the splendid efforts of the 
members of the staff of the Department of Accounting and to the student 
members of Omicron Chapter of Beta Alpha Psi. The members of the 
staff contributed the valuable ideas which brought the program into being, 
and the successful execution of the mechanical details in addition to long 
and arduous duty during the two days of the conference. Th e members 
of Beta Alphi Psi provided very efficient and effective ushering service and 
similar assistance. It is entirely fitting that such signal service should be 
noted and proper appreciation expressed. 

Acknowledgment should be made also to Dean W . C. Weidler for 
his many splendid suggestions, his counsel, his enthusiasm for the project, 
and his vision. Dean Weidler both by his participation and by his cordial 
cooperation assisted the staff of the Department of Accounting immeasur
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ably in achieving some modicum of success in planning and executing the 
details of the conference. 

Acknowledgement is also gratefully made to the A. A. Bratton 
Company, Ediphone representatives of Columbus, Ohio, for their courtesy 
in granting the use of the TELEDIPHONE, manufactured by Thomas A. 
Edison, Inc., for the purpose of making a record of the proceedings. 

In passing, may we express the hope that education may play a 
large part in shaping the destinies of the profession and, with this goal in 
mind, that the First Ohio State University Institute on Accounting is but 
the forerunner of many such meetings to come. 

JACOB B. TAYLOR 
Chairman, Department of Accounting 
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INTRODUCTORY REMARKS 
By HOMER L. DAI/TON, C.P.A. 

President of the Ohio Society of Certified Public Accountants 
Chairman of the First Session 

Today is a memorable event in the accounting activities of the State 
of Ohio and the midwest. We have with us representatives from Michigan, 
Kentucky, Delaware, Missouri, Minnesota, District of Columbia, Indiana, 
Illinois, Colorado, North Dakota, California, West Virginia, Pennsylvania 
and New York, and Ohio is very happy to be host to these representatives 
of the accounting profession. A few years ago the College of Commerce 
of Ohio State University sponsored annually a meeting for accountants. 
These meetings were replete with information and activities that con
tributed a great deal toward bridging the gap between the academic train
ing of students and their advent into the practice of accounting and allied 
fields. We are all delighted to see this Institute on Accounting restored 
to the activities of the College of Commerce. 

On behalf of the Ohio Society I wish to congratulate the Committee 
on Arrangements for the splendid program in which we are permitted 
to participate. Special gratitude is due to our Society Director, Professor 
Jacob B. Taylor, for his services in the initiation and the consummation 
of this meeting, and we sincerely hope that a meeting of this kind will be 
an annual event in the program of the University. 

It is fitting at this time that the meeting be officially opened by a 
word of welcome from an administrative official of the University. Mr. 
Morrill was formerly alumni secretary of the University, later Junior 
Dean of the College of Education and at present is Vice-President of 
the Ohio State University. I am pleased to present to you Mr. J. L. 
Morrill. 



ADDRESS OF WELCOME 
By J . L. MORRILL 

V ice-President > The Ohio State University 

I am anxious not to seem perfunctory in extending the greetings of 
the University to members of your profession, teachers of accounting, many 
of our own alumni and distinguished guests who come here to make their 
contribution to the program of this Institute. This is a campus of many 
conventions. W e find it a little difficult sometimes to express our welcome 
in any new and original way, being like the minister's son who was playing 
with a neighbor boy. Th e neighbor boy remarked to the minister's son, 
"I t must be awful hard for your father to make up a new sermon for 
every Sunday in the year/ ' "Oh, he don't do that," the preacher's boy 
responded, "he just uses the same old sermon but he hollers in a different 
place!" And so, in greeting conventions, day after day, we sometimes 
find ourselves forced to "holler" in a different place. 

The professional educator, it seems to me, is bound to respect and 
admire and enyy the cool precision and objective accuracy and clarity 
which are the tools and technique of the accountant. These are confused 
and troublous times and we are coming to realize more and more, despite 
contrasting beliefs and points of view, that the American economy is 
essentially a business economy, a profit economy; and that the accountant 
is the master of the ABC's of that economy. He is the indispensable dis
coverer and interpreter of the basic data in the system of American enter
prise and individual initiative. 

We should find ourselves lost, our processes would be inoperative 
and unintelligible, except as we can come back to the accountant for 
standards and interpretations of what is happening in our economic 
order. This becomes especially important when we consider the enormous 
social and economic reforms that are proposed and in process in these 
times. We have the feeling that after all we must come back to the 
accountant to let us know finally whether these perplexing propagandas 
and programs of social and economic change are feasible and possible for us. 

Education, on the other hand, is a matter of intangibles—with the 
individual increments of value on the one hand, and enormous social 
increments of value on the other, and with the ultimate returns not 
immediate, but very, very much deferred. 



 3 ADDRESS OF WELCOME

We are just beginning to come, in education, to a knowledge of 
measurement and the use of it. In the physical sciences we have developed 
measurement to an enrmous degree. W e can calculate that the star 
Capella, for example, is something like 580 billion miles away5 or, going 
to the other extreme, we can calculate an atomic weight down to decimal 
point sixteen ciphers 1649. But *n *-ht educative process itself we haven't 
made much progress. Some of you may have read of the recent survey 
of Pennsylvania high schools and colleges conducted by the Carnegie 
Foundation for the Advancement of Teaching, which showed astonishing 
results. It revealed, for example, that in Pennsylvania actually 10 per cent 
of the high school seniors knew more than the average college graduate 
of all the Pennsylvania colleges. Their data showed further that on the 
general basis of knowledge and understanding only 28 per cent of the 
persons graduated from Pennsylvania colleges would really be entitled 
to a degree, and at the same time 15 per cent of the freshmen in those 
colleges had as much knowledge as the seniors. 

By tests and measurements and other devices we are beginning to 
understand with more accuracy, more of the accountant's accuracy, some
thing of the educative process. But we are still very far from the goal. 

While you are here we hope not only that you will enjoy our beau
tiful campus but will share with us some of our own enthusiasm for the 
kind of university this is and the kind of work that it is trying to do. Th e 
old conception of a college or university as a kind of cloistered retreat doesn't 
apply in these great state universities. This University is not "far from 
the madding crowd" or the busy marts of trade, but is attempting to 
perform a function in the very middle of the life of the people of the state 
—an intellectual and professional service station, if you like, with the map 
of the campus really the map of the State of Ohio. W e are trying to serve 
business and industry, for example, through our Bureau of Business Re
search, our Engineering Experiment Station, and our University Research 
Foundation. You are familiar with the attempts of the University over 
the years to serve Agriculture, not only through our College of Agriculture, 
but also through the Agricultural Extension Service and the Ohio Agricul
tural Experiment Station at Wooster which is governed by the Trustees 
of this University. 

Last month on this campus, you might be interested to know, we 
had here the meeting of the Ohio Home Economics Association; we had 
with us thousands of youngsters participating in a high school band and 
orchestra contest coming from all over the State; we had here the high 
school speech league of Ohio; the Ohio Sociological Association. This 
month, the Blue Pencil Club, ioo of the leading desk men on Ohio 
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newspapers, met here; we had the Institute for Education by Radio, 
bringing more than 300 leading radio people, particularly those interested 
in the use of radio for education; 1100 youngsters here competing in a 
district-state scholarship contest; the Ohio Teachers of Art met here. Just 
a little while ago there was held the Personnel Institute sponsored by the 
Ohio State University through the College of Commerce and Admin
istration. Soon we shall have the American Dairy Science Association 
meeting here; the American Psychological Association, the American 
Political Science Association. What I am trying to convey by these 
illustrations is this: this Institute is part of the working pattern and program 
of the Ohio State University in its effort to serve the people of the State in 
their life and in their work. 

W e feel great gratitude to the Ohio Society of Certified Public Ac
countants, and it is appropriate that Mr. Dalton should preside at this first 
session. We have enjoyed a fine cooperative working relationship with 
that society over the years and they have been invaluable in helping us 
stage this particular Institute. 

You'bring distinction to us by making the Ohio State University, 
for a day or two at least, the center of the American accounting world. 
And, of course, you bring us wisdom and knowledge. You have heard 
it said that knowledge is a treasure but that practice is the key to it; and 
you people, most of you, come from the field of practice, whereas we deal 
more directly with the field of theory. We have plenty of theoretical 
knowledge here at the University and you will recall what former President 
Lowell of Harvard said about that. He said that universities always have 
plenty of knowledge because the freshmen bring in some every year and 
the seniors never take any away! But of wisdom and practical intelligence 
and common sense, neither you nor we nor anyone ever has quite enough. A 
meeting of this kind raises the ratio of wisdom and practical intelligence. 

You bring us encouragement to carry on our own program for the 
training of accountants and the forwarding of research on the problems 
of your field. Really, the only persons competent to welcome you to the 
University are Professor Taylor and his capable associates and colleagues 
of the Faculty. We have great pride in the fact that they have had the 
interest and the enthusiasm to conceive and conduct a meeting of this 
kind and the competence to make a contribution to it. And so in conclusion 
I hope that this Institute will be profitable and pleasant for you; and that 
in the end the University may deserve the reputation that it should like 
very much to enjoy-—namely, that of being an interested and considerate 
and helpful host. 
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CHAIRMAN DALTON: Thank you, Mr. Morrill, for your generous welcome 
and I am sure that it is a great pleasure to all here to be welcomed back to the 
University and enjoy your hospitality. When the program was first drafted I 
was greatly impressed by its quality and that impression has been augmented by 
the quality and character of your words of welcome. It is easy to open a meeting 
by having someone attempt to hand you a key, but it is another thing to start 
a splendid two-day session by the injection of a spark of enthusiasm that will 
carry through the entire remaining sessions of the meeting. A number of years 
have elapsed since members of the Ohio Society and the practicing accountants 
of the State have had the opportunity and privilege of attending meetings spon
sored by this University. So today we are somewhat assuming the role of 
prodigal sons who are returning to you and your University to partake of a 
feast that provides food for the mind as well as food for the body. Your 
university, Mr. Morrill, occupies a very enviable position in the accountancy 
education of the country and we are indeed grateful for the dominant part 
played by your institution in making this program possible. 

The first session this morning is to be devoted to the junior accountant 
and the program of education for accountants. The practice of accountancy 
today requires more technical knowledge and training, and it is to the schools 
of higher education that the practitioners must look for the additions to their 
staffs. The colleges and universities which conduct commerce courses have per
formed a valuable service for the practicing accountants in adapting their instruc
tion to the practical phases of accountancy. It is a meeting of this kind which 
furnishes a wonderful opportunity for the practitioners and the teachers to 
discuss common problems. 

Th e subject of the first paper is "Th e Junior Accountant—His Problems, 
Responsibilities and Training," and we are fortunate in having this subject pre
sented by one who has contributed so much to the instruction of those who have 
entered the field of public accountancy. Our speaker is an Illinois certified 
public accountant, having received the gold medal for the highest grade of 
the examination. He is past national president of Beta Alpha Psi; past national 
president of Beta Gamma Sigma; past president of the American Accounting 
Association, and at the present time is head of the Department of Business 
Administration and in charge of the Division of Accounting at the University 
of Illinois. He is president of the Illinois Society of Certified Public Accountants 
and is editor of the Wiley Accounting Series. I take pleasure in presenting to 
you Professor H  . T  . Scovill, of the University of Illinois. 



THE JUNIOR ACCOUNTANT 
HIS PROBLEMS, RESPONSIBILITIES, AND TRAINING 

By H. T. SCOVILL, C.P.A. 
Professor and Head of Division of Accountancy, University of Illinois; 

President, Illinois Society of Certified Public Accountants 

In attempting to adhere as closely as possible to the subject assigned to 
us, our first inclination was to use our general impressions obtained from 
our experience as a junior accountant, supplemented by conversations held 
during each of the last several years with members of firms of accountants, 
and with some junior accountants. These impressions and ideas were 
utilized, however, only to the extent of preparing a very brief outline 
containing the following five main headings: 

A. Problems of the Junior Accountant. 
B. Responsibilities Within the Scope of Work Assigned. 
C. Breadth of Responsibilities Ordinarily Assigned to the Junior. 
D . Training Within the University. 
E. Training While on the Staff of the Certified Public Accountant. 

Several subheadings were formulated under each of these five main 
topics. After considering for some time just what would be most appro
priate to say in elaboration of the subheadings, we conceived the idea of 
obtaining first-hand, up-to-date ideas from some of the accountants now 
working as juniors or who have been juniors within recent years. It was 
thought that too many times in writing and talking on the problems and 
responsibilities of certain classes of individuals too little attention is paid to 
the thoughts and ideas of those people whose duties and destiny are under 
consideration. 

With this in mind, we addressed letters to fifteen alumni of the 
University of Illinois who had completed the undergraduate course of 
training in accountancy and who are now engaged in public accounting. 
Some of the fifteen have had only one year's experience, most of them have 
had two or three years', while one has had six years', and one, ten years' 
continuous experience as a junior or senior accountant. Most of those 
consulted are identified with firms in Chicago or New York; one is, how
ever, in a city of two hundred thousand, one in a city of one hundred 
thousand, and one in a still smaller community. Nine different account
ing firms of various sizes are represented in the group. 

6 
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The outline of the subject, showing the main topics and subtopics 
of which we proposed to treat, was mailed with each letter, asking the 
recipient to offer some practical suggestions or comments on any or all 
topics which seemed to appeal to him. The original idea in asking for 
suggestions from former students contemplated only the interweaving of 
some of their philosophy with that of the author. After reading the frank 
and comprehensive replies, however, it seemed that they should constitute 
the main feature, and the author should relegate his own ideas more or 
less to a minor position. So here are the viewpoints of some former honor 
students who apparently have learned much in the ways of the auditing 
profession since graduation. W e shall repeat the first main proposed topic 
and its sub-headings as presented to the young men in question, and then 
quote from their letters, which reveal their sane, frank, and at times 
humorous comments thereon. Then, in order, we shall repeat the second, 
third, fourth, and fifth topics with their respective sub-headings; and quote 
the reactions of the young accountants to the several items. 

A. Problems of the Junior Accountant. 

1. Satisfying senior accountants—speed, accuracy, resourceful
ness, tact, knowledge of accounting theory, knowledge of ac
counting procedure 

2. Reconciling theory with practice 
3. Preparing for C.P.A. examinations 
4. Other problems 

QUOTED COMMENTS ON T O P I  C A 

1. Satisfying Senior Accountants 

a. Sfeed—"Speed in practical accounting is not the fast-writing, 
paper-flying type, but rather the sort of speed that is gained from elimin
ating useless work. This holds true for the working papers as well as the 
report sent in for typing. 

"Don't get the idea that you are saving time by using a lot of 
abbreviations or leaving off ciphers, as $529. While your abbreviations 
are clear to you at the time, they may not be so clear to anyone following 
your work. The best rule to follow is to cwatch your senior and do as he 
does, or says to do.* As for leaving off ciphers, never, under any pinch 
for time, do this. Write out the full amount, $429.00. This shows that 
there were no cents, whereas, in the other example, you may have forgot
ten to add the cents. 

"Don't ever try to save time by leaving off the heading of your 
schedules, dates^ etc. 
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"Speed can be achieved by eliminating useless facts and data. In 
checking unemployment tax, for example, It isn't necessary to analyze 
wages into amounts paid to each employee. You are trying to check on 
the tax, not the payroll verification. All that is needed is to take off wages 
by the payroll periods for the year, and figure the tax on the amount. 

"Any work that you do you should be able to justify by the use to 
which you put it." 

"While lack of speed is a problem, there is usually very little that 
can be done about it, assuming, of course, that complete training has been 
had and that full advantage is being taken of that training. The inherent 
characteristics of an individual determine whether or not he will be fast or 
slow, and the slow person should not sacrifice thoroughness in the attempt 
to attain a desirable speed." 

"Of the problems of the junior listed on your analysis sheet, none seems 
to deserve first mention more than the problem of speed. This seems to 
involve more than the ability to work rapidly, but implies the ability to 
sense the comparative values contained in the work to be done. After 
working assigned problems in school for four years, an accurate solution 
seems to be the only goal without much interest shown in the time taken 
to reach this solution. I've never been thanked for spending an hour 
looking for a ten cent error, or spending two days on a material and 
supply inventory of a quarter of a million dollars when the entire inven
tory amounts to several million, with perhaps four days allotted to the 
entire job. A glance at the time estimate sheets and a few minutes spent 
with the senior in charge before starting a piece of work has proved helpful, 
although jangled nerves and white faces evident around the first of the 
year reveal that time or speed is an important factor to any public 
accountant." 

"Th e junior must be accurate, and at the same time possess speed. 
He should be fast mentally, but the importance of knowing how to operate 
adding machines, calculators, comptometers, etc., should also be covered." 

b. Accuracy—"Even seniors with years of experience make simple 
mistakes, such as errors in footings, etc. The thing for the junior to remem
ber is to tie up his work whenever possible and to hand to his senior a 
finished schedule that is correct in every detail. 

"Now, suppose that the analysis of general expenses made by the 
junior is off by $1*74 from a total of $983.52. It is a waste of time to 
look for so small an amount, so plug some column in the analysis such as 
Miscellaneous General Expense. Plugging isn't to be recommended except 
In cases where the total amount of an account is known, and a supporting 
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schedule is off a trifling amount. Never plug asset accounts unless abso
lutely necessary. 

"In reconciling the cash account of a clothing store, I was off by 
around $6.00. While checking deposits, the owner came by and asked if 
anything was wrong. When he heard the trouble he said, to be exact, 
'What the h—, add it to P. & L. I should be for paying you guys $25.00 
a day to look for $6.00. Don't be so foolish'." 

"There is no excuse for anything but accurate work. This point is under 
the junior's control, and the progress he makes is in direct proportion to 
the accuracy he demonstrates." 

"In satisfying senior accountants the junior bumps up against a good 
many different types of men, and he consequently finds that different 
seniors are pleased or irked by different abilities or deficiencies. I remember 
one senior who felt that every accountant should be able to add red and 
black figures of considerable size, and when thoroughly intermixed, with 
adding-machine accuracy. He also thought that I should be able to dictate 
confirmation requests and correspondence regarding some foreign accounts 
with the facility of a bank executive. But these are peculiarities. I think 
that you have listed the problems which are most likely to be faced by 
the junior." 

"Th e responsibilities of a junior seem to be fulfilled by doing accurate 
work. My present belief is still that accuracy comes first, speed second. 
Preliminary discussion and planning help to cut all possible corners and 
then a serious attempt to do this outlined work in the shortest time seems 
to be the only solution. If this procedure fails to bring the time within 
the estimate, I figure a few remarks then may be made about the estimate 
with a clear conscience. Of course, these remarks must be kept strictly 
under one's breath, and come under your suggestion that a junior must 
have tact." 

"Every in-charge man is interested in doing the necessary work in the 
least time—but the first desire of any accountant must be accuracy." 

c. Resourcefulness—"In most small audits, this one trait (resource
fulness) is more fully used in reconciling cash than in any other part of 
the work the junior will do. I have found that a good procedure to follow 
is to think of the most ways in which the bookkeeper could go wrong, 
and then start out to check on them. Don't forget that banks make mis
takes, too. 

"I  t is rather hard for a junior to be 'resourceful' in his first jobs. This 
trait will come to the front more and more as the junior becomes acquainted 
with the records kept and the methods used by the client. 
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"Special attention should be given to the 'side5 books kept by the book
keeper. Most of your bookkeepers keep these pet books, and they some
times are of great help." 

"A great many items come under this heading, among which the 
following are the most important: 

(1) Ability and willingness to grasp the entire situation on an en
gagement. 

(2) Knowledge of what the client's procedure is for internal control 
concerning the work he is doing. 

(3) Ability to recognize any deviation from (2) by the client's 
employees. 

(4) Ability to recognize weak points in the client's procedure for 
internal control. 

(5) Knowledge of the need for the work he is doing." 

d. Tact—"Tact is of great importance to the junior in the small 
office. He takes matters up directly with the client or staff rather than 
through the senior. 

"When asking the client to explain some difference, it is always best 
to word your question in such a way as to make the person feel that you 
have probably overlooked something that he can help you find. For in
stance, if you bluntly state that the bookkeeper is short $30.00, the fellow 
will get nervous and start trying to pull explanations out of the air. On 
the other hand, if you state that there is a small difference in the cash 
account, and you wonder if you could have overlooked something, the 
bookkeeper feels that he can now be of some help to you, and usually the 
difference is accounted for. 

"Speaking of differences, whenever you do have a difference between 
your schedule and some account, always take the matter up with the book
keeper. He can usually explain the cause. Usually the trouble will be 
cleared up by this statement, £I didn't know just how to handle the entry, 
so I left it until you fellows came.' Your answer will be, 'Some of these 
things are sure tricky, all right.' Don't ever make a ccute' remark or be 
condescending." 

"The junior's relations with the client's employees is the yardstick by 
which the client judges his ability and very often the ability of the firm 
for which he works. Some points are: 

(1) Criticism must be taken up with the senior and not with the 
client's employees. 

(2) A persistent arguing trait is never desirable. The most striking 
example of this is a junior I had who argued for 45 minutes 
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that, if two factories are erected at the same time, used for the 
i same purpose, and alike in every respect except size, the small 

building will depreciate faster than the large one. Then he 
admitted he took his stand merely for the sake of argument. 

(3) In obtaining books and records, avoid offending client's em
ployees by getting such books through the proper channels. 

(4) Be polite and firm, but never overbearing and aggressive." 

e. Knowledge of Accounting Theory—"Today, these are a neces
sity, and not a problem." 

"  I don't know—but I believe that college graduates going out into 
the 'field' absorb little more pure theory. Theirs seems to be a problem 
of bringing the theory to work and learning more about accounting pro
cedures." 

f. Miscellaneous Comments on Relationshif Between the Junior 
and Senior—"In a large firm, the junior accountant has literally to cserve 
many masters,' although fortunately not all at the same time. The junior 
accountant should be quick to recognize what qualifications the senior ac
countant regards as especially important and strive particularly to please 
in those points. Without exception, seniors expect juniors to be resourceful. 
Nothing seems to bother a senior to much as to have juniors ask trivial 
questions. In this connection, lack of experience in setting up working 
papers usually tempts the junior to ask for specific directions before pro
ceeding. T o avoid this, a junior would do well to study working papers 
prepared by seniors under whom he will work in order to avoid asking 
questions, and yet at the same time be enabled to turn in a good set of 
working papers." 

"Perhaps a part of the same thing is the developing of an attitude 
toward the senior which will give him confidence in the junior's work. 
Part of this lies in asking plenty of questions about the scope of the work, 
the time which it should take, and peculiarities which turn up. I always 
feel that it is better to reveal a vast amount of ignorance, if necessary, in 
order to be certain that my superior thoroughly understands what I have 
done and what is still to be done or what I did not do. Sometimes it is 
difficult to bring yourself to the point of asking how a thing should be 
done or why it is being done, for to ask makes a man seem woefully ignor
ant, but I feel that the questions are worth while." 

"There are only two additional items which come to my mind—(1) 
apply yourself to the work assigned you—don't talk or visit a lot with 
the employees of the client, or with other staff men of your firm assigned 
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to the job, and (2) keep outgoing and incoming personal telephone calls 
at a minimum." 

"Some firms have the in-charge man fill out for every man (after 
every engagement) a form on which he must specify his opinion as excel
lent, good, fair, or bad on such matters as accuracy, speed, appearance, 
relations with client, attitude, knowledge of accounting theory, knowledge 
of accounting procedure, etc.* In addition, space is provided for any addi
tional remarks he may care to make. It is one's record as recorded by 
these men (all of them different) and the type of working papers one 
turns in that in part decide how one will progress. 

"I  n the matter of satisfying seniors, the junior will at all steps find 
himself in direct competition with temporary men—'the nomads of the 
accounting world.' His work will be placed beside that of gray-haired 
men who have been in the 'game' all their lives. He must make up largely 
in aggressiveness, accuracy, neatness, willingness to learn, and progress, 
what he lacks in experience." 

"Speed, accuracy, etc., are important, but all are of no avail if the 
senior does not like you personally. Analyze your each and every senior 
and make him like you, and your senior will reconcile your theory and 
practice, and show you how to pass the C. P. A. 

"There are always lights and windows in a room. See that everyone 
is comfortable. Always do more than your share of carrying books and 
bags and remember that any job is good enough for you," 

2. Reconciling Theory with Practice 
"Th e first thing that comes to my mind under this heading is 'you'll 

never find it done the way the books tell you.' This is accounted for in the 
most part by the fact that a large majority of bookkeepers just 'picked-up' 
their knowledge. They do the first thing that pops into their minds, and 
this is usually the hardest way to do the thing. The type of theory used 
by most of the clients we run up against is the old 'we've always done it 
that way.' Don't try to be a crusader for better accounting methods and 
jump in to change things that are unchangeable. Most of the time you'll 
have to go along with the client in his way. 

"One fellow enters in a book the exact detail of his daily sales slips 
and then posts from the book into his receipts book. He won't post from 
the tickets to his receipts book." 

"Th e beginning junior will, at times, find reconciling theory with 
practice to be very difficult, but he should make every effort to tie up the 
work he is doing with what he has studied. This is true for both account
ing procedure in the client's office and auditing procedure as outlined by 
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the senior. If this is not done, he is apt to lose himself as I did the first 
time I was confronted with a pure voucher system. I could not under
stand its workings until I compared it, step by step, with something I had 
learned back in my first year at U. of I .  " 

" I think every junior accountant finds reconciling theory with prac
tice rather difficult. In practice, the junior finds the situation much dif
ferent from what he learned in school. Very often the junior needs to 
know very little theory to carry out the work assigned to him." 

"Reconciling theory with practice does present some difficulties. A 
particular treatment or procedure may be theoretically incorrect, and yet 
be a perfectly good short-cut in practice, where the system of internal 
check is known and it is evident that no misrepresentation, or error of con
sequence, will result. 

"Most juniors appear to get lost in the details of some particular item 
—the reason is probably that they haven't stopped to determine the pur
pose or goal of the work they are doing on that item. One place where 
this is often evident is in the computation of unexpired insurance—several 
hours may be spent looking for a difference of a few dollars." 

3. Preparing for the C.P.A. Examination 
"  A necessary part of this, in my opinion, is the completion of a re

putable coaching or review course just prior to the taking of the exam. 
While the junior may not learn any new principles, he will discover new 
methods of solving problems and will concentrate on pet subjects used in 
the exams." 

"I  n preparing for the state examination, I apportioned time approxi
mately as follows: Theory, I  ; law, I  ; auditing, 3  ; and problems, 10. Of 
course, this program would not be satisfactory to everyone, depending 
mainly on college work taken. However, the large proportion of time 
spent on problems is justified I feel because of the large proportion of fail
ures in problems. As to actual preparation for problem work, I would 
advise the student to work his own solutions and then compare them with 
prepared solutions, rather than merely study prepared solutions. C. P. A. 
exams require students to solve problems and not criticize presented solu
tions. 

"One extremely valuable suggestion, which I was fortunate enough 
to get from you in class, is to prepare physically as well as mentally for 
the examination." 

"After graduation, overtime work and daily routine make it harder 
to get down to study. A definite schedule (adhered to) is the only 
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solution—with possibly some 'cram' course to stimulate action, if one is 
to pass the C. P. A. examination." 

"It seems to me that the best practice or preparation for the C. P. A. 
is working problems. No amount of theory is of value unless it can be 
translated into practice." 

4. Other Problems of the Junior 
"Temptations are many, especially on out-of-town engagements. In 

small towns he must be very careful as to where he is seen and with whom 
he is seen. 

"Excessive friendliness with the client's employees is to be avoided 5 
sometimes, depending upon the circumstances, this rule may even extend 
to eating lunch with them. 

"The junior's work is very monotonous, and, unless he understands 
the purpose of his assignment and loves his work, there is always the 
danger of taking short cuts, resulting in not doing all the work he should. 
In footing and examining cancelled checks and vouchers, it is very easy 
to skip a few here and there with not the slightest twinge of conscience. 
In other words, he must consider his work more than just a part of a job." 

"A possible problem which many junior accountants face is that of 
physical and mental health. The detail work which a junior does consti
tutes a severe strain on the eyes, and eye-strain often results in headaches. 
The auditors are often required to work at whatever extra desks or tables 
the client has, and these are often poorly situated with respect to light. 
As for mental health, an auditor needs a lot of nervous energy, else he 
will never meet the time requirements of the engagement. Speed is 
essential. But, at the same time, he must not be a 'nervous' individual 
who is disposed to worry about little things, or he'll go crazy when things 
go wrong, when he overruns the time estimates, when new and tough 
problems rear their heads, when it is necessary to work night and day 
to meet a commitment date. So he has the problem of keeping himself 
in good physical condition during the winter overtime, and of developing 
a calm, philosophical, take-it-in-your-stride attitude without losing speed 
and efficiency." 

"Coming under your heading of the other problems of a junior, I 
might be able to suggest one of the problems that has by far bothered me 
most during the past few months. Last year, being doubtful about my 
ability to do good work in the accounting field, I decided to submit my 
efforts to a further test—a year's work with the best public accounting 
firm I knew. If I failed, I thought it best to look for other work rather 
than go into an accounting department of some industrial company. If I 
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succeeded, I figured public accounting offered the greater chance for 
advancement together with the advantage of getting far better experience. 
The problem now is whether to use the 'recession3 as an excuse for having 
a three months' vacation, or put it in along with the above mentioned test. 
In short, the profession seems to have the same soothing effect and security 
as sitting on a keg of dynamite." 

B. Responsibilities Within the Scope of Work Assigned 
1. Overlook nothing within the scope of the work assigned 
2. Take nothing for granted 
3. Call to the attention of the senior anything that seems to be at all 

all out of the ordinary 
4. Other such responsibilities 

QUOTED COMMENTS ON T O PI  C B 

1 and 2. Overlook Nothing and Take Nothing for Granted 
"Just because an entry looks all right, even though you don't quite 

understand it, don't let it pass without making some inquiry. The client 
expects you to ask questions, so don't be afraid to use the privilege. Never 
leave an item or entry without understanding it. This doesn't mean only 
the mechanism of the entry. Look behind the entry and determine whether 
it reflects the truth or not. This will be especially true of journal entries. 
You'll find some of the most hair-raising things called 'journal entries' 
you've ever seen." 

" I would like to add that all unusual items must be run down to their 
source, and that conclusions should not be drawn too quickly, for very 
often a few more minutes of thought will throw an entirely different light 
on a question." 

"Take nothing for granted—a good rule. I believe most juniors abide 
by it zealously. I have heard one senior say that this is why he prefers 
young juniors to older, more experienced temporary men." 

3. Call to the Attention of the Senior Anything that Seems to be at all out 
of the Ordinary 

"When a junior is assigned to any particular phase of an audit, he is 
entirely responsible for that portion of the audit. If he feels that he does not 
understand fully the scope or nature of his work, he should not hesitate 
to ask the senior for instructions. If the question is not of a petty nature, 
he will generally find the senior glad to give instructions, as the senior 
is likewise responsible for the work of all juniors and semi-seniors assigned 
to him. In general, the junior should never hesitate to ask questions while 
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still new with a firm, as he will find himself reluctant to ask questions after 
he has had a year or two of experience." 

"  I have nothing to add to your suggestions except to suggest that 
in calling points to the senior's attention, the junior do so in writing. In 
short, it has been my experience that good, concise stories (narratives, 
outlines, graphs, or whatever lends itself to telling the story clearly) have 
saved me from censure several times. I recall an instance where I was 
pulled off an assignment before completing it. I told the senior what I 
had done, and then jotted down the steps I had been planning to take, 
those completed, those partly completed, and those which were as yet 
nothing but intentions. It so happened that in completing one of the steps 
which I had noted as almost completed, an important audit adjustment was 
disclosed. The senior thanked his lucky stars that I had put the point in 
writing, for he forgot all about it until he went over my notes. And I 
thanked mine, too, for one slip of a serious nature is enough to lose a 
junior his job. So I am strong for well-written stories. The seniors I 
worked for as a junior appreciated them, and I in turn look favorably 
upon the work of a junior which is accompanied by a good description 
of the work done and the points disclosed or the conclusions reached." 

"Th e most important suggestion I could make at this point to a junior 
is to tell him to put or imagine himself in the senior's position, and ask 
himself what he would expect from a junior working under him. He 
should guide himself according to the answer he would give himself on 
that question. He should make use of plain common sense and judgment 
with a nice balance between the two. I think it is a common fault of 
juniors to want to try to assume the more important tasks of the audit 
(which belong to the senior) and to spurn the detailed parts of the exam
ination. If the junior does not understand completely the work that has 
been assigned him, he should feel free to ask the senior to explain it more 
thoroughly. The junior should go to the senior with his problems, not to 
the client's employees. Whether or not they seem important to him, if any 
questionable points arise, the junior, instead of deciding upon them himself, 
should have the senior pass judgment." 

"Never should a junior permit his own inexperienced judgment to 
settle something he doesn't know about. Don't interrupt a senior when he's 
talking with the client (of course, that's just common sense); in such 
cases, make a memo and ask him later. If you are sure something is out 
of the ordinary, incorporate it in your working papers." 

"In connection with calling extraordinary items to the senior's atten
tion, two comments might be made. One is that the junior should be 
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sure that it is out of the ordinary and not something he has, for the time 
being, failed to see through. Another point is that the questions should 
be taken up with the senior, rather than with the client." 

"You are responsible to your senior for his time. Most questions are 
unnecessary, and can be answered by thinking." 

C. Breadth of Responsibilities Ordinarily Assigned to the Junior 
1. Verification of cash and bank 
2. Verification of additions and extensions of inventories 
3. Aging of accounts receivable 
4. Analysis of accounts 
5. Other responsibilities 

QUOTED COMMENTS ON T O P I  C C 

1. Verification of Cash and Bank 
"The cash end of a job will occupy most of the junior's time, so he 

should be well informed on this subject. 
"Pay the closest attention to the amount shown by the check and the 

amount entered in the check register. If mistakes are overlooked here, 
you'll never reconcile cash and the checks must be checked again. This 
happened to me once, and the stack of checks was about two feet high. 

"It is the exceptional bookkeeper in a small business who reconciles 
cash between audits. We are the only ones who reconcile the cash in a 
large number of jobs. This is hard to believe. W e just finished a city 
job, and the cash in the special assessment funds hadn't been reconciled for 
two years. The treasurer 'knew' they were all right, but had never gotten 
around to do the job." 

"Many accounting firms issue instructions to be followed in doing 
this work, and any deviation from these instructions must be approved by 
the senior. The junior, therefore, is completely responsible for all his work 
in connection with cash." 

"It is in the field of cash balances and cash transactions (and adjoining 
pastures) that the junior does most of his early exploration. On a small 
engagement, even a new junior may be asked to follow the whole cash 
program as outlined by the senior. 

"On all engagements he's almost certain to be in on the cash count. 
It is here he will probably find some very interesting (and at times dis
turbing) experiences such as a president producing a petty cash fund from 
a 'roll' in his pocket. 

"All verification of additions and extensions (including the crossfoot
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ing of twenty-six column balance sheets) falls as one of the responsibilities 
of the junior." 

2. Verification of Additions and Extensions of Inventories 
"Here the junior's responsibility extends, of course, only as far as 

the tests he makes in complying with the senior's instructions. He should 
indicate in his papers the extensions and the footings he has tested, such as 
—Extended every item over $200, scrutinized all others for correctness of 
decimal point, footed every third page, traced totals of every page to 
summaries, and footed all summaries. This procedure should be set down 
in writing and bear the approval of the senior. All errors that are found, 
not just large errors, should be set down on paper, 

"Pricing of inventory is very often a part of the junior's work along 
with additions and extensions of inventory. He should obtain specific 
instructions from the senior as to what type of items he will take off the 
inventory for his price test, and, after having set them down, he should 
obtain the senior's approval covering the extent of his test. 

"Th e senior should instruct him as to the sources to be used for the 
price test." 

3. Aging of Accounts Receivable 
"This is merely a matter of accuracy which would make the junior 

fully responsible. 
"Th e more difficult task is the examination of the accounts them

selves. Here the junior should be alert to pick up unusual credits prior to 
and after the balance sheet date. In this connection he should prepare a 
statement for a test of credits other than cash and should run down these 
credits to their sources." 

4. Analysis of Accounts 
"Th e beginning junior usually will not find himself analyzing many 

accounts. His only responsibility would be to set down accurately the 
explanation for entries and to examine any supporting data. The reason
ableness and correctness of the account should be left up to the senior." 

5. Other Responsibilities 
"It is surprising how little juniors know about the types of insurance 

and what information might be found in an insurance policy. A detailed 
examination of policies is not necessary, but a scrutiny of the typewritten 
matter may reveal information not disclosed elsewhere. For instance, I 
know of one policy that indicated the company had a contingent liability 
in the form of an option to purchase a building. 

"The junior should be certain that he has seen all policies that have 
been charged either to the prepaid insurance account or to the insurance 
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expense account. And he must be sure that all policies he has examined 
have actually been charged into either one of these accounts." 

"There are a good many types of audit work which I have been 
required to do as a junior which are not listed on your sheet. Some of 
them are— 

"Vouching purchases and sales of securities (stocks and bonds, etc.). 
"Verification of the pricing of inventories and comparison of inven

tories as carried on the books with the market values of such inventories. 
"Circularization of receivables. 
"Vouching property additions and reductions. 
"Counting securities (stocks, bonds, etc.). 
"Search for unrecorded liabilities (usually as a junior I was assigned 

to only a part of the search for unrecordeds, such as the inspection of all 
vouchers for the period from the audit date to the date of completion of 
the field work, the inspection of all loose invoices which the client's em
ployees could and would present for my inspection). 

"  I have also reviewed and made (or dictated) excerpts from the min
ute books of subsidiaries (and later of parent company), but I do not think 
that the junior does this very often. I'm not sure." 

"The points you list are very good. I might mention a few more, 
such as having the junior vouch certain months in the period under review 
and check the footings in the various journals or books of original entry. 
He might also inspect the insurance policies and notes and list all unrecorded 
liabilities at date of the audit." 

"The following might be added to those listed on your outline: 
1. Detail property verification. 
2. Circularization programs—accounts receivable and accounts pay

able. 
3  . Unrecorde  d liabilities — examination of subsequent period 

vouchers." 

"With certain groups, staff juniors may find it their lot to act as 
in-charge men of the bags and pencils." 

D. Training Within the University 

Note: In listing this topic, we advised the addressees that their Alma 
Mater had altered the requirements for graduation in accountancy so that 
they now require a course in speech and one in report writing. These are 
referred to in several of the replies. 
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QUOTED COMMENTS ON TOPI  C D 

"How many beginning juniors can set down on paper the pertinent 
facts of a problem obtained from a set of books and arrive at the conclusion 
they want? One very definite help would be a laboratory course in which 
the student would do nothing but prepare complete sets of audit working 
papers from actual books and supporting data." 

"My ideas on training are not very definite yet. I am inclined to 
believe that the U. of I. curriculum is pretty good. I am glad to hear of 
the inclusion of more writing. I am often disappointed with the stories in 
our working papers. Even the simplest things are sometimes made to seem 
terribly complicated because of the junior's inability to write a clear, concise 
statement of facts and conclusions. 

"We've got to learn to think more, but I don't know whether to 
agree with Hutchins and his ideas about the classics or to advise more 
problems. 

" I have personally needed more training in consolidations, but that 
perhaps was due to the fact that I was thrown in to check a rather rough 
consolidation in a pinch, and before I had any extensive experience with 
consolidations." 

"I  n addition to the usual accountancy courses, it is very important to 
include courses in Speech and Report Writing. Too many boys graduating 
from universities have a very good background in accounting theory, but do 
not know how to speak, or write reports. I'm very glad to hear that those 
two courses are being placed in the accountancy curriculum at Illinois." 

"I '  m very much in favor of the addition of the two new courses. 
Although a junior's activities do not consist of making speeches or writing 
reports, I'm constantly faced with the inability to write or speak well. 
The writing of memos and conversing with the more important members 
of the client's staff often reveal the need of this extra training. I believe 
most young fellows will admit the need and importance of this work; still 
their very weakness makes them avoid the effort necessary to improve 
themselves. The opportunity to substitute one or both of these courses 
will probably help. Still, I wish they were both compulsory when I was 
in school." 

"More weight should be placed on the writing of reports and cer
tificates and drafting of financial statements." 

"I  t seems to me that the training as given at Illinois is as good as, if 
not better than, that received by any of the 1937 graduates employed here. 
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"The addition of report writing is excellent. It seems to me that 
there is much room for improvement in the reports written by accountants. 
Turning out a good set of working papers and then writing a good report 
from those papers seem to be two different jobs." 

"Work on a small set of books while going to school, preferably during 
the summer, and you as a student will learn in the best way to reconcile 
theory with practice. 

"The reason summers are suggested for working is that it is impor
tant to engage in other school activities while school is in session. A junior 
accountant must know how to contact people, and no better training can 
be found than in school activities where all are equal." 

E. Training While on the Staff of the Certified Public Accountant 
1. Preparation of working papers 
2. Routines and policies of firm • 
3. Manners and mannerisms of speech and dress 
4. Relations with staff and clients. 

QUOTED COMMENTS ON T O P I  C E 

"Under preparation of working papers, I would say that the best thing 
for the junior to do is to take an old set of papers and go over a job before 
he goes out on the current year's work. He will be required to make the 
set-ups, and should therefore know what to include in the set-ups. ; 

"As to mannerisms of speech, dress, etc., the best thing to do is to 
forget that you ever went to college. Relegate your activity keys, along 
with your loud socks and flashy ties, to the old trunk, and be a neat, 
conservatively dressed, English-speaking (no college slang) young account
ant. Don't go about the client's staff telling of 'When I was in college—.' 
For some reason, those who haven't been to college faintly dislike those 
who have. Be friendly, but never familiar. Speak respectfully to your 
client. The senior may call Mr. Rosenblum 'Jake,' but you stick to Mr. 
Rosenblum." 

"After leaving school, the individual is usually fed up with books to 
such an extent that he does not care to look at them for a while. This 
should be overcome as soon as possible, and constant review and reading 
of new matter must be taken seriously. T  o start this ball rolling, I believe 
the University could obtain a magazine such as the Journal of Account
ancy at reduced rates for its graduates." 

" I am not competent to discuss training after leaving the University. 
I take the Accounting Review and the Journal of Accountancy, read 
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part of them, occasionally really study a good article, skim through most 
of them. It is difficult to take any night work or review courses because 
of the overtime which accompanies almost every engagement, at least 
near the end of it, and because of the ever-present possibility of being sent 
out of town. Our library is fairly good, and I buy new books occasionally. 
(Just finished the new Statement of Accounting Principles) but am not 
very enthusiastic about it as yet.) I haven't tried any correspondence 
courses. I think that if I would take the time I could devise a plan 
of study which would be fairly satisfactory and lots more fun than one 
prescribed for me. But I have not taken the time for the most part. As 
it is, my inclinations right now run to: 

"The state laws 
"Registration statements 
"Controversial theoretical problems which are being discussed 
^Statements for annual reports and footnotes thereto 
"Auditors' certificates." 

"After leaving the university I think it is wise for the junior accountant 
to learn to make friends, maintain contacts, and make new ones so that 
in the future he may be able to get business for the firm/' 

"The desirability of reviewing working papers on completed assign
ments so as to become familiar with analysis work and methods of ap
proach." 

"Here's another thought—cPut things where you found them.' It 
will help your relations with the staff and the client's help. 

"It seems to me that a junior must learn to think on paper and in 
an orderly fashion—as well as intelligibly, legibly, and accurately in the 
eyes of anyone who might subsequently use the papers. Here's the advice 
I heard one senior give, 'Don't omit necessary comment from your work
ing papers, but be able to stand back of your working papers on the witness 
stand.' " 

"Conservatism and neatness seem to be the rules of dress. I have 
been told of one firm which greeted incoming juniors, and then promptly 
told all 'hatless' ones to report back after getting something on their heads. 

"Unless you get along well with the staff, you can't hope to hold your 
job. Unless the firm (of which even the youngest junior is a front-line 
representative) impresses the client favorably, return engagements may 
be lost. 

"Good manners are always in order. Good reason must always 
supplant training, rules, and firm policy. Simple 'horse-sense' plays a much 
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greater part in many accounting decisions than many college seniors 
realize." 

"One handicap that the junior is likely to encounter at first is the 
question of what constitutes reasonable verification. This is one case where 
it is especially beneficial to go over a set of working papers rather carefully. 
Probably one of the profitable ways a junior can spend his first few days 
is in looking over papers from previous engagements, and endeavoring to 
figure out what took place during the preparation of the schedules. 

"One of the first things the junior should realize is that his employer 
has been in business longer than he has. Not that he shouldn't make sug
gestions, or that the suggestions will always be rejected. However, the 
firm will have established more-or-less definite forms for working papers 
and statements, and the junior should learn the forms and follow them. 

"In general, a quiet, reserved manner of speech and dress is much 
to be desired. One case that happened here is that of a man who probably 
did excellent work with his chair tilted back and his feet up on the desk, 
but the client would have thought he was getting more for his money if 
the junior had been sitting erect at his desk, busily figuring his own budget 
for the next two weeks." 

"Again I can only emphasize the importance of your senior lending 
a helping hand provided he likes you. Good juniors are made by the seniors 
and each senior will take off a rough edge. Try to follow the judgment of 
the others on the staff in respect to manners, speech, dress, and relations 
with clients, and do not try to invent a new code of living for yourself 
until you have graduated to a higher position. A junior should also remem
ber that college dress is not necessarily proper in a business office." 

After perusing, classifying, and arranging these quotations, containing 
as they do such sound advice and frank comments on the problems, respon
sibilities and training of the junior accountant, we feel there is little we can 
add, or little that we should add. Any comments on our part would seem 
to be an anti-climax. We shall, therefore, merely say that a junior account
ant should recognize that his problems, responsibilities, and training are, 
and ought to be, such as will make of him the best possible type of account
ant to serve his organization, clients, and society. Such requirements are 
so nicely set forth by one of the alumni who responded to our appeal for 
assistance that we shall close by quoting what he calls "the general charac
teristics and attainments required of a successful public accountant": 

" 1  . A sound education in accounting theory, auditing procedure, 
economics, principles of internal control, law, taxation, and other 
related subjects. 
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"2 . Ability to express ideas and facts in clear, concise, and under
standable language. 

" 3  . Studiousness and perseverance; a real desire to keep up with 
latest developments in accounting subjects and ever-changing 
tax laws, and an unwillingness to finish a job or draw a conclu
sion until he is sure he is right. 

"4 . Judgment—ability to put accounting theory into practice and 
to recognize a situation where strict theory should be disregarded 
in favor of an alternative treatment which presents the facts 
more accurately than the theoretical treatment. In my opinion 
these situations arise frequently, and when they do arise, it is 
extremerly dangerous for an accountant who is not thoroughly 
familiar with accounting theory to make the decision. 

" 5  . Tact—ability to handle assistants and clients. 
"6 . Willingness to accept responsibility. 
"7  . Executive ability—to be able to organize an audit efficiently and 

to supervise more than one engagement at a time. 

"Th e first three requirements are necessary for assistant accountants 
in increasing degrees during their progress as assistants. 

"Th e fourth and fifth requirements are essential for a good in-charge 
or senior accountant. 

"Th e sixth requirement should really be necessary for a good in-charge 
or senior accountant, but is absolutely necessary for advancement beyond 
that stage. I have, however, known reasonably good in-charge accountants 
who lacked the sixth requirement, but relied on their supervisors. Needless 
to say, although a good in-charge accountant, he will never be anything 
else. 

"Th e seventh requirement is absolutely essential for an accountant 
to rise above the rank of in-charge accountant. 

"In my experience, most accountants have failed progressively in 
requirements three, five, six, and seven. It is surprising how many other
wise good accountants are unwilling to accept responsibility or are unable to 
handle more than one engagement at a time." 

CHAIRMAN DALTON: Thank you, Professor Scovill, for your very excellent 
paper. It was interesting to note the similarity of the answers to many of the 
questions that have been propounded to the students who have entered prac
tice. It must have been sweet music to the ears of the practicing accountants to 
liear their problems rehearsed again for them; and to the students and young 
men who are entering or about to enter the practice of accounting it offered an 
opportunity to learn the things that will be expected of them when they encoun
ter their first employment. I was impressed by the emphasis that Professor 
Scovill placed upon tact, assuming responsibilities, appearance., and general con
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duct instead of technical training. I think it was quite enlightening to have 
the composite results of a survey such as you presented to us this morning and we 
are very grateful to you, Mr. Scovill, for your presentation. 

It is evident that an accountant must have been the draftsman of the 
titles assigned to the subjects of the papers for consideration this morning. 
Responsibilities seem to occupy a dominant part in each one of these titles. Pos
sibly this draftsman may have been thinking of some of his experiences with the 
Securities and Exchange Commission and he could not dismiss the word respon
sibility from his mind. However, the employment of the term responsibilities 
is well adapted to the subject assigned for consideration. Colleges and univer
sities carry the responsibility for developing accountants until they have com
pleted their collegiate activities. At this point the practitioner must pick up the 
responsibilities laid down by our educational institutions and formulate a pro
gram for carrying forward their training. This phase of the subject is to be 
covered by our second paper which is entitled "Th e Practitioners' Responsibilities 
in a Program of Education for the Accountant." 

Our speaker is well qualified to discuss this topic since his experience and 
activities have been practical as well as academic. He is a very distinguished 
author and a half million copies of his books have been sold by his publishers. 
His books have been adopted as text books in numerous institutions. He is past 
president of the American Accounting Association and has been active in the 
work of both the National Association of Cost Accountants and the American 
Institute of Accountants, which latter organization he is now serving as chair
man of the committee on education. 

It is a privilege to present to you Professor R. B. Kester, head of the 
Accounting Department of Columbia University. 



THE PRACTITIONER'S RESPONSIBILITIES IN A 
PROGRAM OF EDUCATION FOR THE ACCOUNTANT 

By ROY B. KESTER, C. P. A. 

Professor and Head of Department of Accountancy 
Columbia University 

Th e topic assigned me, that of the responsibility of the practitioner 
in connection with a program of professional education, is one of great 
current interest to the practitioner as well as to the educator. Implicit 
in the term, responsibility, is a general recognition of certain standards 
of action and degrees of obligation attaching to a person in his various 
capacities and activities. For example, there is general recognition of such 
responsibilities as those of the head of the family to support his family \ 
those of a citizen to bear arms in the defense of his country; those of any 
person, whether citizen of this country or not, to act within the law of 
the land. The idea of duty is also implicit in the term, responsibility, and 
even further it should be pointed out that the term also carried the idea 
of accountability, not only to a court of opinion but even to a court of law. 

Varying degrees of responsibility are quite generally recognized. It 
is recognized, for example, that a man is fully responsible for the support, 
education, and even the acts of his own offspring. He does not, however, 
have the same degree of responsibility for the children of another, although 
society does recognize certain general responsibilities in that connection. 
These ideas of responsibility are the outgrowth of natural feelings which 
have become expressed in the customs of society and have found further 
expression in the laws of the land. They are the outgrowth of human 
experiences over the ages. Furthermore, it may be pointed out that the 
element of interest, particularly self-interest, is one of the motives leading 
to a recognition of responsibilities. A man may become interested in a 
great many things without feeling a personal responsibility for the advance
ment of those things. He may become interested in fine arts, for example, 
and enjoy taking every opportunity of satisfying that interest by visiting 
museums of art and architecture. His interest here is largely that of self 
satisfaction. However, as intensity of interest rises, dependence of per
sonal well-being on the object of one's interest is a frequent result. Pro
fessional responsibilities are of this latter kind. Professional men are 
willing to acccept certain responsibilities, growing out of their professional 
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life because it is largely to their self-interest—an enlightened self-interest 
which recognizes the rights of outsiders in connection with the quality of 
professional service rendered. 

The nature of a professional man's responsibilities may be treated 
under three general heads: ( i  ) those to his clients; (2) those to his pro
fession; and (3) those to society at large. In connection with his respon
sibilities to his client, it should never be lost sight of that the basis of that 
responsibility is either a specific or an implied contract of service entered 
into with his client. This contract is so generally recognized that it is 
enforceable at law. A man may hold himself out to do certain kinds of 
work, such, for example, as cutting grass or manual labor of other sorts 
without perhaps implying that he is a good cutter of grass; no great 
degree of skill being required nor of harm resulting if he should not prove 
to be expert in workmanship. In the professional field, however, any man 
who holds himself out as a professional man, by that very act has placed 
upon himself the responsibilities arising from the self-interest of the pro
fession and the self-interest of his client and of society in general that he 
does have average ability in his professional service. If it can be shown that 
harm arises to any client through his failure to have average ability, then 
that client certainly has action at law against him because of his failure 
to render proper service. 

In connection with professional accounting service, there is an implicit 
contractural obligation to render a good type of service, and this obliga
tion extends not only to himself but to the members of his staff. Th e 
so-called common law rule of caveat emftory "let the buyer beware," 
hardly applies in the same degree or to the same extent in the contract 
between client and professional man as in contracts covering the exchange 
of goods. In connection with the contract of professional service, there 
is always a contract of guarantee. It is largely out of this well-recognized 
responsibility to render proper service that the profession has had to take 
cognizance of the necessity for education. If a professional man is to be 
held accountable not only for the type of service which he himself renders, 
but also for that rendered by his. staff, common sense and business prudence 
demand that his staff be selected with undue care. 

With regard to the responsibility which a man has to his profession, 
every practitioner should recognize that his own reputation and that of 
his profession rest not alone on the quality of his own service, but also on 
that of his fellow practitioners. Hence, from almost the beginning of time, 
professional men have felt the need of joining together in associations. 
Occasionally—particularly in the smaller communities where competition 
is rather sharp—there is a reluctance to join in with fellow practitioners 
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to discuss problems and methods relating to professional work. This reluc
tance seems to rest on the feeling that one's own methods and techniques 
constitute a stock in trade. T o make such available to fellow practitioners 
is not one of his obligations to his profession. That idea, fortunately, has 
not been too prevalent. In all professions are found professional jealousies 
which militate against getting the full benefit of professional associations 
and activities. Fortunately, there probably has been less of this in the 
accounting profession than in any of the other professions. In the National 
Association of Cost Accountants there is almost entire freedom from the 
feeling that there is any secrecy attaching to the particular methods em
ployed by private accountants. And over the years there is evident a 
tendency in that same direction among associations of public accountants. 

It is thus evident that one of the first and most important responsi
bilities of a professional man is to associate himself with his fellow practi
tioners. It is estimated that there are in practice today between fifteen 
and twenty thousand certified public accountants in this country. When 
one compares that number with the present membership of the American 
Institute of Accountants, the one national association of public accountants, 
of about seventy-five hundred, one sees that there is not nearly one hun
dred per cent recognition of this responsibility among professional account
ants. In New York state, if I recall my figures correctly, some eight 
thousand or more certificates of certified public accounts have been granted. 
The New York State Society of Certified Public Accountants does not 
number among its membership anything like that number of members. 
So there is still a great deal to be done in impressing upon members of 
the profession their responsibility to join with other members in general 
professional activities. 

A professional friend of mine in commenting on his own professional 
career some time ago said to me, CCI believe I have acknowledged the 
responsibilities which grow out of professional service by joining those 
associations in the field of which my service lies. I have recognized it fur
ther by taking part in their activities and by serving on their committees 
for the advancement of their several professions. I have even prepared 
papers and taken part in their public programs. That represents my con
ception of my duty as a professional man to my profession." 

The responsibility of the profession goes even further and should 
include service and association with such allied organizations as chambers 
of commerce, trade associations, and even recreational clubs. There is 
probably no better way of educating the public to appreciate the type of 
professional service which the members of the profession offer. This, also, 
then, is one of the responsibilities of the professional man to his profession. 
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He has also a responsibility to society. By giving him special privileges 
under the law, society gives the professional man advantages which are 
denied to the non-professional man. Society demands in return certain 
minimum standards of professional worth, and by so doing safeguards 
itself from charlatans and the unskilled who might otherwise hold them
selves out to do that kind of professional work. It seems to me, also, that 
a professional man's responsibility to society goes so far as to foster activity 
in connection with proposed legislation affecting the economic welfare of 
the community. The Chamber of Commerce of the United States has 
established its headquarters at Washington largely to see that legislation 
harmful to the economic welfare of the country is not passed by our 
national legislature. During the past session of Congress, a ^considerable 
number of the members of our own profession have appeared before com
mittees at the national capital to express opinion with regard to proposed 
legislation. In this connection, I need mention only the wide activities of 
George O . May, who has concerned himself in pointing out what he has 
considered some of the economic and administrative faults of proposed 
legislation. All professional men have responsibility along those lines. 

These. various responsibilities of the professional man have been 
pointed out for the general purpose of indicating the necessity of a sound 
program of education. While it is apparent that the necessity for a high 
standard of education is inherent in the contract of service between the 
accountant and his client, it is equally apparent that the same necessity 
exists in connection with the other two responsibilities of which I have 
spoken; namely, that of the professional man to his own profession 
and that to society in general. It is appropriate now to raise the question 
as to whether and to what extent the profession has accepted its educational 
responsibilities. Probably the earliest recognition of responsibility along 
educational lines is evidenced by the securing of the passage of the certified 
public accountant laws in all of the states of the union. The New York 
law, if I recall, was placed on the statute books in 1895, and probably a 
period of twenty-five or thirty years was necessary for a general recogni
tion throughout all of our states of that phase of educational responsibility. 
This educational responsibility in all cases is made effective by means of 
the certified public accountant examination, which attempts to prevent the 
unskilled and undesirable from entering the profession. In this connection, 
it should be pointed out and kept in mind that the educational standards 
set by certified public accountant examinations usually lag considerably 
behind the conception of full educational responsibility held by leaders of 
the profession. In other words, the certified public accountant examina
tion, representing the requirements set by our certified public accountant 
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laws, is to be looked upon only as a minimum standard of what the edu
cational requirements should be. 

Usually, in the early years of a profession, the members themselves 
attempt to provide all the training considered necessary for young men 
entering the profession. Almost always a new profession uses the appren
ticeship method of training. This is similar to the training provided by the 
old trade guilds in which a man was required to show certain skill before 
he was admitted to the full practice of his trade. There was also inherent 
in the philosophy underlying this method of training a desire to control 
the number of men admitted to the profession. Thus, even today, in the 
contract of indenture for the training of young men in public accounting 
offices in England, there is involved a restriction of the numbers to whom 
the profession will be opened after the showing of a degree of proficiency. 

As a profession grows older it begins to realize that the professional 
man and his firm are not properly equipped to carry on the program of 
training which it is recognized must be provided for the young men enter
ing the profession. Hence we find the profession looking about for some 
better method of taking care of its educational needs. With that comes 
the establishment of professional schools or professional courses. Just as 
with law and medicine, so with accounting has come a recognition of the 
need of the outside school—the scholastic method of training. New York 
University's School of Commerce, Accounts and Finance was the direct 
result of the recognition of this fact by the New York State Society of 
Certified Public Accountants. The University of Denver, School of 
Commerce, was the direct result of the recognition of that need by the 
small group of accountants in Colorado, directly responsible for the organ
ization of that school. In many schools the inclusion of accounting courses 
cannot be traced with quite that directness to the needs and activities of 
the profession. All schools of business have today provided training courses 
in accounting. 

Turning over the function of education to the outside school has 
occasioned some of the troubles which many professions are meeting today. 
So long as the educational function was centered in and controlled by the 
members themselves, the profession had a much better control over the 
type of man who was allowed to enter the profession. This is probably 
responsible in no small degree for the trouble which the legal profession is 
having today in its failure to demand of the young men who are coming 
into the law proper standards of professional ethics. The ambulance-
chasing lawyer is going to have his counter-part among the accountants. 
There is already evidence of it and something must be done by the pro
fession to resume a fuller control over the young men who are coming 
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into the profession. The schools naturally do not have the same under
standing of the needs of the profession as does the profession itself. There 
must come a recognition on the part of school men of the dangers inherent 
in the present situation as well as a recognition by the practitioner of his 
responsibility for it. The solution of the problem will probably be found 
in cooperative action between the profession and the schools. For example, 
the establishment of sponsoring committees and of advisory committees 
from the profession would be helpful. Joint membership of professional 
and school men in professional associations would provide a basis of under
standing the common problems of each. The chief reason for the change 
of name of the old American Association of University Instructors in 
Accounting, a long, ambiguous title, to the American Accounting Asso
ciation was the hope that by such change of name would come a fuller 
interest of members of the profession in the educational activities and 
problems of the schools of business and professional accounting schools. 
Activities such as this joint institute which is bringing together the pedagog 
and the practitioner is one of the answers to this problem. 

There is a necessity also of recognizing responsibility on the part of 
the profession of setting up scholastic standards for the training of account
ants. This may be accomplished either by a revision and raising of the 
standards set by certified public accountant laws or by certified public 
accountant boards or by the adoption of minimum standards by profes
sional societies. New York state, some nine years ago, passed a law in 
accordance with which no man would be allowed to enter the certified 
public accountant examination unless he were a graduate of a college or 
school of accountancy whose standards were recognized and registered 
by the State Department of Education. That appeared a radical step at 
that time when only high school graduation or its equivalent was the usual 
educational qualification. However, New York state postponed the 
application of the law until January I, 1938. Thus, beginning with this 
year the law has first become effective. Th e schools in New York City 
can notice the initial effects of that law through a greater interest on the 
part of the young men on the staffs of public accounting offices who do 
not meet the educational qualification set by the law. Increased numbers 
are coming into the evening courses so that such men can qualify under 
the new provision of the law. The next ten years are going to see a gen
eral raising of standards either by revision of the C. P. A. law or by a revi
sion of the rules and regulations of certified public accountant boards, 
where that means is available to them under the law. 

Th e American Institute of Accountants at its session last October 
very definitely set up specific educational requirements, not for entrance 
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into the profession, because that is controlled by state laws, but as an ex
pression of the considered opinion of the professional body as to minimum 
standards which should be adhered to by young men training for the pro
fession. Those minimum standards are: ( i  ) graduation from a four-year 
college after four years of high school work; (2) the course of collegiate 
study shall comprise both liberal arts and technical and professional studies 
in equal amount—i.e., approximately two years of study devoted to each 
group; and (3) the technical and professional studies shall comprise— 
when expressed in standard measuring units of collegiate work—(a) eight 
units in commercial law, (b) eight units in finance, (c) six units in 
economics, and (d) thirty-eight units in technical accounting. The inade
quacy of this preparation from a professional scholastic standpoint becomes 
quite apparent when compared with that of the legal profession which at 
the present time requires a minimum of two years of liberal arts college 
preparation plus ninety points of professional training in law. The ninety 
points of the law are to be compared with the sixty of the accounting pro
fession, if one includes business and related subjects as a part of the pro
fessional training of the accountant, or with thirty-eight points if one 
includes only the technical accounting courses. 

As a further means of raising its standards, in the near future the pro
fession must assume responsibility for rating professional schools as satis
factory or unsatisfactory. Just as New York state has found it necessary 
to evaluate the adequacy of the work done by the various schools of ac
counting by compelling them to submit credentials on the basis of which 
such schools are either registered or refused registration, so our profes
sional societies, state and national, must get under way programs of rating 
and weighing the courses of study offered by professional training schools 
in the various states of the country. Such rating must take into considera
tion such things as faculty personnel, library and laboratory facilities, and 
the general type of student being trained. Because there is no particular 
restraint that is placed or can well be placed upon any student's entering 
upon such a course of study, too often the man who finishes a course of 
training for professional accounting does not have those personal qualities 
which make for professional success. It is a difficult job to devise a scheme 
by means of which one can sort out at the beginning and not allow young 
men markedly deficient in professional qualifications to enter upon a course 
of professional training. Effort must be pointed in that direction, however. 

Th e profession must also sit down with the educator and attempt to 
point out to him the type of young man who gives promise of success in 
the professional field so that the educator will have something definite 
and specific to work on in attempting to weed out at the beginning those 
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unlikely to succeed, rather than to let the process of Imssez-jdre do the 
weeding out after the young man has spent his period of training for the 
profession and then finds himself unqualified for its successful practice. 

The profession has a responsibility to the schools—and will to that 
extent influence the type of instruction given—to furnish the schools with 
teaching materials, case materials, to open up the files of interesting cases 
and so make that material available for instructional use. Nothing will 
vitalize classroom instructions so much as this. 

There is also a responsibility resting on the profession to be willing 
to assume part-time teaching duties in the schools. Through association 
with the faculty and through intimate knowledge of the contents of the 
course of study secured in this way, the members of the profession are 
then in a position to give intelligent advice and counsel as to changes that 
might well be made in the conduct of the training program. 

These, it seems to me, are the main fields of responsibility which the 
profession has along educational lines. To o many members of the pro
fession have been so busy taking care of their own practice and building 
it up that as yet they have no real notion of responsibility to the profession 
of the future. When a professional man is busy with his practice and is 
getting a fairly satisfactory type of young man seeking admission to his staff, 
he is apt to be slow in recognizing any personal responsibility for the train
ing of young men for entrance to the profession. It is just as certain 
as anything can be that unless the men in practice recognize and concern 
themselves with their educational responsibilities more than has been true 
in the past, the accounting profession is going to face much the same situ
ation that the legal profession is facing; namely, that growing out of admit
ting an increasingly large group of wholly unsatisfactory non-professional 
men to the protection of the privilege of using the title, certified public 
accountant. 

CHAIRMAN DALTON: Thank you. Professor Kester, for your fine presen
tation of this subject. You very forcefully brought out the importance of the 
responsibilities that are implied and basic in our profession as compared with 
those that are imposed by legislation. Sometimes responsibilities are asserted by 
law before we begin to recognize the responsibilities that are basic and implied 
in our professional work. The enactment of the Securities and Exchange legis
lation did a great deal to arouse our profession to the responsibilities that were 
inherent from the start. Your talk, Professor Kester, was very stimulating and 
it will be a great assistance in awakening the accounting profession to further 
responsibilities. The program today and the speakers who appear on the pro
gram for the following sessions are a great contribution by the University to the 
profession of accounting, and I sincerely hope that the practicing accountants 
and all those present will express their gratitude by lending their support and 
assistance to the good work that the University is performing in training the 
young accountant for his profession. The meeting is adjourned. 
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INTRODUCTORY REMARKS 
By HENRY B. FERNALD, C.P.A. 

Past President, New Jersey Society of Certified Public Accountants 
Chairman of the Third Session 

It is appropriate that I should first express to the officers and faculty 
of Ohio State University and its College of Commerce and Administra
tion our appreciation of the opportunity of meeting here, for consideration 
of the 1938 Revenue Act, under the guidance of the able speakers who 
are to present this subject to us from their several different points of view. 

It is inevitable that there should be differences in viewpoint between 
those who pay and those who collect the taxes. Th e reluctance of tax
payers to pay and the desire of the tax administration to collect taxes gives 
an age-old difference in point of view, recognized from the beginning of 
taxation. 

In the primitive family or tribal form of government, there was no 
taxation because there was no recognition of private ownership of prop
erty. All property belonged to the family or tribe, administered by the 
head of the family or chief of the tribe. There was no question of the 
individual yielding to the tribe or to the head of the tribe a part of his 
property or a part of the result of his labor or ability, because no individual 
had his own personal rights. It was all part of a common fund. The only 
question was how much any individual should be permitted to have, for 
his own personal use or enjoyment, of that which he produced or of that 
which was produced by others. It was a matter of a grant to an individual 
by the head of the community of that which otherwise was not the prop
erty of the individual. 

We need not delve into ancient records to find this system. I, myself, 
in my own lifetime, have seen this tribal form of government and property 
control in existence. We even have a vestige of it in our own law which 
makes the labor and earnings of minor children the property of the head 
of the family. I knew the system best under a fine tribal chief where there 
seemed never ground for complaint that his every act and decision was 
motivated by his thought for the welfare of his tribe and the individual 
members of it, although that is not always the condition which will be 
found. Of course, the doctrine of the authoritarian state rests on the 
thought that the interest of the head of the state and the welfare of the 
state are identical. T  o see what this doctrine means it is well occasionally 
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to read Machiavelli's "Prince," or to read the seventeenth century dis
putes in England between the advocates of parliamentary and kingly power. 

The question of whether the individual had a personal right in his 
property, or whether all property rights rested in the sovereign to leave or 
take as he would, was one of the fundamental points in the Magna Charta, 
and when our forefathers came to frame a Constitution for our government 
they included provisions to recognize the right of the individual to his prop
erty, and even to limit the powers of the government to take it by taxation. 

Many of us had felt that the question of individual property rights 
had long since been settled, at least for us, and we do not like to see so-
called advanced ideas and new concepts reverting to the primitive doctrines 
of tribal government. I cannot try here to discuss whether or not it is 
wise to abandon what we thought was the progress of a thousand years or 
more in the struggle for human liberties, nor to discuss the material prog
ress which has come with individual property ownership and its stimula
tion of individual incentive. Whatever our theories may be regarding 
these, we can recognize that taxation only comes into being under some 
plan which recognizes individual rights to property so that there is a turn
ing over by the individual to the state of property which, except for the 
taxing statute or mandate, would remain the property of the individual. 

It is true the same practical results may come whether we say that 
all property and all result of human endeavor belongs directly to the state, 
and the state will make grants to the individuals of the amounts which 
individual citizens may, by favor of the state or of its ruler, be permitted 
to have for their use or enjoyment, or whether we say that the individual 
has a right to the property and to the yield of his efforts and abilities, sub
ject only to such part thereof as the state may require him to turn over to it. 
Perhaps there is no great practical difference in net results whether the 
state says to the individual, "All you produce belongs to us, but we will 
allow you to keep 20 per cent of the net production," or whether the 
state says to the individual, "What you produce belongs to you except for 
80 per cent that you must pay to us," or little difference in net result 
whether we say that the state will permit another individual to have 90 
per cent of what he produces or whether it says he must turn over to the 
state 10 per cent. 

There is, however, a difference in the theories involved and the 
consequent principles applied in obtaining the results. The differences are 
more notable when coupled with the Anglo-Saxon idea that government 
derives its authority only from the will of the people, and the people alone, 
through their chosen representatives, have the right to say how much of 
their property may be taken by their government and the method and plan 
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under which taxation may be enforced. If all property belongs to the 
government and the individual only has limited rights which the govern
ment may grant to him, the individual has on him the burden of proving 
his rights against the government. Any doubts are to be resolved against 
him. If, however, property and the proceeds of his effort primarily belong 
to him, the tax administration then has the burden of proof to establish its 
right to take from him part of his property. If, furthermore, the right of 
the government to taxes only comes from the expressed will of the rep
resentatives of the people, the administrative authorities seeking to collect 
a tax have placed on them the burden of proving that their proposed action 
is authorized by law. 

There is today, as there always has been, the resentment by admin
istrative authority when it finds its desired action blocked by some check 
which the people have placed upon it. It is but natural that tax adminis
trators should feel disappointment and even resentment when they find the 
people's representative unwilling to accept administrative expressions of 
what is desirable in the taxing statute; when they find their interpre
tations of the statute overturned on the ground that they are not in accord 
with the authorization of the taxing statute. Yet this balancing of admin
istrative desire for maximum collections and the individual taxpayer's desire 
to pay no more than he is legally required to pay simply reflect the demo
cratic process applied to taxation. 

The situation is particularly difficult as regards income taxation where 
we are dealing with theories rather than with things. It is not the receipt 
of money or property that is taxed but it is the income, if any, which is 
derived from such receipt. We have not even been able to write into law 
a definition of income, except as we say "Gross income includes * * * 
income derived from any source whatever." So we have our Treasury 
Department standing between the people's representatives who make the 
law and the courts which interpret it and trying to collect all the taxes the 
law, as thus made and interpreted, imposes upon that undefined, intangible, 
theoretical concept referred to as "income." Differences of opinion and dif
ferences in viewpoint are bound to exist. T  o the Treasury, it is perhaps 
too much the interpretation of a concept. T  o the taxpayer, it is the very 
real giving up of dollars he otherwise might keep as his own. We have 
no better way in a democracy to reconcile conflicting views than in their 
public discussions-—before the people's representatives, before the courts, 
before the Treasury Department itself, and in public forums such as this. 

We have just been through one of our democratic experiments. In 
1936, the undistributed profits tax was enacted into law. It was the 
recrudescence of an old idea, long since abandoned by experienced tax 
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administrators and economists, who had considered it, because of its unde
sirable economic effects or its difficulties of equitable administration. Its 
serious economic effects, its grievous injustices and its insurmountable 
difficulties of administration were all foretold before the law was passed, 
but we had to try out the plan. W e have had our experience with it and 
now the undistributed profits tax is virtually repealed. The 2^2 per cent 
tax remaining, with the "cushions" allowed, is not going to be a very 
serious economic factor, nor will it yield any large revenues, although it, 
and the complications it requires in wording of the law, will be quite a 
nuisance. Its cost and bother to the taxpayers and to the Government will 
probably be out of all proportion to any revenue it will yield the Gov
ernment. 

We have also had our experience in boosting the rates on capital 
gains, until we saw that wealthy investors had little inducement to realize 
gains on past investments and little incentive to make new investments. 
The direct, as well as the indirect, loss of revenues to the Government 
was tremendous. 

It has been rather an expensive lesson to the people and to govern
ment in the economics of taxation, but if the lesson has been learned it is 
probably worth its cost. 

Let us be fair in recognizing that the depression was not wholly due 
to bad tax laws. W  e cannot have industrial plants shut down, by strikes 
or otherwise, with their production and their consumption of the products 
of other plants curtailed, without an economic disturbance to business. W e 
cannot expect to have people go ahead with confidence in the future if 
they are wondering when that economic disturbance may hit them and 
their affairs. Granting that this alone was enough to bring about a depres
sion, we can also recognize that we have had a tax law which did work 
to accelerate and intensify the depression, even if it was not the major cause. 

We can be thankful that some of the worst features of the tax law 
have been eliminated. The new law may not be all we would like, but 
it is certainly an improvement on the old. It should have a definitely stim
ulating effect on business enterprise. It does not severely penalize those 
who need to use their business profits for business development and expan
sion. It does leave some real opportunity to realize gains from capital invest
ments. It does indicate a definite recognition by Congress that employment 
of labor, revenues of the government and the general welfare of the people 
are dependent upon the progress and development of private business enter
prise, and that such progress and development can only be expected if the 
individual can count on retaining, after tax payments required of him, 
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enough of any profits he may make to warrant the efforts and the risks 
involved in business enterprises. 

Let us hope that the definitely stimulating effect which the new tax 
laws should have on business confidence and progress, and on employment, 
is not going to be counteracted by some other laws or administrative 
measures of government with contrary effect. 

We are to hear this afternoon from three speakers and as the order 
in which they will speak to us has been agreed upon among themselves as 
they have considered the general scope of their several papers, we are to have 
as the first speaker a representative of the Treasury Department to speak 
on the viewpoint of the Treasury Department. We all want to hear that 
viewpoint. It is important and something we all need to recognize and 
understand. 

I, therefore, have pleasure in presenting to you Mr. Thomas Tarleau, 
Legal Assistant to the Under Secretary of the Treasury. Mr. Tarleau. 



THE REVENUE ACT OF 1938: 
THE VIEWPOINT OF THE TREASURY DEPARTMENT 

By THOMAS TARLEAIT 
Legal Assistant to the Under Secretary of the Treasury 

The Revenue Act of 1938 is the product of almost seven months of 
study and drafting. The Subcommittee of the Committee on Ways and 
Means which was appointed to examine possible revisions of the revenue 
laws began its sessions early in November, 1937. The bill which followed 
the recommendations of that Subcommittee has not yet become law,1 but 
it has been considerably modified in the course of its progress through the 
two Houses of Congress and the Conference Committee. It is finally pos
sible to discuss the alterations which the Act has made in previously existing 
law, and to express my own views with reference to certain features of this 
very important piece of legislation. These views are not necessarily those 
held by other members of the Treasury staff, nor are they to be taken 
as representing the opinion of the Treasury Department itself. 

Th e new Act is designed to yield approximately the same amount of 
revenue as was raised under the previous law. The largest areas in the 
foundation of our revenue structure have remained unaltered by the recent 
legislation. The estate and gift taxes will continue in substantially identical 
form, and the same is true of some of the more important excise taxes, 
such as those upon gasoline and tobacco. Furthermore, no change has been 
made in the rates applicable to the ordinarily recurrent income of in
dividuals. 

One of the two major change affected by the new Act relates to 
the rates imposed upon corporate incomes, particularly with reference to 
undistributed profits. The other major change is that made in the treat
ment of capital gains and losses realized by individuals. These subjects 
have received more than their fair share of attention both in professional 
publications and in the daily press. There is little that I can add to the 
exhaustive analyses of these topics which are already available. The two 
taxes are cogently discussed in the President's letter to the Chairmen of 
the House and Senate Committees, dated April 13, 1938. 

However, numerous changes have been made in the law which have 
not yet received much publicity. Since these are the amendments which 
bear most directly upon the recurring transactions of many taxpayers, and 

1Thxs paper was completed May 16, 1938. 
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since they involve many technical aspects of the concept of taxable income, 
an outline of the more important of these changes may be of particular 
interest to a gathering of professional accountants. Those that I shall 
discuss this evening fall under four main headings: first, the problem of 
equalizing the tax burden as between steady and fluctuating incomes; sec
ond, the problem of allowable operating deductions; third, avoidance of 
taxes by various misuses of the corporate device; fourth, administrative 
and procedural problems. In addition, there are numerous changes which 
do not fall into any general classification. 

1. One of the inherent difficulties in an income tax assessed upon an 
annual basis is that it distributes its burden unfairly as between stable and 
variable incomes. An individual whose taxable income is, let us say, $20,-
000 each year for five years will pay an aggregate tax of approximately 
$10,000 during the five-year period, whereas a taxpayer having no income 
for four years and $100,000 of taxable income in the fifth year will pay 
a tax of $34,000. Similarly, a corporation which loses $1,000,000 in four 
years and then manages exactly to wipe out its deficit by earning $1,000,-
000 in the fifth year will incur the same tax liability as a corporation 
which has accumulated a $1,000,000 surplus by earning $200,000 a year 
for five years. A satisfactory method of dealing with these discrepancies 
has yet to be found. A truer picture of the increase in a taxpayer's net 
worth and consequent ability to pay would undoubtedly be secured by per
mitting him to average his income over a period of several years. For 
some time the British attempted to use a three-year basis for certain types 
of income, but the Finance Act of 1926 effectively abolished the experi
ment. The administrative complications which it entailed were enormous. 
Perhaps the major defect of such a system is that its use proves particularly 
burdensome for the taxpayer who is confronted during a period of depres
sion with a large tax liability based on his preceding period of prosperity. 
It will probably prove more feasible to approach a solution by means of 
a carrying forward of net losses, the carry-over being limited as revenue 
needs may require. A beginning is made in the 1938 Act by allowing 
a one-year net operating loss carry-over to corporations in computing their 
undistributed profits tax liabilities. "Net operating loss" is defined as the 
excess of allowable deductions over gross income, with certain adjustments 
for depletion and tax-exempt interest. 

The corporation which finds it inadvisable to pay out the earnings 
or profits of the taxable year in dividends will in many cases be able to 
reduce its undistributed profits tax liability by taking advantage of what is 
termed "the consent dividends credit." Under this provision, any part 
of the earnings or profits of the taxable year which, although not dis
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tributed, the common stockholders agree to take up ratably in their indi
vidual returns as if such earnings or profits had been distributed will be 
included in the dividends-paid credit. If some stockholders will not agree 
to such a consent dividend, a credit will still be available after their ratable 
share of the consent dividend is actually distributed to them. The amount 
of the consent dividends will be considered as paid-in surplus or as a con
tribution to the capital of the corporation and will correspondingly increase 
the basis of the stock in the hands of those shareholders who file consents. 

The Act also makes an effort to equalize the tax burden in some 
respects as between individuals with steady and fluctuating incomes. There 
is taken into account for tax purposes one-half of the loss arising from the 
sale or exchange of capital assets held 25 months or more, and two-thirds 
of the loss arising from the sale or exchange of capital assets held more 
than 18 months and less than 25 months. If the long-term losses thus 
taken into account exceed the long-term gains similarly taken into account, 
the resulting net long-term capital loss may be fully deducted from gross 
income, or 30 per cent of such long-term capital loss may be credited 
against the tax, whichever method will result in a greater liability. This 
procedure achieves a considerable liberalization over the former $2,000 
limitation. At the same time, the net capital loss arising from the sale 
or exchange of capital assets held 18 months or less can only be deducted 
from the net capital gain arising from such transactions. 

Heretofore, individuals who are members of partnerships have been 
at a particular disadvantage with respect to capital gains and losses. As 
you all know, partnerships are not subject to income tax. The distributive 
shares of the partnership income are included in the individual returns of 
the partners, whether distributed or-not. Obviously, in order to ascertain 
the amount of such distributive shares, the partnership net income must 
be separately computed. Under prior acts, courts have held that a partner
ship capital gain could not be offset by the individual capital losses of the 
partners, and partnership capital losses were not available to reduce the 
capital gains of the individual partners. In order to remedy this situation, 
the present Act provides that the gains and losses of a partnership are to 
be segregated from its other income. A partner's distributive share of the 
ordinary income is to be added to his individual gross income, and his dis
tributive share of the net capital gain or loss is to be separately included in 
his individual net capital gain or loss computation. 

Another inequity between the treatment of stable and variable incomes 
arises out of the capital stock and excess profits taxes. These taxes are 
based on a voluntary declaration by a corporation of the value of its capital 
stock. This declaration need bear no relation to the actual value of the 
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stockholders' equities. The capital stock tax imposes a low rate upon the 
declared value, and the excess profits tax imposes a high rate upon earnings 
in excess of a certain percentage of the declared value. This system puts 
a premium on guessing, and obviously the corporation whose income varies 
little from year to year can make a better guess than the corporation whose 
earnings are subject to wide fluctuations. This guessing game becomes 
even less sporting when the declared value is not subject to change. As the 
Under Secretary of the Treasury has stated before the Committee on Ways 
and Means, "These two taxes have little to recommend them save the 
assurance of one hundred and fifty to one hundred and seventy-five mil
lion dollars of revenue." In order to make them less onerous, provision 
has been made for a redeclaration of capital stock value as of July I, 1938, 
and every three years thereafter. 

2. The question of the deduction of losses is closely related to the 
question of the deduction of expenses. In a very general way, net income 
may be defined as gross income less the expenses incurred in producing 
that income. The allowance of such expenses as a deduction is largely 
provided for in Section 23. But that Section has always been a hodge
podge, which did not determine true net income very accurately. Purely as 
a matter of logic, it is not readily apparent why a merchant is allowed to 
deduct fees paid to attorneys for services rendered in the conduct of his 
business, while a widow who is entirely dependent upon investment income 
cannot deduct fees paid to counsel who assists her in managing her affairs. 
At the same time, it is not easily explained why a taxpayer is permitted to 
deduct interest paid on a mortgage on his residence, when he cannot deduct 
any rent he may pay on residential property. Examples of such inconsisten
cies can be many times multiplied. Most of them will remain undisturbed 
by the recent Act, but two of the more glaring ones have been cured. Th e 
first concerns worthless securities. T  o purchase a security is to acquire a 
capital asset. If the security depreciates in value and is then sold, the 
deducibility of the loss thus realized is subject to the capital loss limitations 
set forth in Section 117. If, however, the security becomes worthless, the 
full amount of the loss has heretofore been deductible. The 1938 Act 
treats losses from securities which have become worthless in the same way 
as it treats other losses in respect of capital assets. 

The second inconsistency which has been remedied relates to business 
property. If a machine becomes obsolete before its cost has been recovered 
through the annual depreciation deduction, a sale of that machine for its 
depreciated value results in a loss which was heretofore subject to the per
centage limitations of Section 117. As a result, it was often less expensive 
for a taxpayer to scrap the equipment and claim a full deduction for its 
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depreciated value less salvage. This situation has been remedied by taking 
depreciable property used in a trade or business out of the definition of 
"capital assets" contained in Section 117. Although the sale of obsolete 
business equipment takes the form of a transaction involving a capital asset, 
it is in reality an operating expense. 

Section 23 also provides certain deductions for items which are not 
expenses but which have nevertheless been made deductible for reasons of 
policy. The most important of these relates to charitable contributions, 
which may be deducted to an amount which does not exceed 15 per cent of 
net income in the case of an individual and to an amount which does not 
exceed 5 per cent of net income in the case of a corporation. The theory 
of this provision is that a contribution for the public welfare partially relieves 
the government of the burden of appropriating public funds for the same 
purpose. The government receives no such benefit, however, if the con
tribution is made to a foreign institution. Therefore, the Act limits the 
deduction to contributions made to domestic organizations, although it 
does not exclude donations made to American institutions which may dis
burse their funds abroad. 

Much difficulty has been experienced in connection with charitable 
contributions deducted by taxpayers using the accrual basis of accounting. 
Prior acts have allowed the deduction when "made." There are, however, 
wide variations in the laws of the states as to when a charitable contribution 
is "made" in the sense of the subscription having become a legally enforcible 
contract. In those states in which it is held that the subscription is enforcible 
when the donee acts in reliance upon it, there is always considerable room 
for speculation as to what acts constitute reliance. In order to remove 
confusion and to settle all questions as to the proper year in which a char
itable contribution should be deducted, the deduction has been limited to 
the year in which the pledge was actually paid. 

Much litigation has arisen because of attempts by corporations to 
deduct charitable contributions as business expenses, thereby often defeating 
the limitation that the contributions cannot be deducted in excess of 5 per 
cent of net income. Therefore, the 1938 Act contains a provision pro
hibiting the allowance of charitable contributions as business expenses. 

A trust established by an employer for the purpose of providing pen
sions for his employees is not only exempt from taxation but the employer 
may deduct the amounts paid into the trust from his gross income. Since 
it is only desired to encourage the formation of those trusts which are 
protected against claims of the employer's creditors and upon which 
employees can rely with assurance for support upon retirement, it has been 
provided that for taxable years beginning after December 31 , 1939, the 
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trust shall not be exempted from taxation unless it is impossible, at any 
time prior to the satisfaction of all liabilities with respect to the employees 
under the trust, for any part of the corpus or income to be used for pur
poses other than the exclusive benefit of the employees. 

The entire subject of allowable deductions requires further revision. 
A taxpayer should be permitted to deduct all the expenses he has properly 
and reasonably incurred in the collection or production of any type of 
income. Such a provision presents many technical difficulties for the legis
lative draftsman, but it is to be hoped that a practical solution of the prob
lem may be found in the near future. 

3. Congress has again turned its attention to the perennial problem 
of excessive corporate accumulations which result in avoiding high individual 
surtaxes upon shareholders. Xhe revenue acts have long contained a pro
vision, now known as Section 102, for a surtax upon corporations formed 
or availed of for the purpose of preventing the imposition of individual 
surtaxes upon their shareholders by permitting earnings or profits to accu
mulate. The fact of unreasonable accumulation was made frima facie 
evidence of a tax-avoiding purpose. Section 102 has, however, always 
proved to be difficult to enforce. In its practical application, the government 
has been compelled to show two things: First, the unreasonableness of the 
accumulation, after which, if the taxpayer could bring in any evidence, 
however flimsy, that his purpose was legitimate, the government had to 
establish a clear case of a tax-avoiding purpose. Subjective facts, such as 
unreasonableness and intent, are not often susceptible of clear and con
vincing proof, and the courts have been inclined to uphold the taxpayers' 
contentions in nearly all cases in which there was any evidence at all to 
support such a conclusion. However, the recent Act will lighten the gov-
ernment's tasks somewhat by making the fact of unreasonable accumulation 
determinative of the purpose to avoid surtaxes upon shareholders unless 
the corporation shall prove to the contrary by a clear preponderance of the 
evidence. Nevertheless, the difficulty of proving that an accumulation is 
unreasonable still remains. 

The Revenue Act of 1937 imposed heavy special surtaxes upon per
sonal holding companies and foreign personal holding companies. The 
workings of these two taxes have in general been extremely satisfactory, 
and only minor adjustments were found to be necessary. In the first 
place, some hardship was found to result from the fact that only the 
earnings or profits of the taxable year which were distributed before the 
end of the taxable year were excluded from the surtax. Directors there
fore had to estimate earnings in advance of having received them, in order 
to make a timely distribution before the end of the year. The tax cost of 
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overestimating earnings might run as high as 75 per cent of the error. 
Accordingly, it has now been provided that a personal holding company 
may elect to deduct from its Title IA net income any dividends paid 
within two and one-half months after the close of the taxable year, if such 
dividends are paid out of the earnings or profits of the taxable year and 
the amount thus distributed does not exceed either the accumulated earn
ings or profits as of the close of the taxable year or 10 per cent of the 
dividends paid and consents filed during the taxable year. 

It was also found that some real estate operating companies which 
had sold properties and taken back mortgages as part of the purchase price 
were receiving most of their income in the form of interest on such 
mortgages rather than in the form of rents. In order that such concerns, 
which are actually operating companies, shall not be included in Title IA, 
it has been provided that the term "rent," as used in that Title, shall 
include interest on debts to the extent that such debts represent the price 
for which real property held primarily for sale in the ordinary course of 
business was sold or exchanged. The 1937 Act had already stipulated that 
a corporation which receives 5 0 per cent or more of its income in the form 
of rent shall not be considered a personal holding company. 

The Revenue Act does not look to personal holding companies and 
foreign personal holding companies as appropriate special subjects of taxa
tion. It merely seeks compensation for the loss of individual surtax revenue 
occasioned by the failure of such companies to distribute their earnings. 
Therefore, we do not desire to place special obstacles in the way of their 
liquidation. Large gains will, of course, be realized by shareholders when 
personal holding companies liquidate, and there is no advantage either to 
the revenue or to the national economy in forcing sales of large blocs of 
property to pay peremptory tax liabilities incurred by such liquidation.
am, therefore, fully in accord with the policy of that section of the recent 
Act which provides that, in cases of undue hardship, the tax attributable 
to capital gains derived from the receipt of property other than money in a 
complete liquidation of a personal holding company or foreign personal 
holding company may be postponed for a period not to exceed five years. 
Forced sales should thereby be obviated. 

I am not sure, however, that concessions in this direction should in
volve any indefinite postponement and possible eventual loss of revenue. 
From this point of view, the advisability of a change which has been made 
in the section of the Act which deals with distributions in liquidation is 
open to some question. That section has been made to provide that in the 
case of a complete liquidation of a corporation during its taxable year 
beginning after December 31 , 1937, there shall be taxed to each individual 

 I 
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shareholder that part of the gain which is not in excess of his ratable share 
of the earnings or profits of the corporation accumulated after February 
28, 1913. Any distribution in property other than money in excess of the 
accumulated earnings or profits will not be taxed at all, but the property 
received by the shareholders will have the same basis in their hands as the 
stock cancelled or redeemed under the liquidation, increased in the amount 
of gain recognized to the shareholders and decreased in the amount of cash 
distributed to them. In other words, during the current taxable year, gains 
realized upon the liquidation of a corporation will be divided into two parts. 
That part which represents earnings or profits, exclusive of any apprecia
tion in value of the corporate property, will be immediately taxed. The 
remainder, or rather so much of it as is not distributed in cash, will not be 
taxed until the stockholder sells or exchanges the property distributed to 
him. It can readily be seen that the resulting allocation problems may 
prove very complex and difficult. 

This provision applies to all corporations, but in view of its one-year 
feature, presumably stockholders in personal holding companies and for
eign personal holding companies will be in the best position to take advan
tage of the benefits it confers. It can safely be anticipated that a very large 
proportion of the gains realized upon the liquidation of such companies will 
be attributable to appreciations in the value of corporate property. Taxation 
of such gains will be indefinitely postponed even though it has heretofore 
been deemed appropriate to impose a tax at the time of liquidation. And if 
a shareholder in a company which has liquidated never disposes of the 
property he has acquired upon the liquidation, but passes it on intact to 
his heirs and legatees, a tax will never be imposed upon the gain. Any hard
ship which might conceivably result from the liquidation of personal hold
ing companies and foreign personal holding companies seems to be more 
than adequately mitigated by the provision for a five-year postponement of 
tax and by the extension from two to three years of the time within which 
a complete liquidation may be effected. In other words, the shareholders 
of a company which liquidates over a period of three years may report 
their gains as long-term capital gains and spread the tax over the three-
year period, in addition to having five; additional years in which to pay 
the tax. Even further relief is afforded by the extremely liberal rates 
applicable to capital gains. It is well to bear in mind that these liquidation 
gains represent income which, but for the personal holding company device, 
might have been taxed at a rate as high as 47 per cent in the case of stock 
in the company acquired more than two years before liquidation; whereas 
under the rates of the 1938 Act the gain, if recognized, would be taxed 
at a rate of only 15 per cent under similar circumstances. 
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4. It is in the field of procedural revision that the Revenue Act of 
1938 is perhaps most promising. Several relatively minor changes have 
been made, with respect to the powers of the Commissioner and the Board 
of Tax Appeals, designed to facilitate the collection of deficiencies and to 
secure a more equitable review of contested assessments. There are also 
two additional provisions of major importance. 

Th e first relates to the Commissioner's authority to enter into closing 
agreements. Such agreements are a device for compromising disputed tax 
liabilities without recourse to the courts. This procedure was formerly 
available only with respect to taxable years which had already terminated. 
The revenue acts conferred no authority on the Commissioner to enter 
into any agreement, binding both on the taxpayer and on the government, 
which referred to contemplated or prospective transactions, or to transac
tions consummated in a taxable period not yet terminated. As a result, 
many business transactions have been delayed or abandoned because no 
authoritative pronouncement could be obtained which would resolve 
reasonable doubts as to the possible tax liabilities involved. In cases in 
which a transaction was nevertheless consummated, and a return made 
under an erroneous interpretation of the law with which the Bureau dis
agreed, the taxpayer naturally resorted to litigation in defense of the 
position he had taken. Such litigation could often be prevented if the 
taxpayer knew with certainty in advance just what position the Bureau 
would take upon a given set of facts. 

The Revenue Act of 1938 therefore removes the former limitation 
on the Commissioner's power to enter into closing agreements—that the 
taxable period to which the agreement relates must have already ter
minated. It provides that a taxpayer may now secure in advance a binding 
declaration that, upon a given set of facts, his tax liability will be in a certain 
amount. He may also discover whether, in the opinion of the Commis
sioner, a security has become worthless or a bad debt is properly to be 
charged off on his books. The certainty requisite to the orderly conduct of 
business enterprises should thereby be facilitated. 

The second major procedural revision relates to the inequitable results 
which have often followed upon the operation of the statute of limitations. 
Few types of controversy are more productive of irritation between gov
ernment and taxpayer, and of despair on the part of the accountant, than 
those which involve allocating an item of income or a deduction to the 
proper year. An error with respect to the year in which an item is included 
or deducted may have disastrous results. Let us assume that a taxpayer 
receives a stock dividend of a type the taxable status of which has not yet 
been definitely determined by the courts. The Commissioner asserts that 



 53 THE I938 REVENUE ACT

the distribution is taxable and a closing agreement is executed under which 
it is reported as income and a tax is paid thereon. Some years later, after 
the statute of limitations has expired, the taxpayer sells the stock he received, 
and the government claims a tax on the ground that a gain has been 
realized. If the courts sustain the claim, he will have to pay the second 
tax despite the fact that recovery for his previous erroneous return is 
barred by the statute. 

Of course, these situations can work to the advantage of the taxpayer 
as well as the government. Suppose a taxpayer charges off a bad debt in 
1933 and deducts it from his 1933 income. In his 1938 return he takes 
the deduction from the same bad debt, on the ground that the debt actually 
became uncollectible in 1938. If the appropriate tribunal determines his 
second position to be correct, he secures a double deduction, since the 
statute of limitations bars the Commissioner from asserting a deficiency 
with respect to the 1933 return. 

Such was the state of the law until passage of the 1938 Act. Th e 
courts were burdened with a steady stream of litigation which did not in 
any way involve the question of whether an item was taxable or a deduc
tion allowable, but which was concerned only with the proper year in 
which the item should be included or the deduction taken. Both taxpayers 
and the government were able to secure great advantages by assuming in 
one year a position inconsistent with that taken in an earlier year with 
respect to which an adjustment was impossible because of the expiration 
of the statute of limitations. The new Act has dealt with this situation by 
a provision that the effect of the statute of limitations shall be mitigated 
in cases in which a determination under the income tax laws requires the 
inclusion in gross income or allows the deduction of an item erroneously 
included or deducted in another taxable year. In other words, the effect 
of the earlier error will be adjusted by being credited or debited against 
the tax liability determined with reference to the subsequent year. This 
provision should remove many possibilities of double deductions and 
double taxation. Furthermore, it should go far towards curtailing litiga
tion, the sole purpose of which is the allocation of an item to the proper 
tax year. I  t does not cure all the possible situations in this category. Th e 
inherent complexity of the subject requires some hesitation in adopting 
broad legislation which might impair the function of the statute of limita
tions as a curb on the litigation of stale claims. However, the new pro
vision has made a very promising start in the right direction. 

From this brief review of some of the more salient features of the Rev
enue Act of 1938, it will be apparent that there has not taken place 
the thorough-going revision of the revenue laws that was at first antici
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pated. There are many additional changes which might have been made 
in the law in the interest of greater equity and greater certainty. These 
will have to await an opportunity for further revision of the revenue laws, 
and in some cases additional study of the problems involved will be neces
sary before satisfactory legislation can be drafted. 

By the very terms of the Act, the treatment of undistributed profits 
is left open for future legislation, inasmuch as the provisions of the Act 
which deal with this subject will terminate after two years. The 2 j  ̂  
per cent rate spread on account of undistributed profits scarcely seems to 
be sufficient to equalize the tax burden as between incorporated and unin
corporated businesses. As indicated in the President's letter to which I 
have already referred, the new capital gains provisions seem to be incon
sistent with the progressive-rate structure based on the principle of ability 
to pay. 

It will have already been noted that the problem of equalizing the 
taxation of steady and fluctuating incomes has been but incompletely 
solved by the 1938 Act, and the same may be said for the question of 
allowing as a deduction all expenses properly and reasonably incurred in 
the collection or production of all types of income. The Act also does 
not attempt to remedy the inequity that exists as between married tax
payers in the eight community property states and married taxpayers in 
the rest of the country. In 40 states and the District of Columbia, a hus
band is taxed upon all his earnings. In the remaining eight states, because 
of their local property laws, the earnings of the husband may be taxed 
one-half to the wife and one-half to the husband, thus often materially 
reducing their combined surtax liability. In line with the President's 
message of June 1, 1937, the Treasury would like to see some provision 
worked out to cure this situation. The Act makes no change in the deple
tion provisions applicable to the oil and mining industries, although these 
provisions have often permitted taxpayers to continue taking substantial 
deductions long after the original cost of the property is recovered. The 
Stygian darkness which envelops the meaning of the phrase "earnings or 
profits" remains unilluminated, despite the fact that no individual can 
determine whether a dividend he receives in taxable, and no corporation 
can compute its surtax without first ascertaining the extent of the corpor
ate "earnings or profits." The problem is not made any easier by the fact 
that earnings or profits accumulated prior to March 1, 1913, must be 
segregated from subsequent earnings or profits, since the former are not 
a statutory source of taxable distributions. 

No change at all has been made in estate and gift taxes, with the 
exception of a reduction in the annual gift tax exemption from $5,000 to 
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$4,000. These two taxes as at present constituted are a series of badly 
integrated accretions to the 1926 Estate Tax. As a matter of fact, there 
is no Federal estate tax; what goes by that name is really the sum of the 
1926 tax plus the 1932 tax, as amended by the 1935 Act. Tw o compu
tations are necessary: First, the total tax, and second, the 1926 tax, 80 
per cent of which is allowed as a credit for death taxes paid to the states. 
The gift tax has been somewhat precariously grafted on to this system by 
a relationship in rate structure and a credit against the estate tax for gift 
taxes paid in respect of transfers later included in the taxable estate. This 
statutory nightmare is further complicated by the fact that whether certain 
transfers are taxable under the estate tax or under the gift tax depends upon 
whether the transfer was made "in contemplation of death." No one has 
ever succeeded in defining a gift made in contemplation of death with any 
degree of precision. There is no logical reason why these two taxes should 
remain as confused and as intricate as they are at present. It would be 
highly desirable to find some method whereby their structure can be 
materially simplified. 

The 1938 Act has eliminated several of the so-called nuisance taxes; 
particularly, many of those which were imposed on articles in common 
use such as matches, chewing gum, soap and tooth paste; and those whose 
low revenue yield did not warrant their continuation. This is a step in 
the direction of increasing reliance upon the more direct taxes, such as the 
levies upon incomes, estates and gifts. Th e miscellaneous consumption 
taxes, because of their non-progressive nature, fall most heavily upon those 
least able to bear them. Thus, they are not in harmony with what has 
become the cardinal principle of Federal taxation: that is, taxation accord
ing to ability to pay. The trend toward direct taxation has been manifest 
since the years of the World War. In 1913-14, the first year in which 
the present form of income tax was a part of our revenue system, that 
tax accounted for less than 19 per cent of all internal revenue receipts. In 
the current fiscal year, the income tax, together with the estate and gift 
taxes which have been incorporated in the revenue structure subsequent 
to 1913, will account for about 55 per cent of all internal revenue collec
tions. If future revenue needs permit, it seems desirable that this percent
age should be further increased and the collections from hidden consump
tion taxes correspondingly reduced. 

It would not be possible in the space of a short paper to describe all 
the changes the 1938 Act has made in the revenue laws. Many of these 
changes are of relatively minor importance; others are so highly technical 
that they could not be presented accurately without quoting much involved 
statutory language. I have, however, attempted to outline the more im
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portant features of the new Act in their relationship to taxation objectives, 
and to sketch some of the main lines of a possible policy for the future. It 
is my belief that these objectives are essential to a good tax system; that 
is, to a revenue structure which will be equitable, certain, and as easy as 
possible to administer. Members of the accounting profession have per
haps a more detailed experience than any other group with the problems 
which confront the taxpayer. They also possess the technical training and 
knowledge which is essential to the solution of those problems. Because 
they are so admirably equipped to present the taxpayer's point of view, their 
aid and counsel will prove invaluable in securing the equitable revenue sys
tem which is desired by taxpayers and the Treasury alike. 

CHAIRMAN FERNALD: Thank you, Mr. Tarleau. We all thank Mr. 
Tarleau for speaking to us as he has done and giving us the references to some 
of these things in the law. I am sure there is not one of us who will not echo 
the desire he expressed to get to a point where we can have a simpler, less com
plicated statute. 

Our next speaker, I think, needs no introduction to you. The viewpoint of 
the public accountant will be presented by Mr. Victor H. Stempf, chairman of 
the Committee on Federal Income Tax of the American Institute of Account
ants. Mr. Stempf. 



THE REVENUE ACT OF 1938: 
THE VIEWPOINT OF THE PUBLIC ACCOUNTANT 

By VICTOR H. STEMPF, C.P.A. 
Chairman, Committee on Federal Income Taxation, 

American Institute of Accountants 

You in the audience perhaps do not realize the fact that this is with
out question the first time in the history of the revenue acts of this country 
that we have had a pronouncement on the significant changes by a repre
sentative of the Treasury Department so soon after the enactment of the 
Act. Mr. Tarleau has been laboring inhumanly for the last month and 
a half, at least, and toiling rather heavily for the last six or seven months, 
and he has played a very prominent part in the drafting of these provisions 
which give effect to principles very simply and briefly stated by their 
exponents. I think we are all greatly indebted to Mr. Tarleau for coming 
here today after his heavy labors in Washington. 

The accounting profession has a vital, qualified concern in problems 
of taxation. Chester T  . Lane, Assistant General Counsel of the Securities 
and Exchange Commission, recently said: "Laws are the products of 
public demand for the codification of standards evolved by the public 
conscience; and the articulate members of interested professions are the 
most potent force in the crystallization and codification of those standards." 
The platform of the Committee on Taxation of the American Institute 
of Accountants has been stated repeatedly: "There is urgent need for the 
determination of fixed principles of federal income taxation, having a 
closer relation to sound accounting and to conservative business practice." 
This is the burden of the professional accountant's viewpoint towards the 
Revenue Act of 1938 in particular, and towards all taxing statutes in 
general. 

Why should the inherent complexities of business be amplified? Th e 
business man is hopelessly bewildered by the various methods by which 
he must determine income to meet the standards of his commercial bank
ers, stockholders, the S.E.C., the Robinson Patman Act, the Vinson Act, 
the Revenue Act, and other state and national authorities and commis
sions. Simplification, one of the ostensible objectives of the revision of the 
Revenue Act, has again fallen by the wayside. This is not said in a spirit 
of criticism but rather with a full appreciation of the counterplay of politi
cal and other influences which have been brought to bear upon the revision 

57 



58 ACCOUNTING INSTITUTE PROCEEDINGS 

during five months of drafting followed by three months of debate and 
further revision. 

Fruitful discussion of principles demands a liberal, attentive attitude 
towards the viewpoints of others. Arrogance, intolerance, and vituperation 
have no place in the search for truth. Certain it is that what is said about 
taxation may be doctrinal, but should not be dogmatic. 

In all fairness, substantial improvement has been effected in the 
Revenue Act; but a rough and rugged road still lies ahead of us in attaining 
a closer relation between tax accounting and commercial practice. How 
difficult this task may be is exemplified by the attitude of the Chairman 
of the Sub-Committee of the House Ways and Means Committee, who 
said in effect: "That's just damn nonsense; taxation is one thing and 
bookkeeping is another." 

It is inconceivable that we could return to the brief statement of the 
1913 Act. Simplification must be construed as a relative term, contem
plating fixed bases and incidence of taxation, with variables and exceptions 
reduced to a minimum, permitting a fairly reasonable predetermination 
of the tax; and, perhaps, first and foremost, expeditious and informal dis
cretions in a liberalized administrative policy, analagous to that prevailing 
in the British system. Th e Revenue Act of 1938 bears the scars of 
political conflict and compromise, which have conjured up new complexi
ties to confound the business man. Cynically, the latter says: "More work 
for the taxperts." Superficially, that conclusion is pointed, but let's get 
down to the facts. Is that which is detrimental to the client good for the 
professional man? Of course not! The dead bird in hand may provide 
one succulent meal, but the healthy, living bird that lays the golden egg 
is far more valuable. The professions prosper as their clients prosper. From 
the viewpoint of the C.P.A., therefore, fixed principles, simplicity, and 
unbiased administration are vital objectives. 

SIGNIFICANT CHANGES 

What has happened in the Revenue Act of 1938? The Act applies 
to taxable years beginning after December 31, 1937. Fiscal years ending 
in 1938 are still governed by the 1936 Act as amended by the Revenue 
Act of 1937. The gift tax exclusion becomes effective after December 
3*> 1938

Individual Income Taxes 

Th e major innovation affecting individuals, introduced in the 1936 
Act, subjecting dividends received from domestic corporations to normal 
tax as well as surtax remains unchanged in the Revenue Act of 1938. 
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T o the owners of personal holding companies, particularly, this was an 
important change, and continues to have the same bearing under the 1938 
Act. Trie changes in the treatment of capital gains and losses (which will 
be dealt with later) are probably paramount in importance to individuals, 
but the importance of the change in the surtax on corporations improperly 
accumulating surplus should not be overlooked. This change relates to 
the burden of proof, which is now shifted to the taxpayer, who must prove 
by clear and convincing evidence that an unreasonable accumulation of 
surplus is not for the purpose of individual surtax avoidance. 

The rates of tax relating to personal holding companies remain un
changed. There are, however, new exemptions for licensed, personal 
finance companies and certain real estate companies. Also, the 1938 revi
sion permits a credit for dividends paid within I1/} months after the close 
of the taxable year in the case of such personal holding companies, and also 
permits the payment of a dividend to reduce a deficiency in the tax deter
mined under that portion of the Act. Both of these are limited adapta
tions of general recommendation made by the Institute's Committee. 

Cafital Gains and Losses 

In the report dated September 23, 1937, dealing with proposed 
changes in the Federal Revenue Law, the Committee on Federal Taxation 
of the American Institute of Accountants said: "Th e present method of 
taxing capital gains and losses is perilous to economic stability, and should 
be modified." It recommended that capital gains and losses be segregated 
from other income, taxable at a moderate, fiat rate, without subjection 
to percentages depending on the period during which the asset was held, 
and urged the right to carry forward net capital losses for a period of Eve 
years. It also proposed that capital assets should be redefined to exclude 
land and depreciable assets. These recommendations were only partially 
adopted by the House Ways and Means Committee, but, with exception 
of the five-year carry-over, were championed aggressively by the Senate 
Finance Committee. 

In the Act as adopted, two changes in taxation of capital gains affect 
all taxpayers, including corporations. One relates to the exclusion from 
the definition of capital assets of "property used in the trade or business, 
of a character which is subject to the allowance for depreciation." Th e 
other relates to worthless securities. Worthless corporate obligations, in 
either coupon or registered form, are distinguished from ordinary receiv
ables and are now excluded from the classification of bad debts and must 
be treated as capital assets. The Senate Finance Committee tried to exempt 
all corporations from this change, but in the Act as it issued only banks are 
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so exempted, and they may continue to treat such losses as bad debts. 
Worthless stocks have heretofore been allowable as deduction without 
limitation, but are now also treated as losses on capital assets. In both 
cases, the loss is considered to have been sustained on the last day of the 
taxable year for purposes of determining the holding period. 

Capital gains and losses of corporations otherwise remain substantially 
unchanged. The full amount of net capital gains will be taxed as ordinary 
income, but net capital losses will be limited to $2,000. 

As to capital gains and losses of individuals, the House Bill proposed 
to cure the abrupt changes in the brackets of the capital gains tax under the 
1936 Act by distinguishing between short-term and long-term capital 
gains; taxing the former as ordinary income, and the latter on the basis 
of percentages of recognized gain to be taken into account on the basis of 
the periods for which the related assets were held, starting at 100 per cent 
for assets held not over thirteen months and declining in monthly stages 
to 40 per cent on assets held over sixty months. Short-term capital gains 
related to assets held not over twelve months. A flood of protests besieged 
the Senate Finance Committee relative to this proposal, based largely upon 
the opinion held in informed circles that the capital gains tax has been 
one of the principle deterrents to the flow of capital, the Institute Com
mittee pointing out that the law of diminishing returns had had its inevitable 
effect during the latter years of high capital gains tax. The report of the 
House Ways and Means Committee had made the admission that during 
the time when capital gains were taxed at a flat 12J/2 per cent the revenue 
from that source amounted to approximately 50 per cent of the total 
income tax collections from individuals, whereas in 1934 and 1935 it 
made up but 3 per cent and 13 per cent, respectively. 

Briefly, as enacted, disposition of assets held for not more than 
eighteen months results in a short-term capital gain or loss; a net gain 
taxable as other income, a net loss not deductible but allowed as a carry
over in the subsequent year. Disposition of assets held for more than 
eighteen months results in a long-term capital gain or loss, of which 66^3 
per cent is taken into account if the asset has been held for more than 
eighteen months and not more than twenty-four months, and 50 per cent 
if held for more than twenty-four months. Long-term net capital gains 
are subject to the regular individual normal and surtax rates if on that 
basis the aggregate tax .is less than that which results from excluding net 
long-term capital gains from the normal and surtax calculations and adding 
thereto 30 per cent of the net long-term capital gain. 

Long-term net capital losses are subject to the reverse alternative. 
If by the inclusion of net long-term capital losses in the ordinary calcula



THE I93  8 REVENUE ACT 61 

tion of the normal and surtax, the result is less than that computed by 
the alternative method, then the greater tax shall prevail. The alternative 
requires the exclusion of net long-term capital losses from the ordinary 
calculation, the tax thus determined to be reduced by 30 per cent of such 
net long-term capital losses. 

It should be remembered that for purposes of tax calculation, capital 
gains and losses are always offset to determine either a net capital gain 
or a net capital loss, but that the component elements are individually 
affected by the 66^3 per cent and 50 per cent limitations in determining 
the admissible gain or loss. 

From the standpoint of the predetermination of taxes, this revision 
is somewhat perplexing. Nothing short of a segregation of capital gains 
and losses in a separate schedule, apart from ordinary income, will remove 
the tax uncertainty from capital transactions. 

True enough, the Act puts a ceiling of 20 per cent on capital gain 
(30 per cent of 66^5 P e  r cent) in the eighteen to twenty-four month 
class and a ceiling of 15 per cent on capital gains (30 per cent of 50 per 
cent) in the class held more than twenty-four months. At the same time, 
broadly speaking, it limits the tax benefit similarly on net long-term capi
tal losses to 20 per cent and 15 per cent. 

Time does not permit of an exhaustive arithmetical demonstration of 
the many variations which these limitations may impose, but a simple 
example will drive home the fact that "timing" is still a vital factor in the 
determination of whether a taxpayer should voluntarily take a capital gain 
or loss when he is in a position to avoid doing so—as is often the case. Bear 
in mind that under such circumstances the taxpayer must also consider the 
relation of his capital gains and losses to the surtax brackets into which his 
aggregate net income may fall. Let's take a simple case of two figures, 
namely $175,000.00 and $150,000.00. These may be, respectively, 
either a profit or a loss, and may be the result of holdings falling in the 
18-24 months category or the class of items held for more than 24 
months. There are four different sets of circumstances possible: 

(1) A gain of $150,000.00 and a loss of $175,000.00 would reflect an actual 
net loss of $25,000.00; but if the $150,000.00 is subject to the 6 6  ̂  
per cent limitation it becomes an admissible gain of $100,000.00, and if 
the loss of $175,000.00 is subject to the 50 per cent limitation it becomes 
an admissible loss of $87,500.00, resulting in an admissible net gain of 
$12,500.00 instead of an actual loss of $25,000.00. 

(2) Reverse these factors: A gain of $175,000.00 and a loss of $150,000.00 
would reflect an actual net gain of $25,000.00; the $175,000.00 subject 
to 66^3 per cent limitation becomes an admissible gain of $116,666.00 and 
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the loss of $150,000.00 becomes an admissible loss of $75,000.00, resulting 
in an admissible gain of $41,666.00 against the actual gain of $25,000.00. 

(3) and (4) The other two cases relate to an inversion of time factors and 
produce respectively an admissible loss of $41,666.00 against an actual loss 
of $25,000.00, and an admissible loss of $12,500.00 instead of an actual 
gain of $25,000.00 

Let your imagination play with the infinite variations which may be 
present in these situations and you will realize the mental paralysis with 
which the taxpayer may still be afflicted when he knows the conventions of 
the game, let alone that timid soul, Mr. Milquetoast, who knows he 
doesn't know the conventions and is, therefore, afraid to monkey with the 
Buzz Saw. 

Unquestionably, this country needs not more abundant capital, but a 
freer utilization of capital facilities which are abundantly available. The 
New York Times of February 16, 1938, published the following material 
on the subject: 

For the two years of 1934 and 1935 the capital gains tax produced only 
about 10 per cent as much revenue as the balance of the tax on individual in
comes. And even this 10 per cent did not come out of incomes in the highest 
brackets. For 1936, where all taxpayers together reported their net capital gains 
as 9.2 per cent of their total incomes, those with net incomes in excess of a mil
lion dollars reported net capital gains at less than 2 per cent of their total in
comes. The obvious explanation is that the rich could not afford to take capital 
gains at the prevailing rates. 

In order to induce a freer flow of capital funds the capital gains tax had 
to be lowered to encourage the taking of profits out of which the capital 
gains tax is paid. 

Th e Treasury's own experience indicates the way in which this may 
be furthered: Capital gains and losses should be segregated in a separate 
schedule, and should be taxed at a flat rate without distinction between 
short-term and long-term holdings. The speculative element in the stock 
market, particularly, is an essential lubricant to the play of supply and 
demand; and, as a necessary adjunct to the adequate release of capital, 
transactions of short-term, speculative character may justifiably be granted 
the status of capital gains and losses, as in the past. 

Corf oration Income Taxes 

Th e general corporate taxes, including the revised taxation of undis
tributed profits and the special provisions relating primarily to corpora
tions with incomes less than $25,000.00, shall not apply to any taxable 
year beginning after December 31, 1939. This will necessitate the enact
ment of new tax legislation affecting corporations, applicable after that 
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date, but gives no assurance concerning the character of such legislation. 
In fact, this promise reminds one of the two friends who entered a tailor's 
shop. The one haggled over the price of a suit until he finally got it for 
$80 instead of $100. When they left the shop, the other man asked: 
"Why in the world did you waste so much time arguing over the price? 
You know you don't expect to pay for the suit, anyway." "That's right," 
said the customer, "but the tailor is a friend of mine and a nice fellow. 
I don't want him to lose any more than he has to." 

What are these new corporate taxes? 
Corporations with net incomes of $25,000.00 or less are not subject 

to any form of undistributed profits tax, but are taxed at graduated rates, 
running from 12^2 per cent to 16 per cent. Corporations with net in
comes slightly more than $25,000.00 are given special relief involving 
alternative calculations. The differences are of no importance in relation 
to the aggregate income of corporations as a whole. All other corpora
tions, with incomes in excess of $25,000.00, are taxed at effective rates 
ranging between 16J/2 per cent to 19 per cent. The tax is first computed 
tentatively at 19 per cent, and is then subject to reduction by: 

(A) i6J^ per cent of the credit in respect of dividends received, that credit 
being 85 per cent of the amount received as dividends from domestic cor
porations, but not more than the adjusted net income. 

(B) 2j4 per cent of the dividends-paid credit but not in excess of 2j4 per cent 
of the adjusted net income, excepting that excess dividends-paid credit, 
subject to limitations, may be carried forward two years. At best, all of 
the complicated provisions relating to the dividends-paid credits entail a 
saving of 2% per cent in taxes. 

The importance of these provisions, naturally, increases as the taxable net 
income and related distributions rise; and when dealing with millions of 
dollars they become highly significant. 

The relief credits of the 1936 Act related in two classes of contracts 
restricting the payment of dividends: 

(1) Those which prohibit, to a specific extent, the payment of divi
dends, and 

(2) Those which relate to the application of a portion, of earnings 
for the year to the discharge of debt created on or before April 

3°> I936
The only other corporate surtax credit related to dividends-paid 

during the taxable year, meaning a distribution out of earnings or profits 
accumulated after February 28, 1913, or out of the earnings or profits of 
the taxable year without regard to the amount of accumulated profits at 
the time of distribution. 
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All of the questions, relating to the form and substance of dividend 
payments, which existed in the 1936 Act continue in the 1938 Act. 

The classification of credits diminishing the tax is somewhat different 
under the new Act. The law now refers to a "corporations dividends-paid 
credit" which includes: 

(1) The basic surtax credit (a new term) 
(2) The dividend carry-over (wbich in principle remains the same 

as in the 1936 Act) 
(3) The accumulated deficit credit (which is new) 
(4) Amounts set aside to retire indebtedness (revised materially). 

All of these need some explanation: 

The basic surtax credit means the sum of (1) dividends actually 
paid during the taxable year, increased by the amount of any "Consent 
Dividends," (2) the statutory net operating loss of the preceding year, 
and (3) the "Bank Affiliate" credit. The aggregate amount of (2) and 
(3) is limited to the amount of adjusted net income for the taxable year. 
Brushing aside innumerable complications, the consent dividend provision 
means that if equity stockholders agree to report as taxable income their 
respective proportions of a hypothetical distribution, the corporation may 
take advantage of the aggregate of such consent dividends in its basic sur
tax credit. 

The statutory net operating loss of the preceding year means that 
amount which does not exceed the adjusted net income for the taxable 
year, representing the excess of allowable deductions over the gross in
come for such preceding year; subject to the limitation of depletion therein 
included to an amount which would be allowable without reference to 
discovery values or percentage depletion, and after adding back wholly-
exempt interest, and after deducting interest which is not allowed as a 
deduction relating to interest on indebtedness incurred in respect of tax-
exempt obligations. 

The Bank Affiliate Credit relates to holding company affiliates as 
defined in Section 2 of the Banking Act of 1933, and is measured by the 
amount of earnings or profits devoted by such affiliate to the acquisition 
of readily marketable assets other than bank stock, the aggregate credit 
being limited to an amount not in excess of the adjusted net income. 

The accumulated deficit credit represents the excess, if any, of the 
deficit in accumulated earnings and profits over the credit provided in 
respect of the net operating loss of the preceding year. This is very simple 
in abstract theory, but a headache in practical determination. Does it 
mean the deficit accumulated strictly on the basis of tax accounting, or that 
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existing on the basis upon which the books are kept? On a tax basis, a 
corporation may have no accumulated deficit by reason of unallowable 
deductions or otherwise, but a large deficit on the basis of ordinary account
ing regularly employed. Per contra, the corporation may have a large 
deficit on a tax basis, but none on the basis of its ordinary accounting by 
reason of revamped capital structure or otherwise. This provision was in
troduced as a result of the so-called compromise in the Conference Com
mittee. 

As to the retirement of indebtedness, the Act provides a credit for: 

Amounts used or irrevocably set aside to pay or retire indebtedness of any 
kind, if such amounts are reasonable with respect to the size and terms of such 
indebtedness. As used in this paragraph the term indebtedness means only an 
indebtedness of the corporation existing at the close of business on December 
31, 1937, and evidenced by a bond, note, debenture, certificate of indebtedness, 
mortgage, or deed of trust, issued by the corporation and in existence at the 
close of business on December 31, 1937, or by a bill of exchange accepted by 
the corporation prior to, and in existence at, the close of business on such date. 
Where the indebtedness is for a principal sum, with interest, no credit shall 
be allowed under this paragraph for amounts used or set aside to pay su^h in
terest. 

This provision was not in the original House Bill but was introduced 
by the Conference Committee. It will be recalled that in the 1936 Act 
the analogous relief credit was available only if the amount was actually 
paid, or irrevocably set aside "pursuant to the requirements of a contract. 
There is no such contractual string tied to the present requirement other 
than that the indebtedness itself must be evidenced by an instrument. 

The House Ways and Means Committee in its report to the House 
said: 

The Committee believes that it is impracticable to put enough relief pro
visions in the existing law to relieve the various kinds of hardship arising there
under without opening up loopholes of a serious nature. * * * The differ
ence between the maximum tax and the minimum tax is so moderate that the 
Committee believes few relief provisions are necessary. 
The Committee's report also referred to relief provisions in the following 
language: 

It is proposed to allow the amount of any dividends which are declared out 
in excess of the net income in any year to be carried forward for the purpose 
of the dividends-paid credit of the following two years. In case a corporation 
has a net operating loss in any years this loss can be carried forward into the 
next year and treated as a dividend in computing the dividend credit. Provision 
is made under which the corporation may receive the benefit of a credit for 
dividends paid while retaining its earnings if its shareholders consent to take 
up such earnings as their income. These are the principal relief provisions pro
vided for. 
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It is common knowledge that the House Ways and Means Com
mittee stated its belief that the principle of the undistributed profits tax is 
sound and should be retained. In submitting the Bill to the House, the 
Committee pointed out that the maximum rate of 20 per cent contem
plated by the Bill, in its original form, compared with a rate of 32.4 per 
cent under the 1936 Act, represented a reduction of approximately 40 
per cent in the rate. T  o determine the maximum effective rate under 
the 1936 Act one must assume that there are no dividends distributed and 
that the 15 per cent normal tax applies. Under such circumstances, the 
surtax rates running from 7 per cent to 27 per cent, figured on their 
respective brackets of income, represent an average effective rate of approx
imately 20^4 per cent on the aggregate income subject to surtax, equiva
lent, however, to approximately 17J/2 per cent on the basic income upon 
which the normal tax is calculated. The combined maximum normal 
and surtax rate may, therefore, be stated at approximately 3 2  ̂  per cent. 
The aforementioned comparison is quite in order when a corporation's 
actual net income is about the same as its taxable income; but when a 
corporation's actual net income is far below its statutory net income by 
reason of large unallowable deductions the tax may approach confiscation. 
For example, under the 1936 Act, a corporation with an operating 
deficit at the beginning of the year, current income of $100,000.00, and 
a capital net loss of $100,000.00, would have to pay total taxes of almost 
$31,000.00, even though it had no actual net income, in view,of the fact 
that only $2,000.00 of the capital net loss is deductible in computing 
statutory net income, and that it cannot pay dividends. If the capital net 
loss in the foregoing example is reduced to $50,000.00, the effective tax 
rate on its actual net income of $50,000.00 would be 62 per cent. This 
inequity was drawn to the attention of the authorities by the Institute's 
Tax Committee in its report dated September 23, 1937, with the recom
mendation that, in the determination of adjusted net income for surtax 
purposes, such capital net losses should be allowed as in the case of the 
special surtax on corporations improperly accumulating surplus. The mat
ter was again drawn to the attention of the Senate Finance Committee in 
the memorandum filed by the Institute's Tax Committee at the hearings 
on March 18, 1938. Why this obvious injustice has not been righted re
mains an enigma. 

Inventories 

A long battle for the recognition of the last-in, first-out method of 
accounting for inventories has at last culminated in limited recognition in 
the Revenue Act of 1938. This change was effected in the Conference 
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Committee, and relates" to smelters of non-ferrous metals, producers of 
certain elementary forms of brass and copper products, and tanners. The 
method may be used at the election of the taxpayer for taxable years begin
ning after December 31, 1938, and if adopted is irrevocable unless changed 
with the permission of the Commissioner of Internal Revenue. The orig
inal change is to be made pursuant to regulations to be issued by the Com
missioner with the approval of the Secretary of the Treasury; with specific 
prescription to prevent the avoidance of tax. The Commissioner and the 
Treasury have long resisted such recognition, which could have been 
granted by regulation without specific enactment in the law, on the grounds 
of administrative difficulty. One may, therefore, expect stringent rules gov
erning this provision. 

Cafital-Stock and Excess-Profits Tax 

Capital-stock tax and excess-profits tax rates remain unchanged, but 
provision is made for a new declaration of value at three-year intervals, 
the first of which will apply to the returns to be filed for the year ending 
June 30, 1938. 

C or for ate Liquidations 

Distributions in liquidation have received considerable attention in 
the 1938 Act both in respect of the position of the corporation and the 
stockholder. Gain from a liquidation completed within three years may 
be taxed as a long-term capital gain. Shareholders are given an election 
as to the recognition of the gain in the case of property distributed in com
plete liquidation of a domestic corporation if the liquidation is made in 
pursuance of a plan of liquidation adopted after the enactment of the 
1938 Act and the liquidation occurs in the month of December, 1938. 
These provisions are exceedingly complicated and important, but time 
does not permit adequate analysis. The disrepute into which personal hold
ing companies have fallen in the eyes of the Administration and the death 
sentence which certain utilities must face have raised many questions 
respecting these liquidations, particularly as to frozen assets. It is the 
avowed purpose of the aforementioned revisions to relieve undue hardships, 
and to encourage such liquidations. 

Gift Taxes 
In the case of a gift made to an individual, the gift tax exclusion has 

been reduced from $5,000.00 to $4,000.00. In the case of a gift made 
to a trust, no exclusion is allowed. 

Contributions 

The principal change made concerning contributions is that such 
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contributions must be made to domestic institutions to be allowable. For
eign contributions are disallowed. 

Partnerships 

Both contributions and capital gains and losses of partnerships must 
be taken by individual partners in their respective partnership ratios as part 
of their respective individual classification of these items in personal returns. 

Briefly, these are the most significant changes embodied in the Rev
enue Act of 1938 affecting the vital business interests of the country. 
From the viewpoint of the C.P.A., as he sees the needs of business gen
erally, these modifications do not go far enough. 

Th e basic principle of the undistributed profits tax is unsound, violat
ing as it does the rudiments of corporate finance, and jeopardizing the 
stability of corporate enterprise by placing a premium upon the premature 
distribution of earnings. The harshness of the 1936 Act has been modi
fied by the application of the drawback principle. In the words of the 
report of the House Ways and Means Committee: 

The tax should not be framed as a penalty surtax on undistributed profits 
but should be designed on the basis of a flat tax rate with a tax credit which 
will give reasonable encouragement to the distribution of dividends. 

However, The Act does not accomplish this end because there remain 
in the law all of the complications of the old undistributed profits tax and 
the objectionable inconsistencies between "taxable income" and "business 
income." This breach has widened as a result of the attempt to refine 
the definitions of taxable income and allowable deductions, in the fallacious 
belief that these definitions should be applied inflexibly; with the unfortu
nate result of creating a labyrinth of exceptions. The law and regulations 
should be purged of their refinements, with a concurrent revision to the 
simple fundamentals that "standard methods of accounting will ordinarily 
be regarded as clearly reflecting income, and that each taxpayer shall 
adopt such forms and systems of accounting as are in his judgment best 
suited to his purpose;" with a mandate that these provisions be liberally 
construed. Without the latter, emphasis upon these fundamentals is futile. 
Liberal recognition should be accorded accounting procedures regularly 
and consistently employed by taxpayers, with less opportunist stress upon 
the year in which an item belongs. This situation is now mitigated to some 
extent by permitting the reopening of prior years, although otherwise 
technically closed to taxpayer or the government, in cases in which the 
challenge of deductions or income in a subsequent year creates an incon
sistency. Tax administration should be given more weight to the consist
ency of successive returns, instead of stressing the nearsighted and usually 
doubtful advantage of immediate revenue. 
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The creation of a popular belief that a taxing statute is impartially 
and equitably administered is essential to the ultimate success of any rev
enue program. Reassure the business community of a determined purpose 
to fix and abide by established rules of federal income taxation and much 
will have been done to restore confidence. Federal income taxation, dur
ing the last several years particularly, has forced upon business a policy 
of timid "hand-to-mouth" planning, a policy which cannot be changed 
until the effects of taxation upon transactions may be reliably gauged on 
the basis of rational unchanging principles. 

Consolidated returns should be made mandatory again. Such pro
cedure conforms to ordinary business practice; enables the Treasury De
partment to deal with a single taxpayer instead of many; and eliminates 
the necessity for examining the bonafides of innumerable inter-company 
transactions. From the standpoint of taxpayers, corporations follow the 
consistent practice of preparing consolidated financial statements, and the 
preparation of related tax returns would be simplified if done on a consoli
dated basis. 

In conclusion, it is fitting to stress the recommendation which the 
Federal Ta x Committee of the American Institute of Accountants has 
made repeatedly; namely, the creation of a qualified, non-partisan com
mission to establish fixed principles of income taxation and related admin
istrative procedure. The year-to-year revision of tax laws is an abomina
tion bred of political expediency. Fixed principles of taxation are needed 
to enable taxpayers to face the future with greater confidence. These 
fixed principles should be established subject only to changes in rates to 
meet the requirements of the federal budget. Business can adjust itself 
to changing rates of taxation, but common sense decries a repeated shifting 
in the general scheme, which must be interpreted anew from year to year. 

The post-war period demonstrated the fact that progressively lower 
rates of taxation brought increasing revenues, through the release of capital 
into private enterprise with the attendant enlargement of the market for 
labor in productive employment, whereas it is generally recognized that 
excessively high rates have discouraged business expansion and have ad
versely affected employment. 

Meanwhile, the Revenue Act of 1938 may be looked upon as a 
distinct improvement over the prior Act. Th e most salutary change in the 
new law relates to the moderation of the uncertainty concerning the ulti
mate tax liability which existed under the old law, which demanded guess
work as to the amount of distributions required to minimize the tax, and 
which had to be determined before the year's income could be ascertained. 
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Moreover, the new Act removes to a great extent the highly objectionable 
penalty upon earnings "ploughed back" into the business. 

CHAIRMAN FERNALD: Thank you, Mr. Stempf. Pm sure that most of us 
who listened to Mr. Stempf s paper would like to get copies of it and study it over. 
As I was listening to it I was reminded of the Supreme Court's statement that 
algebraic formulae are not likely to be computed by the legislators but that was be
fore we had the '36 and '37 laws. I was also reminded of Alice in the looking 
glass who says, after she hears the call of the Jabberwocky, "It seems to fill my 
head with ideas but Pm not just sure what they are." Now, we do appreciate 
your trying to summarize the very difficult provisions of the 1938 Revenue Act. 

We have heard from a representative of the Treasury Department and 
from the chairman of the American Institute's Committee on Taxation who has 
done some very fine prospective work in trying to present to Congress and the 
Treasury Department an accounting point of view and has given us the benefit of 
this study this afternoon. 

Next, we are to have the viewpoint of the industrial accountant, by Mr. C. 
Howard Knapp, Vice-president of the National Association of Cost Accountants. 
I present to you Mr. Knapp. 



THE REVENUE ACT OF 1938: 
THE VIEWPOINT OF THE INDUSTRIAL ACCOUNTANT 

By C. HOWARD KNAPP, 

Vice-President, The National Association of Cost Accountants 

There have been trying circumstances attached to the preparation 
of this paper. Not only just plain laziness prompted delay, but there 
existed, as well, some real justification for deferring a start. On April 22nd 
the disputed features of the new Revenue Bill were agreed upon by the 
Senate and House conferees. It was expected that a few days thereafter 
it would have passed both Houses. If one could have been certain that 
full information would not be available before today, it would have been 
possible to go "full steam ahead" on the basis of the material at hand, but 
there was always the chance that the next day or so would find Congress 
passing the bill in its final form. As you all know, the bill was passed about 
a week ago, so the postponement of preparation was worth-while. 

My task is to approach this subject from the standpoint of the indus
trial accountant. For that reason, I plan to discuss principally the Cor
poration Income Tax, with the attendant Undistributed Profits angle of 
it—the Capital Stock Tax—and to touch lightly on the Capital Gains Pro
visions. There are, of course, other features of the law that are impor
tant and interesting to the industrial accountant, but I believe more will 
be accomplished if concentration is directed toward the items just men
tioned. Quite obviously, such a treatment necessitates specific illustrations 
between payments to be made under the new bill as compared with its 
predecessor. Before attempting such detailed comparison, however,
would like to make some comment on the nation's tax problems, as they 
affect corporations, from a more general viewpoint; that is, from the 
standpoint of a business man rather than from the standpoint of the indus
trial accountant. 

The government is spending money at a rate that has all of us gasping 
for breath in endeavoring to conceive how it will ever be possible to pay 
back enough of its obligations to be in a position some day to have a bal
anced budget. In all history, there never was a time when any nation 
contemplated such peacetime expenditures. Th e program calls for spend
ing in the immediate future at an even greater rate. With respect to this, 
I read in the newspaper a few days ago, that, according to one of the lead
ing dictionaries, the definition of "T  o prime a pump" is "T o pour water 
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down the tube of the pump with the idea of saturating the sucker," Al
though I desire to be as non-partisan as possible in my remarks, I confess 
that this definition seemed much more amusing to me than would have 
been the case in pre-New Deal days. I think some of us suckers feel that 
the saturation point has already been reached, and the pump may back-fire. 

In any event, such huge expenditures call for tremendous taxes, and 
"the problem is how to collect large tax levies without "killing the goose 
that lays the golden tax eggs." I believe that past history has given us 
sufficient proof to make us realize that high tax rates do not mean higher 
revenues. "Stifle incentive for personal gain to too much of a degree, and 
initiative is lost, capital is frozen and employment is reduced." A vicious 
cycle is started. Unemployment means reduced personal income taxes and 
larger relief expenditures. Depressions are accelerated by reduced spend
ings caused by unemployment. Corporate earnings are then greatly re
duced, or disappear, and a corporation in a "red ink" year pays no income 
tax, no matter what the rate may be. 

Business and government must work together in order to provide 
funds for taxes. The President desires a national income in excess of $80,-
000,000,000. It is necessary that income be greater than ever if the 
budget is to be balanced. How may this be accomplished? Certainly not 
by heckling business. During the past two years, there have been occasions 
when business, looking as if it were well on its way toward recovery, would 
have directed toward it, by the administration, a jolt on trust-busting or 
something else, that would put business once more back into the doldrums. 
This is not the way to attain a national income of such tremendous propor
tions as $80,000,000,000. In the words of Vice-President Garner, busi
ness needs the assurance of government that, like good Texas cattle, it 
will have an opportunity to graze and fatten, in order that it may plan a 
course of action in the management of its affairs. A policy of less inter
ference with business, on the part of government, may or may not be 
ahead of us, but one thing seems certain: unless such a change does take 
place, the necessary and desired national income will not be attained. 

The 1938 Tax Law has not done all that business has asked for and 
needs. The principle of the Undistributed Profits Tax is retained, although 
the hearings before the House Ways and Means Committee and the 
Senate Finance Committee indicated clearly that it was the most stifling 
bit of legislation that had ever been perpetrated on American business. It 
is true that the new rates are not nearly as onerous as were the old and 
many of the harmful effects of the first law have been reduced, but the 
Undistributed Profits Tax should have been entirely dropped from the 
new law, and would have been if it were not for political face-saving. 
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Recognition has been given to the fact that gains or losses derived 
from the sale or exchange of capital assets is a different type of income 
than that accruing from regular business or the professions. There is a 
step forward and should result in greater interest and action in capital 
markets. The Capital Stock Tax is changed so as to permit declaration of 
capital value every three years, but other arbitrary unfair features of the 
tax, about which comment will be made later on, have not been removed. 

However, regardless of the disappointing features of the new law, it 
is a far better measure than the old one, and in these days when most 
governmental changes bring another "headache/5 it is nice to receive a 
palliative. 

It seems to me that when business accepts as a better law one under 
which its taxes in many instances will be increased, it is pretty good evidence 
that the preceding law was one having grave faults attached to it. If 
business does not balk at the payment of increased taxes, but does strenu
ously object to tax laws that make it difficult to conduct its activities along 
economic lines, it is unquestionably a fact that business is more concerned 
with what is best for the prosperity of the country rather than the size of 
its own income tax. I refer, of course, particularly to the Undistributed 
Profits Tax, a most uneconomic piece of legislation. Probably the greatest 
cause for the slowing up of business in the capital goods industry has been 
the institution of this tax. It has been stated, many times, that the success 
attained by most American corporations has been occasioned, in no small 
measure, by the fact that earnings have been "ploughed back" into the 
company. The Undistributed Profits Tax was designed to prevent such 
a procedure, because the tax placed a prohibitive cost on obtaining new 
capital from undistributed earnings. As a result, many corporations used 
their cash to pay dividends, resulting in the sidetracking of much-needed 
construction and replacement work, in decreasing inventories to the mini
mum, in the discontinuance of maintenance work, and in the curtailment 
of purchasing to only those items that were absolutely necessary. Such a 
policy was certain to result in a slowing down of industry in every channel, 
with a resultant loss of employment, in a lessening of consumer purchas
ing, and the birth of a new depression. Under the new law, although a 
modified Undistributed Profits Tax remains, it is not a prohibitive one, 
and it is probable that as a result much-needed maintenance work will be 
resumed and appropriations will be made for expenditures in capital goods. 
Psychologically, then, the treatment of Undistributed Profits under the 
new law, as compared with its predecessor, is a "god-send" to industry. 
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T A  X ON CORPORATIONS (Sec. 13 & 14) 

Corporations are taxed, under the 1938 Tax Act, really in three 
classes: (1) those with net income well over $25,000; (2) those with 
net come slightly over $25,000; and (3) those with net income of less 
than $25,000. The new corporation taxes will be effective only for the 
years 1938 and 1939, so that there will surely be a new tax bill within 
two years—otherwise corporations would have no income tax for 1940. 
For ordinary corporations, the 1938 Act, instead of having a normal tax 
and a surtax on undistributed profits, will have only a corporate income 
tax with a credit given for dividends paid and dividend consents obtained. 
The third class, or those having income (after deduction of non-taxable 
interest, and the dividend credit of 85 per cent of amount received as 
dividends) of less than $25,000, does not receive credit for dividend pay
ments, but is taxed under Section 14, at lower rates, ranging as follows: 
12^4 per cent on the first $5,000; 14 per cent on the next $15,000; and 
16 per cent on income between "$20,000 and $25,000. Special classes of 
corporations—such as certain types of banks, corporations organized under 
the China Trade Act of 1922, and a few others—are taxed at a rate of 
16 per cent of net income, regardless of the amount of such income. For
eign corporations engaged in business within the United States are taxed 
at a rate of 19 per cent of income, regardless of the amount of such income. 

A slight change is made in the credit of 85 per cent of dividends re
ceived, in that the credit may not be in excess of 85 per cent of the adjusted 
net income. For instance, under the 1936 Act, a corporation with an 
adjusted net income of $50,000, after receiving $100,000 in dividends, 
would have been entitled to deduct $85,000 of the dividend from the 
adjusted net income, resulting in no normal tax. Under the new law, the 
dividend credit may not be in excess of 85 per cent of the $50,000, regard
less of the amount of dividend received. 

Corporations with adjusted net income of more than $25,000 are 
taxed, under Section 13(0), at a rate of 19 per cent reduced by— 

A. 1 6  ̂  per cent of the credit for dividends received (which is 
85 per cent of the total dividends received) 

B. zYz per cent of the "dividend-paid credit," but in no event 
more than 2^4 per cent of the adjusted net income (to cover 
instances when dividend payments are well in excess of 

' income). 

In order to avoid too much of a tax jump between the corporation 
with a $25,000 income and those with incomes slightly more than $25,-
000, a special zone has been established in which it is necessary to com
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pute the tax under Section I3(c)  , (as just stated), and Section I 3 ( d )  , 
the tax being whichever is the lesser of the two. Under Section I 3 ( d )  , 
further complications arise with respect to the allocation of tax exempt 
interest, and "dividends received" credit, but for the sake of simplicity, we 
will not touch upon this feature. Under 13(d)  , assuming no tax exempt 
interest, or "dividends received'' credit, the tax begins at a flat amount of 
$3,525 (which is the tax on an income of $25,000) to which is added 
32 per cent of the net income in excess of $25,000. It will be seen, there
fore, that in a great many instances it will be necessary to compute the 
tax under I3(d) as well as 13 (c)  . If a corporation has no "dividends 
paid" credit, the alternative tax under 13 (d) will be less than under the 
regular 13(c), until an income of almost $34,500 is reached. 

It may be interesting at this time to consider several comparisons of 
tax calculations under the 1938 Act, as compared with the Act of 1936. 
One of the tax services issued a sales letter, the day after the bill was ap
proved by the House, stating that most taxpayers were not aware of the 
fact that corporations, generally speaking, would pay much higher taxes 
under the new Act. This will be so under certain conditions, of course, 
but the comparisons made were most unfair and misleading, because the 
comparison covered corporations with incomes ranging only from $5,000 
to $25,000. They did not inform their correspondents that under the 
1938 Act, corporations, with incomes of less than $25,000, have no undis
tributed profits taxes to bother them, whereas in the preceding law, even 
corporations with such relatively small incomes had to face that additional 
tax. In other words, their comparisons were made on the assumption 
that under the 1936 Act, the entire net income was to be paid out as a 
dividend, although no statement was made to that effect. 

Their tabulation illustrated the following: 

(Not in Tax Letter) 
Amount Net 

Taxable 
Normal 

Tax 
New 

1938 
Increase 

New Law 
No Dividend 
Normal and 

Percentage 
Decrease 

Income Old Law Law Over Old U. P. Tax New Law 
Old Law from- Old 

i 5,000 $ 49° $ 625 27 $ 806 22.5 
15,000 1,590 2,025 27 3^07 44.O 
2C,000 2,890 3.525 2  2 6,865 49.0 

Going to the other extreme, however, and assuming that these same 
corporations were unable to distribute any of their earnings as dividends 
(which would be a more likely assumption than the other), the new law 
shows a smaller tax payment than would have been paid under the old law 
(last column of above table). 
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Although taxes on corporate incomes of $25,000 or less constitute 
only a small part of our national corporate revenue, it is estimated that 
approximately 80 per cent of corporate returns are of this classification. 

Jumping for a moment to somewhat higher brackets: A company 
with taxable income of $100,000, paying out a dividend of $40,000 
(which constitutes approximately 50 per cent of net income, after tax) 
will pay a tax, under the new law, that will be 14.2 per cent less than 
would have been the case under the 1936 Act. 

Should this same company, with a taxable income of $100,000, pay 
 c e n  t  n e  tout a dividend of $56,510, or 68.57 P e  r  °* *ts  income, its tax 

under the new law will be the same as under the old. In other words, 
such a corporation pays a smaller tax under the new Act, unless it is so 
exceedingly well blessed with coin of the realm that it can unhesitatingly 
pay out in dividends more than 68 per cent of its earnings. In many in
stances, in order to disburse in dividends such a large portion of earnings, 
and at the same time make proper provisions for new capital assets, and 
increased business, a company might very conceivably have had such large 
cash surpluses in its business that there would have been a danger of being 
vulnerable under "Improper Accumulation of Surplus." 

There are apparent inconsistencies in comparisons of new rates with 
old, with respect to the amount of taxable income. For instance, a cor
poration with taxable income of $500,000 does not pay a greater tax under 
the new law than would have been paid under the old, unless dividend 
payments are in excess of 75 per cent of net income after tax, as compared 
with 68.57 Pcr c e n  t *n t^ie c a s  e °f t^ie $100,000 income company. This 
inconsistency is due, principally, to the normal tax under the old law, where 
the first $50,000 of income was taxed at a much lower rate than that 
part of the income that was in excess of $50,000. 

W e know, of course, that in order to effect a minimum tax of 16 }i 
per cent for a corporation earning well over $25,000, the maximum "divi
dend paid credit" of 2^4 per cent of adjusted net income must be accom
plished. Such a plan necessitates a partial payment out of previously earned 
surplus to the extent of the income tax. As an example, adjusted net income 
of $100,000 calls for a tentative tax of $19,000. In order to obtain the 
maximum credit of 2^4 per cent, a dividend of $100,000 must be paid. 
Th e tax will then be $19,000, minus a credit of $2,500, or a final tax 
of $16,500. Adjusted net income, minus tax, results in Net Income, for 
accounting purposes, of $83,500, but in order to reduce the tax to this 
point it was necessary to pay dividends of $100,000. In the cause of sim
plicity, all the illustrations cited assume no interest on tax exempt securities, 
no income of a "Dividends Received" nature, no elements other than 
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cash dividends paid in the taxable year entering into the "Dividends Paid" 
credit, and no unallowable deductions in the computation of taxable net 
income. 

Under the new Revenue Act, certain industries are permitted to use 
the "last in, first out" method of inventory valuation. The industries so 
favored are: 

1. Smelters and refiners of non-ferrous metals 
2. Producers of certain elementary forms of brass and copper products 
3. Tanners. 

The new method may not be applied unless the taxpayer, at or before 
the filing of his return for the preceding taxable year, has filed, with the 
Commissioner, his election to change the method of valuation. The 
change is not effective until the close of a taxable year, beginning after 
December 31, 1938, and when a change in method is made, it is irre
vocable and must be adhered to in all subsequent years, unless approval 
is obtained from the Commissioner to change to a different method. 

Mr. Stempf, in his paper, has covered rather thoroughly the matter 
of "Dividends Paid Credit." Suffice it to say, at this time, that there are 
four parts to this provision: 

1. The basic surtax credit 
2. The dividend carry-over, from the two preceding years 
3. The accumulated deficit credit 
4. Amounts set aside to pay or retire indebtedness existent on De

cember 31 , 1937, and evidenced by a bond, note or some other 
similar instrument. 

CAPITAL STOCK T A  X 

The Capital Stock Tax is an example proving how difficult it is to 
eliminate a tax, once it has been enacted. It became a law on June 16, 
1933, as an emergency tax, and the inference was very clear that it would 
be abandoned when, as and if Prohibition was repealed and new govern
ment income obtained from liquor taxes. Instead of its repeal, we have had 
it with us ever since, on varying bases- I shall not attempt to describe the 
different rates that have been in effect in the several Capital Stock Ta x 
bills of the past five years. As an example of the uncertainty attached to 
this law, in the latter part of 1935 a change was made in the rate, from 
$1.00 per thousand to $1.40 per thousand, but even before that law went 
into effect, the Revenue Act of 1936 changed the rate back to $1.00 per 
thousand, increasing, however, the surtax rates, and decreasing the per
centage of declared value, at which point excess profits taxes were to begin. 
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At the time, an opportunity was given to re-declare values, and because of 
the materially increased excess profits tax contingency, there is no question 
but that increased re-declared valuations more than made up for the 
difference in the decreased rate from $1.40 per thousand to $1.00. In 
adjusting Capital Stock values for subsequent years, the law most unfairly 
and arbitrarily refused to permit the income tax to be deducted from 
adjusted capital, although it certainly is capital taken out of the business. 
Formerly, no relief was in sight with respect to re-declaration, and it was 
easily conceivable that the pyramiding of the income tax in the adjusted 
value each year would result, in time; in a capital value, used for the pur
pose of the tax, that would be completely out of line with accounting and 
economic values. The same point applies to capital losses that are not 
allowable as income tax deductions. Such losses are certainly reductions in 
capital values but can not be considered as such for the purpose of this 
return. Th e new bill offers relief with respect to the fact that re-
declarations may be made every three years, but it should go further, and 
permit capital values to be adjusted along the lines of sound accounting 
procedure. There is no change, under the new Act, in rate of tax, or in 
percentages and rates to be used in computing the Excess Profits Tax. 

Hearings before the Ways and Means Committee of the House and 
the Finance Committee of the Senate were granted to men representing a 
cross section of American business life. It may be well at this time to 
mention some of the changes recommended in the tax law by many of 
those to whom hearings were granted. The greatest criticism was directed 
toward the Undistributed Profits Tax. W e have already stated that the 
new law is a vast improvement over the old, and as most of you are well 
acquainted with the major tribulations of this tax, I will make no further 
comment on it at this time. 

The tax on Capital gains was about as much of a target for criticism 
as was the Undistributed Profits tax, but it seems to me that, although it 
is highly desirable to have a change in this tax, it is not nearly as unsound, 
economically, as was the latter. The new law affects corporations only 
to the extent that there has now been excluded from Capital Assets 
"Property used in the trade or business of a character which is subject to 
allowance for depreciation." Under the 1936 Act, a corporation could 
not deduct from income a loss sustained in the sale of its plant, or other cap
ital assets, beyond its capital gains, plus $2,000. Under the 1938 Act, such 
a loss in its entirety is deductible. Offsetting this advantage, to somewhat of 
an extent at least, is the fact that worthless corporate obligations are 
excluded from the "bad debts" classification, where the entire loss, here
tofore, was deductible, and are now to be treated as capital assets. 



 79 THE I93 8 REVENUE ACT

Numerous objections were made to the unfair features of the Capital 
Stock and attendant excess profits taxes, about which comment has pre
viously been made. 

Some of the other recommendations presented at hearings were the 
following: 

1I) Simplification of the tax laws,—The new bill does anything but 
that. Inasmuch as I happen to be an industrial accountant rather than a 
public accountant, I believe this to be a proper occasion to give due credit 
to the public accountants of the United States, who have appeared at the 
hearings in Washington in great number, pleading for a simplification of 
the tax laws. Their attitude on this matter has been sincere and unselfish 
—sincere because it has been their desire to help business in every way 
possible, and unselfish because the more complicated a tax law may be, 
the greater is the necessity on the part of business to seek out the public 
accountant in order to determine what the tax law is all about, and per
haps even some of the public accountants are a little hazy on some of the 
finer points. They have, therefore, been suggesting changes that are 
counter to their own interests, with respect to the sale of their professional 
services. Their attitude has been the reverse of that caricatured in a recent 
cartoon of Webster's, syndicated in various newspapers—a cartoon in 
which the bridge experts of the country are bemoaning the fact that the 
new five-suit bridge game will necessitate the publishing of new books, 
the issuance of new diplomas to teachers attending their schools, the print
ing of new tally sheets, rules, etc., but while bemoaning these changes 
their faces are wreathed in smiles of great delight because of the tapping 
of a new well of revenue. Most of the public accountants have had no 
such idea of personal gain in mind, as is clearly proved by the able testi
mony given for simplified laws. As a matter of fact, however, the new 
law is exceedingly complicated, and will necessitate the use of the profes
sional tax expert to a greater degree than ever before, so perhaps their 
turn to smile will come after all, in spite of having done a good, con
scientious job for industry. 

(2) A more understanding and reasonable attitude in the interfre
tation of the tax law provisions affecting corporate net mcomey so that the 
taxpayer is given the attention he deserves by the field agent.—Some tax
payers contend that the field agent's attitude indicates that he must find for 
an additional assessment in his review of a tax return in order to maintain 
a high merit rating in his local office. From my own experience, I have not 
been unfortunate enough to come in contact with this type of field agent, 
but the criticism has been so general that I think I must have been just 
lucky. Greater responsibility should be given each local tax office in expe
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diting settlements, so that tax collections may be speeded up. I am simply 
stating here a number of points that were brought out in Washington—not 
necessarily my own ideas. 

(3) Return of the right to carry forward losses of one year into, a 
subsequent year.—Progress has been made in this direction. The individual, 
with certain limitations, has been given this right with respect to losses 
on capital assets. Corporations, however, have once more been denied 
this privilege, except that the losses of the preceding year may be included 
in establishing the amount of "dividends paid" credit. 

(4) Consolidated returns should be made mandatory*—The com
mittee on Federal Taxation of the American Institute of Accountants (of 
which Mr. Stempf is chairman), as well as a similar committee representing 
the New York State Society of Certified Public Accountants, and a num
ber of others, maintain that consolidated returns should be made manda
tory. State laws often make it almost necessary for corporations to 
maintain subsidiaries under the laws of various states. Many times they 
are 100 per cent owned. A consolidated return is the only correct way 
to indicate the income of such a corporation. The administration of the 
Revenue Act would have been greatly simplified had consolidated returns 
been allowable. The new law does not permit the consolidated return. 

(5) Greater leeway to be given with res feet to filing income tax 
returns.—March 15th is a date too early in the year to exercise all the care 
necessary in filing a correct tax return. Suggestions were made that the 
return be made 30 or 45 days later, and, for installment payment purposes, 
that one-half of the tax be paid at time of filing and a quarter each before 
the 15th of the ninth month and the 15th of the twelfth month, as now. 
This would mean that the government would receive its payments on a 
basis fully as desirable as at the present time, and the taxpayer would be 
in a position to make a more accurate return, more necessary now than 
ever before, because of the increased complications in the law. This sug
gestion has been either ignored or rejected. 

(6) Corf orations to be relieved of the necessity of filing information 
returns as to salary fayments to corf or ate officers or emfloyees receiving 
$15,000 or more.—The new law recognizes this suggestion to the extent 
of increasing to $75,000 the salaries for which information must be filed. 
(This should reduce the task of reporting to a very considerable extent.) 

Summing up, then, it is my opinion that the Revenue Act of 1938 
is a vast improvement over its predecessor. The most important relief is 
that obtained through the softening of the penalty when it is decided that 
a company's future welfare is best assured if a substantial portion of the 
earnings are left undistributed. The former law was a challenge to man
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agement. It meant, practically, "Distribute your earnings or pay through 
the nose for failing to do so." The directors of a company may now feel 
that that part of earnings which may well be continued in the business, 
as either temporary or permanent capital, may be so retained without the 
necessity of answering the question "What Price Capital?" 

Business is, of course, affected by other changes in the tax bill, some
times favorably, sometimes adversely, but in my opinion the favorable 
features outweigh those that are unfavorable. Certain it is that the legis
lators at last have listened to the pleas and suggestions of business, and 
much relief has been granted. Let us hope that this augers well for the 
future, and that a new day may be dawning. 

CHAIRMAN FERNALD: Thank you, Mr. Knapp. I extend on your behalf 
to our speakers this afternoon our thanks to them and the expression of appre
ciation of the time and thought they have given to the preparation of their 
addresses and in coming here to give them to us. We appreciate particularly Mr. 
Tarleau's presence and we extend our sincere thanks to Mr. Stempf and Mr. 
Knapp. With that, I think I can declare this meeting adjourned. 
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INTRODUCTORY REMARKS 
By WALTER C. WEIDLER 

Dean, College of Commerce- and Administration 
Chairman of the Fourth Session 

Before going further with the program, this evening, I should like 
to express, on behalf of my colleagues of the College of Commerce, our 
very great pleasure in this very large and distinguished assembly. But
want to express our most heartfelt thanks to the members of the account
ing profession and to the organized accounting societies for the fine, coopera
tion which they have given, not only in participating in the program, but 
in attending these meetings and showing a keen interest in them. W e 
appreciate your support more than we can tell you; we are very happy to 
welcome you here; we hope your stay will be a most happy and profitable 
one, and that you will be inspired to come back on similar occasions many 
times in the future. 

We are greatly honored this evening, ladies and gentlemen, by hav
ing with us the President of the Ohio State University. Before I present 
Dr. Rightmire, I would like to take this opportunity to express, on behalf 
of the College of Commerce, our very deep appreciation of the fine 
cooperation which he has given in supporting these conferences and in 
making them possible, because, without his support and his fine cooperation, 
this meeting could not have come to pass. We are deeply grateful to you,. 
President Rightmire, and we wish to make public our acknowledgment 
of that indebtedness. Ladies and gentlemen, I am happy to present Dr.. 
George Rightmire, President of the Ohio State University. 

 I 



REMARKS AND GREETINGS 

By GEORGE W. RIGHTMIRE 
President, The Ohio State University 

The modern state universities are really discovering themselves in 
these latter days. Formerly, we thought the business of a university was 
to bring students to the campus and devote all our energies and abilities 
and vision and purpose to their education at the institution. A little later, 
we enlarged upon that idea and came to the conclusion that we ought 
also to take the university out to various groups of interested people in the 
State. W e have been doing that for a number of years, beginning with 
agriculture, and always continuing, with the emphasis on agriculture. 
Yet, in these latter days, we have come to include in that field other 
interests and industries in the State. 

For a period of years, the College of Commerce in this University 
went out to the communities of Ohio with a teaching program. They car
ried that on, with animation and success, for a number of years, but as 
you all know, we fell upon evil times and it became impossible further to 
finance the extension work. Now, this year, we come to the point where, 
instead of going out, which we are quite unable to do under the circum
stances, we invite the interested groups in. We are doing that in many 
fields. 

Each autumn, the industrialists of Ohio gather in an industrial con
ference, focused around an industrial research program and organiza
tion maintained by the University. A number of other organizations come 
to the campus and make use of our facilities in that way, so that the Uni
versity and industry and business find mutual interest and benefit. In these 
days, a modern state university is coming into its own, because a state uni
versity must depend upon the public. It must, somehow, make itself rate 
with the great groups in the public that are doing the day's work and who 
are furnishing the money, and the state university is adjusting itself to the 
program that is necessary to accomplish that. Therefore, it is a great 
pleasure to all of us here, who represent the University in any way, to 
welcome this group to the campus. 

If we can interest, here, the groups out over the state and nation 
who are active in the life of the times, we are constantly widening and 
deepening the University's foundation. We do it not merely for the sake 
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of the University but for the sake of those interested groups as well. W e 
are not sacrificing anything in the teaching program by having confer
ences like this; the teaching goes on apace and is enriched, we hope, be
cause of these broadening contacts. That story is told by the presence of 
about 17,000 students here, a growing number each year. W e hope 
we are meeting these great teaching responsibilities; we hope, also, that 
we are meeting the needs of the various interest groups in Ohio, and, as 
on this occasion, also, the groups all over this United States. So, we wel
come here tonight such a cosmopolitan representation interested, in one way 
or another, in the great science and art of accounting. 

I might speak briefly of the need for developing accounting methods 
which have been urgently impressed upon us in recent years. The regu
lation of public utilities has called for new accounting, for original con
struction, new methods of appraisal, the application of new theories con
cerning present value, and a thorough study of all the elements entering 
into valuation as a basis for rate structures. The country has been much 
beset in the last 25 years with many questions relating to the financing, 
the operation, the extension, and the general regulation of public utilities, 
and in these cases the problems of accounting have been brought to the 
front in an unprecedented fashion. 

In recent times, other types of problems have been present with 
which state and federal governments deal. The legislatures have been 
setting up state agencies of various kinds, and the federal government has 
not been behind in this respect. These agencies deal with the sale and 
distribution of liquor, with unemployment insurance, with wages, with 
retirement systems, and other types of activity, in the organization and 
launching of which a comprehensive accounting system is necessary. Pro
fessor Jacob B. Taylor, under whose invitation you are present at this 
conference tonight, has rendered remarkable service to the State of Ohio 
in connection with two of these recently established agencies. It is not a 
part of the day's work to devise and put into effect a working accounting 
system for these activities assumed by the State which involve millions of 
dollars; this is a piece of constructive work which only a genius in account
ing can reliably formulate. 

In addition to these public calls for expert and creative accounting, 
there are many kinds of corporate and private businesses which call for 
a comprehensive and clearly understandable system of accounting upon 
which to base all financing projects. Further, business and industry and 
the general economy grow steadily more complex and more interrelated; 
state boundaries are being erased in the conduct of business whereby the 
magnitude of business is enlarged beyond all previous experience. There
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fore, it seems entirely clear, even to the layman, that the place of account
ing in modern economy is firmly established and the accountants are 
constantly being called upon not only for alert and skillful service but 
also for constructive theories upon which business may steadily grow in an 
understandable way. The place of the accountant in society seems to be 
a most substantial one. 

Finally, let me say that it is a great pleasure to appear before you in 
a representative capacity, to see in you representatives of the art and 
science of accounting, the men who make the building of gigantic modern 
business possible. I am certain I express the sentiments of Dean Weidler, 
of Professor Taylor and of all their colleagues in the College of Com
merce and Administration, and the University faculty, when I express 
to you the pleasure we have had in ministering, in one way or another, to 
the success of this gathering, and we trust that your conferences and 
experiences here will be of the most satisfactory kind. 

CHAIRMAN WEIDLER: Our next speaker is a rare combination of the 
academic and the practical. This gentleman is not only a C.P.A., but is dis
tinguished enough, in that field to be President of the American Institute of 
Accountants. He is also the senior member of an accounting firm. In addition 
to all of these heavy outside responsibilities, he also serves, with high effective
ness, as Dean of the School of Commerce, Accounts and Finance of the Uni
versity of Denver. I refer to Professor Clem W. Collins. This gentleman is 
going to speak on the subject: "The Place of Accounting in a Changing Social 
Order." Professor Collins. 



THE PLACE OF ACCOUNTING 
IN THE CHANGING SOCIAL ORDER 

By CLEM W. COLLINS, C.P.A. 

President, The American Institute of Accountants 

It seems especially fitting at this particular time that a prominent 
University should take the lead in bringing together, for the purpose of 
discussion, review, and self appraisal, those interested in the many phases, 
applications, and implications of accounting, and approaching it from dif
ferent points of view. 

Accountancy in America has just passed a milestone. Last year, 
organized professional accountancy in America celebrated its Golden 
Anniversary, and four years prior to the organization of professional ac
countancy, formal education in this field began with the establishment 
of the first accounting courses on the college level at the Wharton School 
of Finance. So, at the beginning of the second half century of develop
ment, it is timely that we should pause, appraise ourselves critically and 
objectively, and view, as best we can, the road before us. 

During the past 50 years, accountancy has had a remarkable growth. 
In the eighties, there were few professional accountants in America. 
Thirty-three composed the charter membership of the First National 
Society of Accountants. Certified public accountants were unknown. To
day, every state and territory of the nation has a certified public account
ancy law. .There are 5,000 members in the national organization of the 
American Institute of Accountants, and between 7,000 and 8,000 mem
bers of state societies. There are approximately 17,000 certified public 
accountants, all told, in the United States. 

A heartening phase of this growth is the large number who have 
become associated with the professional societies. Thirty to 40 per cent 
of those eligible for membership are on the rosters of the state and national 
organizations. This percentage is high, compared with many other pro
fessions. The growth, educationally, has been of like proportions. Since the 
first collegiate courses in accounting were offered at the Wharton School 
in 1883, accounting courses have been established in almost every college 
and university of the country, and many schools have established complete 
curricula designed to prepare for the accounting profession. Educators 
are showing themselves fully awake to the importance of education to 
meet the demands of this new profession. 
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Public officials are recognizing more and more its importance in 
public administration. Business has long relied upon it as a necessary arm 
of management and the public has come to look upon accountant's reports 
as a source of disinterested, unbiased information by which they can judge 
the integrity and soundness of the enterprises in which they have invested 
their savings. 

Increased recognition and importance have brought with them in
creased responsibilities. These responsibilities have been unhesitatingly 
assumed. High standards of professional conduct have been established 
and accountants everywhere have earnestly endeavored to live up to those 
standards. As time has gone on, legal responsibilities have gradually devel
oped, but the self-imposed moral responsibilities of the profession have been 
always far in advance of the legal liabilities. 

The public accountant has come to be looked upon as the chief 
source of disinterested, unbiased information concerning the operation of 
business upon which the investor may rely. Since he is in somewhat of a 
dual capacity, representing, as he does, his client, and at the same time 
having a responsibility to the investor and the public at large, grave ques
tions are bound to arise as to his proper attitude and procedure. Is he rep
resenting the client or the public? There may be conflicts of interest 
between the two. Without in any way distorting facts, much or little may 
be told by the accountant in his report, so he must decide the limits of his 
responsibility as to "full disclosure." How much can the accountant assume 
the layman to know? Should he make clear what should have been done, 
or merely point out what was done? Should he sign a report that contains 
complex qualifications? Are accountants' reports intended for skilled 
financiers, business analysts and accountants who can construct a true pic
ture if they know the facts, or are they intended for the unskilled investor 
who must have the gravity of questionable practices explained? Someone 
must inform the uninformed. Is that the job-of the accountant, or must 
there be a middleman between the accountant and the investor or the 
public, who will take the facts developed by the accountant and explain 
what they mean? 

This is a phase of accounting which can never be reduced to rules 
and standards. The accountant must sense his duty. When he has ren
dered his report, he must be able to answer in the affirmative the self-
propounded question, "Have I so worded my report that there are no 
ambiguities?" or "Are the facts so set forth that anyone who may have a 
legitimate interest in the report will understand it fully?" Skill and hon
esty of purpose must be the guide in all such cases. 

It must be confessed that accountants' reports too often contain hidden 



ACCOUNTING IN A CHANGING SOCIAL ORDER O,l 

implications which no one but a skilled accountant or financier can dis
cover. In fairness, it should be said that rarely are there intentional mis
representations. The accountant knows that the persons into whose hands 
the report will be placed will understand it; therefore, he feels he has 
fulfilled all reasonable requirements. Most accountants' reports are not 
intelligible to the average person. Perhaps they cannot be expected to 
be, and need not be. It all depends upon who is going to advise the un
skilled investor. The accountant should not become a forecaster, and 
when he advises as to what is a good investment and what is a poor one, 
he is on dangerous ground; but, if he is to render the greatest service, he 
must reach the widest possible group. The more individuals there are 
who can read, comprehend, and thoroughly understand his statements, 
the greater will be his service, and the more will he be relied upon as the 
one on whose statements complete reliance may be placed. 

It is hoped that the time will come some day when all corporations 
will be required to have independent audits. With the type of business 
organization employed today, it is impossible, except in the very small or 
closely-owned corporations, for the owners to know anything concerning 
the management. Every business enterprise represents, in a sense, a trust 
which holds investments and manages the savings of others. The investor 
is entitled to an independent check-up and report on that trusteeship. Th e 
first steps in that direction have been taken in this country through the 
requirement of the principal Stock Exchanges that all corporations listing 
their securities on the Exchange must have their reports certified by inde
pendent public accountants. This is a great step forward, inasmuch as it 
reaches the principal businesses of the country; but, from the standpoint 
of numbers of business enterprises, it represents a very small fraction. 

An encouraging sign is observed in the Articles of Incorporation of 
more and more corporations requiring an audit by certified public account
ants at stated intervals. The growth of this practice will bring better 
management, safer investments, and less economic loss through business 
failures. 

The tranquility of our industrial centers and the welfare of the people 
of the country in general are greatly disturbed by the frequent conflicts 
between capital and labor, wherein labor makes certain demands upon 
capital, which capital resists, resulting in strikes, lock-outs, and a general 
reduction of business which, unfortunately, cannot be confined to the in
dustry involved. 

Human rights and property rights are both usually involved in these 
controversies. If wages and hours are involved, it becomes a question of 
how much wages can be increased, or hours shortened, without encroach
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ing upon the capital of the employer. The workman is entitled to a living 
wage and capital is entitled to a fair return on investment. No labor 
dispute involving such economic questions can properly, intelligently, or 
fairly be settled without a full understanding of the costs and other account
ing features involved. Since there seems to be the growing conviction 
today that both capital and labor have a proprietary interest in the enterprise 
in which they are both employed, and since labor is bound to feel that 
management is the representative of capital only, it seems logical that the 
greatest contribution that could be made toward the settlement of indus
trial disputes would be to require audits and investigations by certified 
public accountants, who would be charged with the responsibility of deter
mining the facts upon which a fair settlement could be based. 

Closely allied to this question of labor disputes is that of the business-
side of union labor organizations. In the bitter struggle between capital and 
labor, money has been spent by both in an attempt to gain their ends, the 
nature of which, if disclosed, would merit popular condemnation. 

Corporations or labor unions which hire spies and thugs and who 
spend money to corrupt legislatures, and who carry on similarly reprehen
sive activities, should have such practices exposed. The recent exfoses of 
the acts of certain corporations have been a commendable step forward. 
So far, little has been done to investigate similar activities on the part of 
the labor unions. Millions of dollars are collected annually from members 
of these organizations and the money is expended to promote the interests 
of labor. H O  W the money is expended, the public does not know, and 
few labor union members know. Because of the enormous growth of 
labor unions in recent years, their activities are closely tied up with the 
public weal, and the public has the same right to information regarding 
their activities as it has to those of the great monopolies of capital. For this 
reason, Congress should provide for compulsory audits, by certified public 
accountants, of all labor unions. 

Th e development of accountancy has naturally carried with it the 
problem of education. Starting with the establishment of the first collegiate 
courses in accounting in the Wharton School of Finance in 1883, t^le 

growth of education in this field has been most remarkable. While the 
educational standards adopted for admission to the accounting profession 
in the various states differ widely, there is a general recognition of certain 
minimum educational attainments and the minimum standards are con
stantly being advanced. I  t has come to be recognized that the successful 
practice of the profession requires a broad education. As a result of these 
advancing standards and as a result of the fact that accountancy is attract
ing educated men who formerly would have gone into other vocations, 
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there has been a marked increase in the number of college graduates who 
are entering the profession. 

According to a study made a few years ago by Mr. Warren W . 
Nissley, 22 per cent of the new members joining the American Institute 
of Accountants in the io-year period from 1917 to 1926 were college 
graduates. In the eight-year period from 1927 to 1934, 34 per cent of 
the new members were college men. It is interesting to note, however, 
that of the college graduates joining the Institute from 1927 to 1934, 
only 31 per cent had taken accounting courses in college. This probably 
means that many of these men had completed their college work before 
they were attracted to the accounting professions. It also seems to prove 
that a liberal education is helpful in this profession. It is generally recog
nized that education for accountancy should not be too narrow. That is, 
professional or technical courses should not be required to the exclusion of 
the broad, fundamental subjects, a knowledge of which is essential to an 
adequate understanding of accounting principles and a proper presentation 
of reports. 

The accounting courses of most of our leading colleges and univer
sities will be found to contain a liberal number of so-called cultural sub
jects. Approximately half of the curriculum of the four-year Business 
School will be duplicated in the College of Liberal Arts. 

Much importance attaches to the selection of the so-called cCultural" 
subjects which should be included in the accounting curriculum. "Cul
ture" has been defined as "the enlightenment and discipline acquired by 
mental and moral training," thus if one would attain culture, the range of 
selection is broad. It provides ample opportunity for the building of a 
curriculum which will give the student a broad understanding of human 
relationships. By acquiring knowledge developed through human experi
ence, he is assured of a fuller and happier life and at the same time he 
is equipped with those foundation courses which are so closely allied to 
the practice of his profession. 

While, as stated, access may be had to a wide range of subjects in 
building a curriculum for the training of accountants, there is a need for 
more definite standards among our educational institutions and a more 
definite agreement on what constitutes an adequate education for an 
accountant. 

We are fortunate in having men of the type represented by this con
ference engaged in the study of that problem. The colleges, through 
their associations, and in their respective faculties, have done much con
structive work. 

The American Accounting Association has been a leader, and the 
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American Institute of Accountants is endeavoring to contribute its part 
to the solution of this problem. 

It is important that accounting training be not only theoretically sound 
but that it also be made as practical as possible, which means only that the 
student should be made as conversant as possible with actual business con
ditions to which he must apply the principles which he has learned. The 
greater the degree of success in the attainment of that objective, the shorter 
will be the period of apprenticeship through which students must go before 
they can be entrusted with important accounting responsibilities. The 
attainment of that objective will also dissipate the statement sometimes 
made by prominent accountants, that the college trained men taken into 
their organizations are too theoretical. The objection of the practitioner 
is not to the amount of theory acquired by the student, but to his inability 
to judge actual business transactions by the theoretical principles he has 
learned. 

Most accounting training is still given at the undergraduate level 
and there is a wide variation in the offerings of the different schools. In 
m y judgment, a great service will be rendered to education and to the 
accountancy profession by the American Accounting Association and the 
American Institute of Accountants if they will establish a rating scheme 
whereby the standards of the several schools may be measured and their 
programs standardized within broad limitations. 

The standardization of educational requirements will undoubtedly 
have effect on the several states, causing them to make their requirements 
of applicants for the Certified Public Accountant's Certificate more uni
form. Until there are higher formal educational standards established by 
the several states for admission to C.P.A. examinations, the examinations 
themselves should probably be broadened. In other words, unless an 
applicant is required to present evidence of work done in the fields of 
economics, finance, statistics, English, etc., he should perhaps be examined 
in those subjects before the State Board of Accountancy. 

A more general agreement should be reached as to the importance 
of experience in the training of an accountant. Some states require no 
experience, others require as much as five years, and there are various 
requirements in between those two extremes. As previously indicated, the 
period of practical experience required will depend somewhat upon the 
preliminary education required in college, but there is need for a crystaliza
tion of thought concerning the nature and extent of the work done in col
lege and the practical experience required in the field. 

In discussing the subject of experience, we should not fail to consider 
how the neophyte may get his experience. Practitioners do not like to 
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taken on to their staffs men without experience, yet every man obviously 
must be given a chance to get experience before he can have it. Employers 
should realize that there are other qualities more important, for a young 
man with proper personal traits and a good educational background may 
develop much more rapidly than the experienced person who may be lack
ing in some of those qualities and attainments. Perhaps an improvement 
in the character of the college training may help solve the problem. 

A trend toward specialization in certain fields of accounting is defi
nitely developing and will undoubtedly continue to develop. The practice 
of accounting can be expected to follow the trend of business organization, 
and with increased specialization in business and government, there is a 
definitely increasing demand for accountants with specialized training. 
This trend not only offers greater opportunities for aspiring young account
ants, but also offers additional opportunities to educational institutions to 
prepare for those fields of work. 

Accountancy is attracting a much higher type of individual than was 
formerly the case. Realizing the opportunities, colleges are doing their 
part in directing students with proper personal qualifications into this field 
of study. As the problems which are facing the accountants today are 
worthy of the best minds, so should the profession attract to it the highest 
types of young men, possessing the qualities of sound judgment and lead
ership. 

The accounting profession finds itself, at this time, in the rather 
anomalous situation of certifying in its reports that clients have kept their 
accounts in accordance with accepted principles of accounting, and yet 
there is no authoritative statement of what those principles are. This does 
not mean that principles do not exist, and does not mean that the certify
ing accountant is not familiar with those principles. On the contrary, it 
means that he is familiar with the accepted principles, procedures, and 
practices of accounting and that his client has conformed thereto in his 
accounting. The difficulty is that no person or group of persons with 
authority to speak for the profession has reduced to writing those principles, 

* procedures, and practices. 
Accountancy has grown so rapidly during the last quarter of a cen

tury that accountants have not had time to stop and formulate terms 
understandable by the laity and on which the profession itself can agree. 
Just now, great interest in the subject is being evidenced by accountants 
all over the country, largely the outgrowth of the requirements of gov
ernmental departments. Accountants at this time are faced with the de
mand for an authoritative expression of the principles upon which they 
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base their findings. It is a reasonable requirement, but far from an 
easy task. 

The American Institute of Accountants, through its Committee on 
Accounting Procedure, composed of some of the leading public account
ants of the country, has given and is giving serious consideration to certain 
phases of the problem. The profession is indebted to the Haskins and Sells 
Foundation for a statement of accounting principles compiled by three 
leading educators of the country, and which the American Institute of 
Accountants was privileged to publish and distribute. This statement, 
while in no way the official expression of the Institute or the profession, 
is, in my judgment, a most valuable contribution, and will be provocative 
of discussion and criticism which will clarify the atmosphere and lead to 
an official promulgation of accounting principles. Nothing in recent years 
has provoked so much genuine interest and constructive criticism as the 
statement referred to. 

Great credit is due the American Accounting Association for its con
tribution to this important development. No one, in my judgment, is 
better qualified to utter authoritative statements of the principles underlying 
accounting practice than the teachers of accounting who are devoting their 
lives to the study of the subject. On the other hand, while accounting lit
erature has grown enormously in the last few years, many experiences of 
the practicing accountant have never found their way into the text books, 
and yet, many of such unwritten experiences embrace considerations of 
great importance. 

Regulatory bodies, through the examination of the vast number of 
financial statements they are required to review, are uncovering points of 
weakness in accounting practices, such weaknesses being due principally to 
the lack of uniformity of treatment on the part of different accountants. 
There may be justification for the differences in treatment, just as a 
principle of law may appear to the casual observer to have been applied 
differently by different courts, or differently by the same court at different 
times. Th e apparent difference, however, upon a careful study of the case 
is explained by a different set of circumstances and a different statement 
of facts. A proper statement of accounting principles would tend to render 
accounting procedure more uniform and make more apparent the reasons 
for the differences in treatment. I, for one, am of the opinion that the 
regulatory bodies are rendering the accounting profession a great service in 
requiring that authoritative standards be established. 

All persons interested in the development of accounting should wel
come this development and through the cooperation of the American 
Institute of Accountants, the American Accounting Association, and the 
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regulatory bodies of government, such an accomplishment should not be dif
ficult of attainment. May I, however, be permitted to speak a word of 
caution. 

Accountancy deals, primarily, with financial matters affecting business 
enterprises. Business has not developed along certain well defined lines 
and its operations are not circumscribed by well defined rules and well 
understood principles. Many of our economic phenomena are not fully 
understood, even by our ablest economists. In view of all these different 
conditions, influences, customs and practices on the part of lawful, legiti
mate business, may I ask that we approach this problem with patience and 
with consideration and charity towards the opinions and convictions of 
others who disagree with us. 

It is easy to understand how the theoretical man would be inclined 
to be impatient with those who hesitate to accept principles which are so 
obviously true, when viewed in a purely philosophical manner. On the 
other hand, the reluctance of the practical man to adopt cut and dried 
principles or rules can also be understood when we consider the array 
of exceptions which go through his mind as a result of his actual experi
ences in dealing with practical situations. 

As stated, the differences in the attitudes of these two classes of able 
accountants are understandable, but, in my judgment, they are far from 
irreconcilable. We can never hope to formulate a body of principles, pro
cedures, or rules, or whatever we wish to call them, which fit all cases. 
Attainment of such a goal is, in no sense, essential. It should be sufficient 
to establish rules which represent generally accepted procedures and 
which cover the majority of cases, throwing the burden of proof, without 
prejudice, on the management or the accountant of the concern whose 
practices do not conform to the rule. If the deviation is sound, it can be 
justified. As such exceptions are discovered, the circumstances surrounding 
such cases should be reduced to formula, which in time will supply the 
refinements necessary to a complete statement of accounting principles. 

It is obvious that a statement of accounting principles must be a grow
ing thing—a thing which will never be complete but which will always 
serve as a standard of practice sufficiently comprehensive to meet the needs 
of the profession at any given point in the course of its development. If 
the problem is approached in this manner, with full understanding on the 
part of all parties concerned, including an understanding of the necessary 
limitations of any statement of principles, the conservative and the progres
sive should be able to sit down together and formulate a safe set of rules. 

A subject closely allied to that of the establishment of accounting 
principles is the adoption of a generally accepted terminology. 
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For many years, the American Institute of Accountants has had a 
Committee on Terminology which has been conscientiously endeavoring 
to build up an accounting dictionary, but, sad to relate, the dictionary 
does not yet contain its first word. Here, again, the inherent attitude of 
mind of the accountant has been a stumbling block. The very nature of 
his profession and his training impels him to be cautious and if a given defi
nition does not cover every shade of meaning which his experience leads 
him to believe it should have, he is inclined to brand it as wholly erroneous 
and lacking in authority. Should we not, however, look upon the definition 
of an accounting term as a part of a collection of definitions expressing the 
meaning of the term as variously used and applied? A perusal of the 
definitions in any unabridged dictionary will prove to us that few of even 
the most common words in our language are limited to but a single mean
ing. In many cases, the different definitions seem almost contradictory, 
yet they represent good usage. Can we not begin the building of our 
accounting dictionary by embodying therein a set of definitions representing 
the more commonly accepted uses of the terms and to this nucleus add 
refinements of definitions as they will naturally develop through experience? 
Let us not expect our accounting vocabulary to spring, Minerva-like, from 
the brain of even our greatest accountant of today. 

Consistency is a term that is giving accountants considerable concern 
in recent times. Accountants state in their certificates that the principles 
of accounting employed by their clients have been consistently maintained 
during the year under review. This, obviously, must mean that this par
ticular client has been consistent. It does not mean that his practice 
necessarily has been consistent-with the practice of others in that respect, 
but it must conform to sound accounting principles. 

In our laudable striving for consistency, are we not apt to attempt 
to attain the unattainable? A prominent accountant recently criticised 
the statement of another prominent accountant and found what was, un
deniably, an inconsistency, yet the statement of the accountant whose utter
ance was criticized outlined a practice which is well nigh universally 
accepted as a sound business practice. Should an exception invalidate the 
procedure which is accepted in the vast majority of cases? 

Consistency is desirable but it has its practical limitations. Inventory
ing merchandise at cost or market, whichever is lower, is a generally 
accepted practice. The rule itself is perhaps inconsistent and it has its 
exceptions in cases where the rule should not be used, yet it is doubtful if, 
in our insistence upon consistency, we should attempt to overthrow this 
common practice of business. The generally accepted rule that "fixed 
assets" should be valued at cost, less depreciation, has its exception in the 
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case of liquidation or sale. We say that "current assets" should be stated 
at their value at the closing date, but we do not insist that "accounts re
ceivable" and "accounts payable" should be reduced to "present worth." 
The principles of accounting employed in stating the acts of a going con
cern will differ from the principles employed in making up a balance 
sheet for a liquidating concern or purchaser. Let us not insist too much 
upon rigid conformity to a rule but rather let us measure the transactions 
coming under our review by the standard of open dealing, honesty of 
purpose, and fairness to all concerned. 

There is much discussion today of the proposition that the application 
of accounting principles should be subject to "sound business manage
ment" or "sound business judgment." That statement has led many 
accountants to view with alarm what they consider to be a surrender of 
principle on the part of the accountant. Certainly, it cannot be assumed 
that the accountant would approve a practice contrary to sound principles 
of accounting, even though it might be considered sound from the stand
point of management. However, as in the case of inventory valuation, has 
not our idea of sound accounting principles been influenced by what has 
come to be recognized as "sound business management?" 

The bald statement that "sound business management" or "sound 
business judgment" will, at times, influence the accountant, in itself is 
startling, but it will probably be found that when all of the circumstances 
surrounding the case are fully understood, there will be justification for 
the procedure. 

May we not view the doctrine of sound business management as 
we must view all other exceptions to the rules we may adopt, and if, when 
the burden of proof is thrown onto the one who has adopted the exception, 
the procedure may be satisfactorily defended, may we not accept it as 
good practice? 

There may be cases, however, where the accountant will seriously 
question the propriety of acts which have come to be well recognized as 
"sound business practice." For instance, it is considered as good, conserva
tive business practice for financial institutions, and sometimes other types 
of business, to write down or understate the values of certain assets. It is 
a practice considered conservative by bankers and condoned by bank ex
aminers. 

There are instances where the managements of industrial concerns 
have considered themselves wise and faithful custodians of a business be
cause they have created secret reserves through unwarranted reduction in 
fixed asset values- While this practice is seldom condemned, and generally 
condoned, it is difficult to see how an accountant can approve a financial 
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statement containing such variations from fact, even though it may be 
looked upon as sound practice by management. 

The investor has a right to the facts, and all investors in a given enter
prise have a right to the same information. T  o whom can they look for 
facts if not to the accountant? All of which leads to the inescapable con
clusion that, in the final analysis, the judgment of the accountant, regard
less of all others, must prevail so far as principles are concerned. 

Regulatory bodies of the government, as previously stated, are render
ing the profession great service in the formulation of rules and in urging 
that accountants give serious thought to the promulgation of a body of 
rules to cover accepted accounting procedure, but it is to be hoped that 
great care will be taken not to impose too much regulation. Freedom of 
action on the part of the accountant, within the bounds of honesty and 
enlightened reason and judgment, is as important as free speech or freedom 
of the press. 

In the discussion of sound business practices, may I also express the 
hope that accountants will concern themselves with business methods and 
become crusaders for sound business practices so that the acts of business 
management may not have to be corrected when the accountant is called in 
on a case. 

The discussion of standards would not be complete without mention
ing the achievements of the profession in bringing about the adoption of 
uniform examinations for the certified public accountant's certificate. 

Forty-four states and territories cooperate by using the American 
Institute of Accountant's examinations* This is a real achievement, and 
it is hoped that in time it will be possible for all states to use the same test. 

Standardization of state legislation affecting the practice of public 
accounting is also desirable, and progress in that direction is encouraging. 

The American Institute of Accountants is making available to all of 
the state societies of Certified Public Accountants complete information 
concerning new laws and proposed laws in all the states of the Union. 
This process of education is bound to result in greater uniformity. 

One of the tests of a profession is its Code of Ethics. The worthiness 
of a profession may well be judged by its idealism. Few, if any, professions 
can boast of higher standards than those expressed in the rules of profes
sional conduct of the American Institute of Accountants and most of the 
state societies. The rules adopted are not merely concerned with relation
ship of accountants to each other and with their clients, but especial empha
sis is put upon the accountant's responsibility to those in whose behalf his 
reports are rendered. Th e rules governing the practice of accounting 
demonstrate unmistakably the determination of the profession to maintain 
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its independence and to keep itself free from all shadow of suspicion that 
its work has been influenced by any considerations other than the deter
mination and statement of unbiased facts. It is encouraging to observe 
that there are extremely few infractions of the rules by practitioners over 
the country and the complaints that are made are usually of a relatively 
trivial nature and do not involve bad practice of a serious nature. 

While accountancy has made great strides in recent years, and the 
boundaries of the accountant's domain have been greatly extended, there 
are indications that the scope of his work will be still further broadened. 

Much new information is being required relating to security issues 
for the protection of investors and relating to business practices for the 
protection of the public, and regulatory laws governing financing, com
petition, price-fixing, etc. are being proposed and enacted, all of which 
require more accounting. Trust-busting, whether it be sound or unsound, 
will lead to the employment of more accountants, and there is no end to 
the accounting services that may be required in assisting taxpayers to comply 
with the ever-increasing number of tax laws. 

Just as the accountant must be cautious in advising investors as to 
what they may expect in the future, so must he be cautious in predicting 
what the future holds in store for accountancy. It is a close relative to 
business, and, therefore, will be greatly affected by the political, social and 
economic trends of the future. 

Accountancy thrives best in the freedom of a democracy. Dictator
ship, or the centralization of authority over business, are alike detrimental 
to the interests of the accountant, and to the development of true principles 
of accounting. 

In closing, I express the hope that accountancy in common with busi
ness, may continue to enjoy that freedom of action which has made 
America the outstanding commercial nation of the world. 

CHAIRMAN WEIDLER: Thank you, Mr. Collins. Our second address is 
to be given by Mr. George C. Mathews, member of the Securities and Exchange 
Commission, Washington, D. C  ; formerly member of the Federal Trade Com
mission; with the Wisconsin Railroad Commission; with the Wisconsin Securities 
Commission; a member of trie National Association of Railroad and Utilities 
Commissioners committee which drafted uniform classification of accounts for 
electric and gas utilities and of the committee on telephone depreciation; for
merly a professor of public utilities at Northwestern University, School of 
Commerce, Chicago; and a contributor to economic journals. 

The subject of Commissioner Mathews' address is "Accounting in Relation 
to the Regulation of Sale of Securities.'3 Mr. Mathews. 



ACCOUNTING IN RELATION TO REGULATION OF 
SECURITY SALES 

By GEORGE C. MATHEWS 
Commissioner, Securities and Exchange Commission 

I have welcomed the opportunity to meet with you tonight, but
have been concerned as to what I might say which would avoid the analysis 
and discussion of technical questions of accounting and yet be closely enough 
related to your work to furnish'an excuse for my being here. What I am 
going to say was given a name, for the purpose of your program, before 
anything was put on paper. When I have finished, if the name seems 
poorly descriptive of what I say, I will feel sure that all of you have known 
other products which were inappropriately named. 

It seemed to me that, unless I were to venture into a field whose 
landmarks were unfamiliar to me and in which I might easily become 
lost, I should not attempt any presentation of technical matters of account
ing principles and techniques. There remained for me to try to put before 
you some suggestion of the general picture of the accountant in relation 
to the disclosures required by the federal securities legislation. In trying 
to present that sketch, I have hoped to make the outlines clearer by refer
ring, here and there, to the part which other professions have to perform. 
I may have gone a long way from the assigned subject. Whether I shall 
have helped to clarify the relation of the accountant to security sales regu
lation or shall only have suggested the unattainability of ends which seem 
so desirable, I must leave for you to form your own conclusion. 

Almost four years have passed since the enactment of the Securities 
Exchange Act of 1934, creating the S. E. C. and transferring the admin
istration of the Securities Act of 1933 from the Federal Trade Commission 
to the Securities and Exchange Commission. Both Acts, viewed as a 
framework of regulation, implicitly assume the validity of traditional 
economic premises of securities distribution and trading, and the usefulness 
of the forms and mechanisms which had been developed to accommodate 
securities transactions. Th e legislation did not seek the fashioning of new 
instruments of investment procedure nor the alteration of basic concepts 
of the function of the investment banking process in our national economy. 
The markets, as before the legislation, remain open to the competition of 
the various seekers of capital funds- Th e process was to be invigorated 
and fortified by dissemination of information relating to the merchandise 

 I 
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circulating in the markets. Administrative responsibility under the statutes 
is phrased in terms of protection of investors, and administrative authority, 
broadly speaking, is phrased in terms of disclosure. 

Disregarding certain provisions of the Exchange Act prohibiting 
practices tending to create fictitious values for securities, and granting 
the Commission relatively broad powers over trading in securities, the leg
islation aims to guide the investor in determining what securities to buy, 
hold, or sell, by making available material information essential to the 
formation of an intelligent judgment. This information is furnished in 
what is called a registration statement. 

It is the job of the Commission to determine, within the framework 
of the legislation, the general types of facts about which information should 
be provided, and to create a medium for communication of the facts so 
that their significance and meaning are clear. It must search for the 
essential ingredients of disclosure and for the means of fitting the theory of 
disclosure to the needs of a nation of investors. That problem compre
hends more than the mere drafting of documents; it embraces questions 
of structural organization, administrative procedures, and the discovery 
and employment of mechanisms to enable issuers of securities to supply, 
and the investors to digest, information. 

I t is inevitable that disclosure will be something less than complete; 
material factors which do not lend themselves to observation and articu
lation are not susceptible of communication. There is, however, a broad 
area of concrete tangibility within which facts may be ascertained and 
correlated into a pattern of relative materiality. Both Acts set forth, in 
rather broad outline, the character and extent of information required to 
be furnished by a company filing a registration statement. With the 
statutory schedules as the foundation, the Commission had adopted various 
forms to serve as a means to the registrant for furnishing information and 
a medium for the investor to digest the information. Aside from exhibits 
included in the registration statement, whose form and content are not 
shaped by legislative requirements, a registration statement consists of 
narrative information given in response to a series of questions or items, 
and financial statements, chiefly, a balance sheet and profit and loss state
ments, the greater part of which is summarized in the prospectus which 
circulates among investors. Roughly speaking, the significance and in
formative value of each part is heightened by the presence of the others. 

I shall not attempt to estimate or appraise the effectiveness of the 
results which the Commission has so far obtained in its administration of 
this legislation. It may be worthwhile, however, to discuss somewhat the 
nature of the problems encountered by the Commission in its attempts to 
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give vitality and significance to the statutory theory of disclosure. In doing 
this, it may be helpful to indicate the attitudes of the various professional 
groups most concerned with administration of the Acts, and the desires 
of those groups to have the Commission's practice and administrative pro
cedure to take a given form. In selecting these groups, I do not mean 
to slight the importance of the issuer in the registration process. The pro
fessional groups appear in case after case and their general attitudes toward 
the statutes and their administration may be approximated. The attitude 
of the issuer, on the other hand, is difficult to synthesize, since it varies 
from case to case, with the particular character of the problems confronting 
that individual issuer. The attitudes of professional groups, conditioned by 
traditional approaches and methods, are somewhat consistent and it is pos
sible to generalize in their fields. As I propose to generalize about these 
things, unquestionably what I have to say will be subject to the criticisms 
of any generalization. 

Th e three professional groups most prominent in the scheme of regis
tration and disclosure are the accountants, the lawyers, and the engineers. 
Each of these three professions carries into its work with the Commission 
the habits of thought peculiar to its group. The tools and skills of each 
are ideally suited to enlarging the significance and meaning of disclosure; 
traditional habits of thought and established relationships, however, some
times tend to impair the effectiveness of professional techniques as a hand
maiden of disclosure. 

Fundamental attitudes of the three groups toward the premises the 
Commission should adopt in formulating rules and regulations and drafting 
forms for the submission of information seem to me to take root in the 
ways of thought of the several professions. The lawyer wants certainty, 
precision, and predictability in the forms and in the rules and regulations. 
He seeks the creation of a certain minimum procedure which, when fol
lowed, will place him in a position to assure his client that liability will not 
result. The accountant, on the other hand, prefers to supply financial 
statements in response to quite generalized flexible rules, the detail of the 
procedure to be followed and the form and shape of the financial state
ments submitted to be left largely in his discretion. One need only recog
nize that the principles of the science of accounting are in a state of flux 
and rapid development to be hesitant in wresting guardianship from the 
hands of the profession. 

It would be unrealistic not to recognize the essential difference of 
the position of the two professions in the registration procedure and the 
character of the routine followed by each. Both professions respond to the 
performance of creative duties, if only out of a sense of professional work
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manship. Recognizing that, in the lawyer, this urge is subordinated to the 
desire for certainty and predictability, one reason why the accountant does 
not feel this competing need to so great an extent is the smaller field of 
unpredictability which the accountant meets. When the accountant does 
his job he works primarily over a limited set of documents and ordinarily 
has no responsibility for facts occurring after the date of his certificate. 
His responsibility is for facts which may be developed in the course of a 
rather definite audit program or procedure. Further, the regular routine 
of an audit supplies some assurance that he will, at least, see all the facts 
which he may be expected to disclose. Th e lawyer, on the other hand, 
has no such minimum routine to follow in drafting a registration statement. 
He obtains whatever information the client is pleased to put at his disposal, 
plus whatever his own insight or capacity enables him to elicit. After the 
lawyer has completed a fair and conscientious job to the best of his ability, 
there may, nevertheless, be a failure of disclosure of which he is completely 
unaware. The accountant, however, who has done his job properly would 
at the end of his examination have made a reasonable verification of the 
material facts which lie within his field. 

The engineer, accustomed as he is to occupy divers positions toward 
the subject matter of his work, is largely indifferent to the shape and form 
which registration requirements may take. One day the engineer repre
sents the buyer; the next day, a seller; and, as a day-to-day routine, occupies 
the position of adviser to management. No pervasive doctrine of inde
pendence of engineers comparable to that existing in the accounting field 
has grown up. Th e background of relationship affects the contribution of 
the engineer to the registration statement, but it does not lead him to urge 
the adoption of particular rules and regulations governing his work. 

The Commission responds to the urge of lawyers to have the forms 
precise and definite, insofar as their subject matter is susceptible of pre
cision and definiteness. The intricate processes of finance make the job 
of creating a definite and self-contained form, consisting of items whose 
precise limits are ascertainable, a deeply perplexing and difficult task. Rec
ognizing, however, that ambiguous and equivocal items would elicit a 
mass of superfluous information which, in many instances, would serve 
to confuse rather than clarify, the Commission itself seeks definiteness 
in the forms. 

The engineer has so far presented a problem considerably simpler than 
*hat of the lawyer or accountant, involving principally the enforcement of 
well defined norms and standards settled and developed in the profession. 
Expert opinions, matters of subjective judgment, may vary, but in the 
large engineering techniques have become a matter of substantial agree
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ment, and it is fortunate that it is these latter, rather than the controversial 
aspects of the profession, which fall under Commission scrutiny. W e have 
yet to meet, among the articulate elements of the profession, any objec
tions to the standards we formulated in stop orders several years ago, and 
have since consistently applied, that the engineer must follow the norms of 
his profession in making his investigation, and use intelligible language in 
stating its results. 

The Commission also responds to the accountant's desire that he be 
given no too rigid standard, for it recognizes that the practitioner has the 
first-hand experience with actual materials and problems of, business. The 
environment itself operates as a stimulant to creation and development of 
accounting principles. The books and records of a living business suggest 
alternatives to the auditing accountant—possibilities of whose very existence 
a reviewing administrative body may be unaware. And, if several years of 
administration of the legislation have taught us anything, it is that, in large 
portions of the field of accountancy, we cannot predict that tomorrow's 
case can be adequately handled by today's technique, for yesterday's 
technique has so often proved insufficient today. As administrators, we 
are loath to trust our judgment much beyond the particular case. W e 
can advance or withhold criticism on the particular facts, but we are hesi
tant of treating our decision as precedent or principle. In a field which 
has only recently become a province of law, any lawyer knows the folly 
of codification. Recognizing that the accountant has an opportunity far 
more extensive than our own to an end identical with our own, we dare 
not stifle him in the due performance of his service. Apart from specific 
applications, which I need not at this point discuss, we have expressed our 
attitude broadly in our instructions governing preparation of financial 
statements of seasoned business: "The registrant may file financial state
ments and schedules in such form, order, and using such generally accepted 
terminology as will best indicate their significance and character in the 
light of the instructions." This is further exemplified by the Commission's 
attitude towards the accountant's certificate. Many of you know of efforts 
which, at various times, have been made to have the accountant's certificate 
presented along the lines of a definite pattern down to the smallest detail 
of format. The Commission has adopted a general rule setting forth the 
requirements of the content of an auditor's certificate. The form of the 
certificate is left to the certifying accountant. However, the detail required 
to be included in the certificate should adequately reveal the scope of the 
audit and the opinion of the accountant with respect to the financial state
ments and the accounting procedures and practices followed by the 
registrant. 
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While the Commission has been able, consistently with its own respon
sibilities, to give recognition to the desires of professional groups, it has 
learned that professional relationships and attitudes frequently operate in 
practice to minimize the effectiveness of professional skills in contributing 
to the product of disclosure. In the abstract, the aims and desires of the 
professional groups are not inconsistent or incompatible with discharge of 
the Commission's basic responsibilities. In practice, the fundamental impulse 
which gives rise to the effort to cause the policy of the Commission to take 
a given form is replaced by the effort to use the resultant of that policy 
as a means, if not of defeating disclosure, at least to diminish its effective
ness. Environmental factors in the area of professional practice impinge 
upon and influence the subject matter upon which the expert works. 

We have observed that the lawyer plays the dominant role in the 
preparation of registration statements. He acts as interpreter, collector 
of information, and judge of the applicability of rules. In practice, the 
lawyer brings to his work in connection with the disclosure process his 
traditional attitudes and ways of thought. Th e desire for certainty, pre
cision, and predictability reflects itself in the lawyer's method of presenting 
information in a registration statement. The impelling urge and attitude 
with which the lawyer approaches all his work—namely, protection of his 
client—impart a character and tone to its contents which may or may not 
be productive of its fundamental aim, but often serve to minimize the 
effectiveness of disclosure of the material elements in the subject matter 
he handles. Literality of adherence to rules and inflexibility of procedure 
characterize his work in the registration procedure. Those portions of the 
registration statement which flow directly from his hand reflect the tech
niques and methods commonly employed in his profession. Summaries of 
contracts designed to reveal contractual advantages or disadvantages of 
the issuer and summaries of underlying documents, such as indentures and 
charters designed to reveal the positions of the classes of security holders, 
frequently are simply extensive quotations from the documents themselves. 
The material called for by the items and instructions is literally furnished. 
It is questionable whether the average person is informed by such a pro
cedure, and doubtful whether rules or regulations can be devised to induce 
lawyers to prepare summaries of legal documents which actually would 
serve to inform the reader who is untrained in technical legal verbiage. 

The work of the engineer is likewise affected by fixed relationships 
which have been established over a long period in the environment of his 
profession. With respect to those branches of the profession whose work 
embraces the observation, measurement, and estimation of physical quan
tities, as is the case with mining engineers and oil geologists, the divers 
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positions which those engineers may occupy toward the particular objective 
frequently have an effect upon the material submitted on their authority 
in a registration statement and prospectus, without the protective features 
which surround that same procedure in the environment in which it has 
grown up and developed. Those engineers have been uniformly a part 
of the bargaining procedure in the purchase and sale of physical assets, and 
if the report of the engineer representing the seller has been fashioned by 
the influence of his attachment and loyalty to his client, the resulting 
tendency to overstatement has been neutralized and opposed by an associate 
representing the buyer. However, when the engineer prepares a report 
under the aegis of the seller and there is no buyer's report, the picture of 
the physical assets will probably be one of excessive optimism. It is our 
experience that engineers have not given sufficient recognition to the 
absence in the disclosure process of the report emanating from the other 
bargaining party. 

The engineer has uniformly been an adviser to the management in 
connection with the direction of operations. The equality of knowledge of 
the two parties is such that short cuts for communication of technical in
structions and recommendations have developed and deviation from rigid 
application of engineering techniques has been engaged in, in recognition 
of the fact that no one concerned would be misled or deceived. While this 
is proper in the field of its origin, it is not enough for an engineer to follow 
the same procedure in informing the public as to the character and nature 
of physical property. A report proceeding on the premise of rather complete 
knowledge on the part of the person to whom it is directed is not adequate 
for a wholly uninformed lay reader, as a basis for exercise of judgment. 
In one case, a report directed to the management and based upon recog
nized premises for such reports was used as a basis in the registration state
ment for a valuation placed upon a balance sheet and for a claim of known 
tonnage. In this case, the engineer whose report was so used, condemned 
the use of it, and expressed the opinion that the claim to known tonnage 
and its use as a basis for a valuation figure in the balance sheet was 
unjustified. 

The origin of accounting as a medium of informing the management 
concerning the progress and status of the business fixed a relationship 
whose influence over the development of accounting principles continues 
with marked vitality. When accounting, with the growth of large cor
porations, became not alone a means of guiding the management, but 
likewise a means of informing widely scattered owners, no effective accom
panying factors sprang up to assure freedom of the accountant of the man
agement to account and report to his enlarged audience. Gradually, the 
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doctrine of independence evolved, designed to free the growth and devel
opment of accounting of managerial influences and give assurance to the 
security holders of the accuracy and reliability of the accountant's report. 
Several factors have come into existence and developed in the accounting 
environment to mitigate to a substantial degree adverse influences over 
accounting practices. The work of the New York Stock Exchange, the 
growth and strengthening of accounting societies, the creation of depart
ments of accounting in our universities, the recognition of the value of 
accounting by courts, and, finally, the creation of various public agencies 
have all operated to some extent to free accounting and accountants of 
their fetters. It is true, however, that almost all the federal and state 
agencies are interested primarily in the administration of legislation, with 
accounting as a tool or guide, rather than interested in the subject matter 
of accounting itself. Despite encouraging developments, persistent qualities 
and factors of the active professional environment operate to handicap both 
independent growth and development of accounting principle and wholly 
independent reporting. Servitudes, less tangible and influential than earlier 
servitudes, though no less real, still exist. And in our work we perceive the 
results of their influence. 

We have had cases where the books and records of the company were 
maintained consistently and substantially in accordance with sound and 
recognized principles of accounting, and yet the management has requested 
and the accountant has adopted practices under which the certified state
ments prepared from these same records departed flagrantly from applica
tion of sound principle, even to the point where the statements did not truly 
reflect the facts shown in the basic records. In many cases, principles and 
procedures, followed in preparation of the statements, have been certified 
by the accountant, even though they actually are, in his opinion, less satis
factory than other principles and procedures would have been. In other 
cases in which he can find no justification for the accounting practices of 
the registrant, he frequently states his exceptions in language that can only 
be confusing to a layman. The accountant who certifies should feel 
responsibility to state, clearly and unequivocally, his opinion of the results 
and the principles upon which the statements are based. The failure of 
the accountant to assume this responsibility is indicated by the fact that 
one of the most prolific sources of deficiencies in registration statements is 
the accountant's certificate. Ambiguous and non-informative expressions 
of opinion are relatively common. 

The manifestations of environmental influences in the work of 
accountants before us establish definitely the necessity for action by the 
Commission in formulation of standards governing the preparation and 
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presentation of financial statements. Though we are reluctant to take 
action which may work to stifle the free play of creative forces in the active 
area of the practice, we are even more reluctant to let those forces be 
suppressed and distorted. Influences adverse to the growth, recognition, 
and wide adoption of sound principles have thrived principally because 
there has been no impartial authoritative agency to review accounting 
material prepared for presentation to the public. The pressure of competi
tive factors, in cases, overcomes devotion to principle. Stubbornness is not 
likely to be carried to the point of loss of a client. The Commission may 
serve as an authoritative tribunal to restore the balance. But, if the account
ant is to derive full advantage from the existence of an authoritative body 
upon which he may rely, the Commission must, at times, exercise its 
authority. The manner of exercise of our authority depends largely upon 
the quality of the accountant's output. We hope to avoid rigidity and inflex
ibility of rules. The Commission will assert its influence and exercise its 
authority to hasten the general acceptance of those principles which have 
definitely proved their merit, but, because of environmental factors, have 
not been' adopted, and will likewise seek to quicken the abandonment of 
practices identified with the body of accepted rules and principles which 
are, nevertheless, frowned upon by the better thought in accounting. 

A recent action of the Commission will serve to illustrate this attitude 
and approach. Many of you are familiar with the complaints originating 
in the accounting profession against the use of footnotes to financial state
ments to explain the use of improper accounting procedures or to correct 
the effect of statements in the financial statements themselves. Perhaps 
the growing opposition to the use of footnotes for such a purpose would 
eventually evolve or develop into a rule of accounting prohibiting and 
condemning the practice. It would occur, however, only after a long 
struggle by practitioners against the factors which have in the past, on so 
many occasions, tied their hands. The Commission, on April 25, 1938, 
issued a release on this point in this language: 

In cases where financial statements filed with this Commission pursuant to 
its rules and regulations under the Securities Act of 1933 or the Securities Ex
change Act of 1934 are prepared, in accordance with accounting principles for 
which there is no substantial authoritative support, such financial statements will 
be presumed to be misleading or inaccurate, despite disclosures contained in the 
certificate of the accountant or in footnotes to the statements, provided the matters 
involved are material. In cases where there is a difference of opinion between the 
Commission and the registrant as to the proper principles of accounting to be fol
lowed, disclosures will be accepted in lieu of correction of the financial statements 
themselves only if the points involved are such that there is substantial authoritative 
support for the practices followed by the registrant and the position of the Com
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mission lias not previously been expressed in rules, regulations, or other official 
releases of the Commission, including the published opinions of its Chief 
Accountant. 

However, it seems to me that, by and large, the experts who have 
a hand in the preparation and draftsmanship of registration statements and 
prospectuses overlook their larger opportunities in the field of disclosures. 
This may be due to unwillingness, or it may be that the role I am about 
to describe is not deemed by the experts to represent an opportunity, and 
it is probably true that they are not alone responsible. At all events, this 
is a field in which they are equipped to play a dominant and particularly 
useful part to the credit of their professions and one where expert tech
niques and methods would be particularly productive of significant and 
vital informative material. Any general form which the Commission 
adopts will turn out in practice to be inadequate in particular cases. Material 
factors will fall in the interstices. Beyond this, there is an area of material 
factors having influence upon the particular enterprise the ascertainment 
and understanding of which are beyond the capabilities of the average 
intelligent investor. For lack of a more apt description, these factors may 
generally be characterized as intangibles, although many of them are not 
intangibles but definitely existing facts in the totality of the enterprise 
which do not lend themselves to ready observation and precise measurement. 

These intangibles are, nevertheless, the very factors which may influ
ence most the ultimate investment value of a security. Were it not for 
their existence, the appraisal of security values could always be expressed 
with almost mathematical accuracy and without the need of intelligent 
judgment on the part of the investor. 

The task of the expert, ideally performed, would be to so present 
the facts that the investor might determine the extent to which they have 
affected, and, therefore, may affect his investment. Has a new competitive 
product begun to encroach on one field of the corporation's sales? The 
profit and loss statements, if adequate for this purpose, will not disguise 
this fact under mounting sales in other fields. Is the value of a patent 
subject to diminution by technological developments as yet only in the 
laboratory stage? If the engineering appraisal or survey has not considered 
this question, it has fallen short of its full usefulness. The management, 
occupied with the day-to-day problems of running the business, may often 
be honestly unaware of the very existence of such factors. But, the pro
fessional consultant, called upon to prepare specialized information for 
the use of the investor, has not served him if he has not pointed out the 
existence and known effect of the long range intangibles which may 
ultimately so substantially affect the investment. 
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The character and extent of any contribution of the expert in this 
field will depend, in large part, upon his attitude in approaching his work. If 
his attitude is colored by the feeling that a literal adherence to the tech
niques of his profession is sufficient, material factors which might other
wise have been disclosed and communicated will remain unknown to the 
lay reader, and form no part in his judgment of the enterprise. 

I know of cases where the expert has ranged over all the factors 
which enter into the formation of a judgment but has stopped short of 
applying expert analysis to the facts presented or has expressed his opinion 
in such an ambiguous fashion that it is valueless to the lay reader. The 
expert may perceive, from the presence of given factors, that a factor not 
perceptible to the inexpert eye is likewise present. It is not enough for the 
average investor to have pointed out to him those things which are observ
able and measurable. The expert should bring to bear upon the facts so 
presented his expert skills and procedures to expose the existence of other 
critical factors apparent only to him unless specifically identified and pointed 
out. I recall one registration statement which contained as an exhibit a 
report of a survey of the business of a particular issuer. Th e report under
took to express an opinion concerning the status of the business and the 
results which might accrue from the financing. It stated quite bluntly 
that the business was uneconomic and the program proposed to be executed 
by use of the money obtained for the financing would only serve to 
heighten the uneconomic position of the company within the industry. It 
developed that the registrant, at the time of filing the registration statement, 
was unaware of the contents of the report, and, upon being apprised of its 
nature, sought to withdraw the report and substitute the report of a second 
industrial engineer. Th e Commission denied withdrawal of the report, 
but made no objection to the filing of the second report. The second report 
was not subject to attack on the ground that it misstated or overstated 
any of the factors of the enterprise. The only criticism that could be made 
was that the second report was not informative. It added nothing what
soever to the information already included in the registration statement. 

I also recall a registration statement filed by a public utility company. 
An important question in evaluating the securities to be offered was the 
adequacy of the water supply for generation of hydro-electric current. The 
only expert opinion relative to water supply was an opinion of counsel 
concerning the nature of the title to the water rights held by the registrant. 
The statement, as originally filed, set forth, interspersed throughout, the 
aggregate of factors from which an expert might be skeptical as to the 
adequacy of the water supply. Factors essential to a determination were 
omitted and others were stated ambiguously. Certain of the ratios indi
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cated to the examining group that the water supply might not be sufficient 
for the needs of the plant. A deficiency was cited, aimed directly at this 
question, resulting in an amendment which set forth in clear and unam
biguous terms the various conditions, physical and contractural, which 
might operate at particular seasons to render the supply inadequate. 

In another report by an engineer which came to our attention, the 
opinion was expressed that the high profits which the issuer was then enjoy
ing would invite competition from others as soon as the extensiveness of 
the profits became known. Consequently, he cautioned against the expec
tation of profits in that volume and predicted a diminution of profits and a 
period of quite severe competition within the industry. 

I do not want you to think that the absence of a statement by an 
expert bearing upon the venture necessarily creates a gap in the information 
necessary to the exercise of judgment. In many cases, the management 
has knowledge which it supplies. In many cases, the observable and measur
able facts of the business which are set forth in the registration statement 
and prospectus serve alone to point the proper conclusion as to the merit 
of a given security. Frequently, the examination process results in amend
ments which operate to a substantial extent to supply, if not information on 
the point, at least a specific statement of the nature of the hazard involved. 

Nor do I neglect the fact that the standing of the expert in relation 
to the registration process, and the conditions under which he obtains his 
work frequently make it impracticable for him to get to investors the full 
benefit of his expert knowledge. I am speaking of the gaps which have 
to be filled and which I hope can be filled, in some measure, by the efforts 
of the Commission and by the growth of the professional standing of the 
experts. Time will be needed for even the imperfect fulfillment of the 
investor's needs. There will be required, also, a recognition of the expert's 
responsibility, not to his client alone, but to all those to whom his client 
goes for funds. 

I hope that what I have said makes somewhat clear the general out
lines of the process of disclosure. Evidence is not lacking of the conflicting 
claims on the professional groups of their client and of the public to whose 
respect they owe their status- In particular cases, the interest of client and 
public may seem to be in conflict. In considering the seekers of capital 
as a whole, there is little doubt that they, as a group, would benefit by 
clear statement, though a contrary course might seem of present advantage. 

My comments about the profession may have suggested to some of 
you a feeling of unfriendliness toward them. Such is not the case—quite 
the reverse. I have been considering some differences of viewpoint in 
meeting the difficulties besetting the way toward a goal common to us 
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both. It would be ungrateful not to speak of the real help these professional 
groups have given us to surmount so many difficulties in the last five years. 
Accountants have given wholehearted assistance to the Commission in 
designing requirements that would operate to inform investors with a 
minimum of burden to industry. Lawyers have given unceasingly and 
unselfishly of their time, both in suggesting the form for rules and regu
lations to take, and in reviewing the product of our own staff. Professional 
societies have been equally ready to do their part in fitting the new legis
lation to the needs of investors. The contributions of mining engineers, 
which resulted in many of the best features of the form for new mining 
ventures, is a case in point. 

Modern business is technical and complicated. It uses the labors of 
unnumbered scientists and the accumulated invention and experience of 
our race. It operates on a scale undreamed of in any other age, with fac
tories, warehouses and stores spread over a continent. It seeks money, 
and, within the four corners of a prospectus, this enterprise must be des
cribed to people unacquainted with its technique and inexpert in the lan
guage of accounts. T  o make that description adequate and understandable 
is our common task. 
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INTRODUCTORY REMARKS 
By WILLIAM F. MARSH, C.P.A. 

. President, National Association of Cost Accountants 
Chairman of the Fifth Session 

At this particular time, I should like to commend Professor Taylor 
and his colleagues on the success of this conference we are having. I think 
it is a splendid affair and I hope there will be more of them. I'm particu
larly pleased that the National Association of Cost Accountants has been 
able to play so important a part in it, having furnished speakers, and I was 
very glad to find so many of our chapters represented in the audience, 
in attendance. 

We are to have two addresses this morning. The first address will be 
made by Mr. Eric Camman of New York, and will deal with the relation
ship of costs and prices, having to do with the Robinson-Patman Act and 
the various other legislative acts that have been passed in recent years. It 
is a very, very live subject. In periods of depression, such as we are exper
iencing now, questions are continually arising; among them, one question I 
hear many times: "Shall we maintain prices at the expense of lost volume; 
or should prices be reduced to maintain volume even though heavy losses 
result?" Similar questions constantly arise, and Mr. Camman, I assure you, 
is very well qualified to handle the subject. I shall not attempt to cover all 
of his accomplishments. I shall be content, however, with telling that he is a 
partner of Peat, Marwick and Mitchell Company in New York; he is a 
past president of the National Association of Cost Accountants; he is a 
member of the American Institute of Accountants and also of the New 
York and New Jersey State Societies. He is the author of many articles 
on accounting and also of the book, Basic Standard Costsy published by 
the American Institute Publishing Company. It gives me great pleasure, 
ladies and gentlemen, to present to you Mr. Eric A. Camman, whose sub
ject will be "The Relation of Costs to the Determination of Selling Prices/* 

1 1  7 



RELATION OF COSTS TO THE 
DETERMINATION OF SELLING PRICES 

By ERI C A. CAM MAN, C.P.A. 
Partner, Peat, Mar wick, Mitchell & Co. 

No profound study is required to appreciate that there is a relationship 
between costs and prices, and that, in the concept that results are what 
one expects and consequences are what one gets, the result is profit or the 
consequence is loss. The practical consideration to the business man is how 
to turn consequences into results. 

One of the objectives held in view during the earlier days of the 
development of the art of cost accounting was the establishment of a basis 
for the setting of selling prices. The objective was given considerable 
prominence and usually was stated without qualification. From the experi
ence gained through the years, we have come to recognize that the scope 
of the objectives is not to be so simply stated and that the problems involved 
in setting selling prices, in meeting selling prices, and in lowering selling 
prices, staying in business the while and making a profit, perhaps, are 
varied and complex. Correspondingly, the art of cost accounting has been 
developed as one means of coping with these problems, of which the relation 
of costs to the determination of selling prices might almost be called the 
central theme. 

DEFINITIO N OF PRICE 

Adam Smith defines two kinds of prices—a natural price and a market 
price. The natural price of a commodity represents the accumulated nor
mal costs of bringing it to market, plus a normal profit. He says: 

When the price of any commodity is neither more nor less than what is 
sufficient to pay the rent of the land, the wages of the labour, and the profits of 
the stock employed in raising, preparing, and bringing it to market, according 
to their natural rates, the commodity is then sold for what may be called its 
natural price.1 

This serene and equitable order of things does not regularly obtain, 
however, a fact which is brought closely home to all of us in these pump-
priming days. Adam Smith goes on to say: "The actual price at which 
any commodity is commonly sold is called its market price. It may either 
be above or below, or exactly the same with its natural price." 

1 The Wealth of Nations, Adam Smith, Chapter VII. 
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Evidently, there are other factors entering into the determination 
of market price than the recovery of accumulated costs alone. Were this 
not so, market prices would always be natural prices; there would be no 
profit and loss account, because there would be no losses, and cost account
ants would reign supreme in our economy. 

The Standard Dictionary says as to price: 

The cost of a thing is all that has been expended upon it, whether in dis
covery, production, refinement, decoration, transportation, or otherwise, to 
bring it to its present condition in the hands of its present possessor; the price 
of a thing is what the seller asks for it. In regular business, as a rule, the seller's 
price on his wares must be more than their cost to him 5 when goods are sold, 
the price the buyer has paid becomes their cost to himself. In exceptional cases, 
when goods are sold at cost, the seller's price is made the same as the cost of the 
goods to him, the cost to the seller and the cost to the buyer becoming then 
identical. 

It is interesting to observe in this quotation that no recognition is 
given to the possibility that price may be less than the seller's cost, unless 
it be in the definition, which also appears that price is "cost (to the buyer)." 
The delicate subject of *price being less than cost is not referred to, other 
than by implication, in this simple and all-inclusive definition. We shall 
have to consider it, nevertheless, in the course of this discussion, because 
while general acceptance may be assumed of the principle that price should 
cover cost, we have to face the fact that there are times when it can not. 

Let me define price, for our present purpose, as the net amount pay
able to the seller by the buyer. One might call this an accountant's defini
tion. By it is meant list price less discounts. Net prices are less common 
than price structures embodying various forms and scales of discounts which 
may be classified as: trade or functional discounts; quantity discounts; 
volume discounts; cash discounts. 

The trade or functional discounts apply to various distribution chan
nels, according to type of customer, such as jobbers' discounts, dealers' dis
counts, etc. There may be a number of different functional discount 
brackets. 

Quantity discounts represent concessions in consideration for the pur
chase of a specified quantity in a single transaction. This type of discount 
would run at a different rate, for example, for a single article, one dozen, 
six dozen, or one gross, to an order. 

Volume discounts are concessions made upon the basis of the total 
volume of purchases during a period of time, usually one year. They 
relate to the total dollar amount bought by the customer, irrespective of 
the articles bought, or, possibly, varying in rates, according to broad kinds 
of articles bought. 
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All of these forms of discounts are distinctly a part of price and must 
be taken into account in regarding the level of price. Cash discounts some
times should be treated likewise, when they are substantial in percentage 
and are, in reality, more in the nature of a trade discount than a strictly 
financial one. On the other hand, when cash discount is the more com
mon I per cent or 2 per cent, it need not be regarded as a part of price, 
particularly when it is available to all customers in the same degree. 

When there are special buying affiliations, customer groups, or some 
similar plan for linking a number of customers in the same general distri
bution class into a group entitled to certain special discounts, the arrange
ment is made for the purpose of obtaining volume and is merely another 
form of volume discount. Any rebates or concessions, therefore, are a part 
of price. 

On the other hand, bona fide legal advertising allowances should 
not be regarded as a part of price like the mentioned discounts. Such 
allowances are expenditures for advertising, the advertising being placed 
as a matter of mutual advantage through the customer, but, nevertheless, 
for the primary purpose of advertising and not in any way in consideration 
for quantity or volume or as to trade group. 

Brokerage and commissions paid intrinsically are not elements of 
price, but plainly of cost. This is one of the important questions being 
fought out under the Patman Act in the Biddle Co.1 and The A & P Tea 
Co.2 cases, the position of the Federal Trade Commission being that such 
payments or allowances made to buyers are elements of price, and further, 
that whether or not they are a part of price, Sec. 2(c) overrides Sec. 2 (a)  . 
The briefs in The A & P Tea Company case contain argument on this 
issue at length and the eventual outcome of it will be interesting. 

In order to deal intelligibly with the subject of the relation of costs to 
the determination of selling prices, it is necessary, in the first place, to dis
tinguish between industry groups, which may be broadly classified into: 
basic resource industries; services and trades, manufacturing; wholesaling; 
retailing. 

Th e problems of price stabilization or price control and of the rela
tion between costs and prices have different aspects in each of these groups. 
It would be bewildering to attempt to speak of them all in general terms. 
Let us, therefore, confine our consideration to the field of manufacturing 
and deal with the manufacturer's costs and his prices- Within this province, 
we shall have to consider the retailer, but solely from the standpoint of a 
customer of the manufacturer. In order to do so, it is again necessary to 

1 FTC Complaint, Docket No. 3032 
2 PTC Complaint, Docket No. 3031 
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classify retailing into various types of outlets, such as: small retailers; large 
retailers; specialty shops; department stores; chains; mail order houses, etc. 

These represent different functional avenues of retail distribution in 
which, because of differences in the methods or quantities of manufacture 
or sale, different price levels prevail. 

PRIC E DIFFERENTIALS UNDE R PATMAN A C  T 

Section 2 (a) of the Robinson-Patman amendment to the Clayton 
Act gives adequate cost accounting a legal significance which may be very 
important, if not decisive, in a given set of circumstances. One of the 
benefits which, it is safe to reason, will unquestionably ensue from this law 
will arise from the stimulation it has given to the development of proper 
cost accounting, especially of distribution cost accounting. This is not 
because the Act itself requires adequate cost accounting, for the presenta
tion of a cost defense on the part of a respondent in any case of alleged 
illegal discrimination is entirely optional with the respondent. The law 
merely says that discriminations in price which injure, prevent or destroy 
competition, or tend toward monopoly, are illegal, unless it can be shown 
(by the respondent) that there are differences in cost arising from dif
ferences in method or quantity of manufacture or sale, and in the event 
that it can be shown there are such differences, the differences in price 
are restricted to the differences in cost. 

It has been mentioned that there are various functional groups in 
retail distribution in which different price levels prevail. In order to illus
trate the operation of the Patman Act and how the relation between costs 
and prices may appear, an example containing hypothetical figures is given 
in Plate 1. Let us assume the case of a manufacturer selling a fairly exten
sive line of standard merchandise to customers in four different retail func
tional groups; namely, small retailers, specialty shops, large retailers, and 
chains. Different discount brackets apply in each one of these groups. 
Also, different costs of doing business are incurred in each group. The 
differences in cost arise from differences in methods and quantities of 
manufacture and sale, but primarily of sale. The figures shown in Part I 
of the example indicate the respective price levels which are effective in 
each customer group with respect to a common list price or standard selling 
price level. These price levels for Groups A, B, C and D are 90, 86, 83 
and 77, respectively. This means that Group A receives a discount of 10 
per cent; Group B, 14 per cent; Group C, 17 per cent; and Group D, 
23 per cent. Th e cost of doing business in each group varies, owing to 
differences in methods of selling, in advertising, in shipping, in size of order, 
in character of merchandise sold, and in quantity sold per order. Accord
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ingly, the rate of profit differs in each customer class. Furthermore, the 
volume of business done in each customer class differs in relation to the 
total and this naturally has an affect upon the total profit. For this reason, 
it is important to set the differentials in price with due respect to the differ
entials in cost in such proportion that the total profit realized shall be 
appropriate. Obviously, any change in the relationship between cost and 
selling price in one of the groups will have its effect upon the profit realized 
in that group. It may also have effect upon the volume of business done, 
which, in turn, will be reflected in the total profit of the entire business. 
Therefore, it is incumbent, in the interests of effective management, to 
know that the price structure is properly balanced, in order that the price 
level be not so low, on the one hand, as to impair profits or so high, on the 
other hand, as to reduce volume. 

With the advent of the Patman Act, it is further necessary to observe 
the relationship between prices and costs, not only within each customer 
group, but as between customer groups (assuming that they are in compe
tition with each other). In Part I  I of Plate I, figures are shown express
ing the differentials between the respective retail outlets. It is apparent 
that the various price concessions downward in the scale from the highest 
price customers, the small retailers (Group A) are within the cost differ
entials, so that herein there is no conflict with Section 2(a)  . However, 
when we compare the price and cost differentials applicable to large 
retailers and chains (Groups C and D ) with the prices and costs applicable 
to specialty shops (Group B) , we find that the price differentials exceed 
the respective cost differentialsj wherein they are contrary to Section 2(a)  . 
A similar situation exists when we examine the price differential allowed 
chains (Group D) over large retailers (Group C)  , which is greater than 
the cost differential. 

I t is clear, from this hypothetical example, that the price discrimination 
between certain groups of competing customers could not be sustained by 
the differences in costs of doing business with them, which would indicate 
a readjustment in the price structure to be required. It will be interesting 
to observe how such readjustments will be made as the result of the Patman 
Act, because the effect would be that price levels would become set between 
functional groups within the limits of the respective costs of doing business 
and tethered to either end of the price scale, most probably the lower end. 
This would mean that the lowest price level, which is the price at which 
the volume buyer will buy, will fairly well delimit the price levels for the 
other functional groups upward in the price scale. The price differentials 
upward may not exceed the cost differentials, because that would result 
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conversely in the price differentials downward exceeding the cost dif
ferentials. 

The new requirements for data, such as are illustrated in this example, 
necessitate the new developments in distribution cost accounting which are 
now being made. It will not be sufficient to rely upon a general knowledge 
of the market or upon estimates as to the various inter-relationships. Suit
able procedure must be set up to develop, regularly through the accounts, 
summarized figures of the kind shown, both as a guide in management and 
as a defense in case any part of the price structure is brought into question. 
Herein lies both the opportunity and the responsibility of the cost account
ant, because this procedure should be set up along sound lines and estab
lished on a supportable basis. Test calculations or speculative constructions 
will not be acceptable. In this respect, Hon. Robert E. Freer, Commis
sioner, Federal Trade Commission, said recently in an address on Account
ing Aspects of the Robinson-Patman Act: 

It is my personal hope and belief that" a by-product of the Robinson-Patman 
Act will be the development of a more adequate system of accounting for costs of 
distribution, capable of helping business men to be not only law-abiding, but also 
more efficient. The devices which have been used thus far to give the immediate 
knowledge of costs made desirable by the act have often proved to be inadequate.1 

Perhaps it is not inappropriate for me to say in this connection that 
it is my personal hope and belief that the cost accountants of America will 
meet the challenge and are equal to the opportunity. 

DEFINITIO N OF COST 

Anyone familiar with the numerous and perplexing attempts which 
were made to define cost during the days of the National Industrial Recov
ery Act will naturally shy away from like endeavor. Yet, it seems necessary 
for us to have some kind of definition in order to pursue out subject. It is 
interesting, by the way, that Adam Smith included profit as an element 
of cost: 

The commodity is then sold precisely for what it is worth, or for what it 
really costs the person who brings it to market j for, though in common language 
what is called the prime cost of any commodity does not comprehend the profit 
of the person who is to sell it again, yet if he sells it at a price which does not 
allow him the ordinary rate of profit in his neighborhood, he is evidently a 
loser by the trade 5 since, by employing his stock in some other way, he might 
have made that profit. His profit, besides, is his revenue, the proper fund of his 
subsistence. As, while he is preparing and bringing the goods to market, he 
advances to his workmen their wages, or their subsistence 5 so he advances to 
himself, in the same manner, his own subsistence, which is generally suitable to 

1 Address before Philadelphia Chapter, Pennsylvania Institute of Certified Public 
Accountants, March 24, 1938. 
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the profit which he may reasonably expect from the sale of his goods. Unless 
they yield him his profit, therefore, they do not repay him what they may very 
properly be said to have really cost him. 

One can fancy this quotation causing a pretty discussion upon the 
subject of what is cost, unless we read the word profit, as it is here used, 

• in the sense of salary. However, this is a digression. The coming and 
going of the National Industrial Recovery Act is sufficiently recent for us 
to recall the clauses which were put into codes undertaking to define costs. 
There is no point in dwelling upon these, but it may be pertinent, in the 
interest of clearing up some of the confusion which resulted, to remark that 
in most instances these cost protection clauses were not so much attempts 
to define costs as they were attempts to fix a price floor. They were mainly 
expedients for price control. As definitions of cost they were ridiculous 
in most cases. 

From the standpoint strictly of definition of costs, the formula pub
lished by the National Association of Cost Accountants in 19341 is prob
ably as good as any for the purpose. This formula need not here be quoted 
in full, but it is interesting, as having a bearing upon the relation between 
costs and prices, particularly upon the relation in which costs exceed prices, 
to quote the following paragraph therefrom: "The making of this rec
ommendation does not imply any opinion as to the practicability or the 
impracticability of this clause to accomplish: a, minimum selling prices, or 
b. cost protection." 

This reference is made in order to bring out the distinction between 
defining costs under a general formula, on the one hand, and on the other 
hand ascertaining and using them as means for limitation upon prices. The 
committee which framed the formula said, in effect: as cost accountants, 
we can and do define how costs should be computed, but we express no 
opinion as to the practicability of using costs as price control devices. 

The Federal Trade Commission, recognizing the difficulties of the 
situation, has adopted a sensible wording for use in drafting approved trade 
practice rules for industrial groups. This wording, in connection with the 
rule against selling below cost with the intent of injuring a competitor, 
says as to cost: "All elements recognized by good accounting practice as 
proper elements of such cost shall be included in determining cost under 
this rule." 

It will suffice, for our present purposes, if we shall regard cost to 
mean the cost of materials and direct labor plus an equitable share of all 
other manufacturing, selling, distribution and administrative costs. 

1N.A.C.A. Bulletin, Vol. XV, No. 12, February 15, 1934, Model Code Provision 
in re: Selling Below Cost. 
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COSTS AS THE BASIS OF PRICES 

If the possession of reliable costs were all that were needed to deter
mine price, there would be little to discuss except how much profit should 
be made. Unfortunately, however, cost and profit do not fix price, and 
the more one explores the subject the clearer becomes the fact that there 
is no standard, universal, and permanent relationship between costs and 
prices. The only general principle that can be set up is that in the end 
there, must be some margin in price over cost, on the whole, if capital is to 
remain unimpaired. 

Whose cost is to be used if cost is to be the foundation of price—that 
of the individual manufacturer or those of his competitors? Xhe obvious 
answer is that, free of other influences, the cost which will be the ultimate 
criterion of price is likely to be some competitor's cost, except in the case 
of the lowest-cost producer. This circumstance brings in many complica
tions. For instance, a competitor may have an extraordinarily low selling 
and administration cost, owing solely to the fact that a very substantial 
proportion of total output is sold to a single large-volume customer. 
Another competitor may have a variety of interests or a greater diversity 
of lines under single management. A third may have different equipment, 
enabling production at a lower cost. A fourth may have a plant bought 
up under reorganization at a fraction of the original investment. A fifth 
may be situated in an advantageous labor market, having a favorable cost-
of-living rate. And so on. All variations of this kind naturally affect cost, 
which makes it impracticable to lay down the general rule that individual 
cost shall determine competitive price. The truth is that price ultimately 
shall determine competitive cost. 

One sense in which it might be said that cost determines price is 
that the customer's replacement cost, undoubtedly, tends to fix the seller's 
price. By replacement cost, here, is meant the cost to the buyer to manu
facture. When the price available to the buyer reaches the point at which 
it would be profitable to him to manufacture, a natural limit is reached, 
other things being equal. This is not a theoretical problem, but a real one 
which has been accentuated under recent legislation. 

Cost is only one o£ a great many complex factors which together 
determine price. No one of them can be made to do so. It is their com
bination which brings about the result. 

A price is not a simple and single factor, like so many dollars for a 
certain thing. It is a compound and highly complex symptom. For 
example, take a product like a radio set. The price of a radio set is not 
simply a matter of figuring out what it costs, adding a profit and finding 
out what it should sell for. The price of a particular radio set is affected by 
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the prices of other radio sets with which it must be sold in competition. If 
the price is out of line, the radio set will not sell. People will buy other sets. 
Therefore, it is more nearly the case that the cost of the particular radio 
set is delimited by the price at which it can be sold. Then, there are many 
other features which enter into or affect price, which can not be expressed 
in money—features such as the reputation of the manufacturer and whether 
or not a guarantee accompanies the sale, the quality of the instrument and 
its performance, the readiness with which it can be serviced and repaired 
locally. Even the method by which it is sold enters into its price. Again, 
although not least important, the price at which this particular radio set 
will sell depends upon whether the ultimate buyer can afford it, or whether 
he needs the money for food and clothing or other necessities. 

Also, prices are dependent upon the prices of substitute commodities. 
The price of cotton goods has an effect on the price of rayor or silk products, 
to a degree which can not be reduced to formulas, especially when further 
complicated by the influence of current style popularity. 

Is it not plain that it is idle to talk about controlling this highly sensi
tive and complex thing we call price? It is merely a symptom of other and 
underlying causes. T o attempt to control the symptom would be analogous 
to trying to cure a headache by removing the head. Or, to put this more 
nearly, price is a safety valve. If the safety valve on a boiler goes off it 
means there is too much heat. Trying to hold the safety valve may 
become uncomfortable for the holder when the boiler explodes. 

Al these conditions and considerations lead to the conclusion that it 
is not possible to link costs and prices in any stipulated relationship, not 
even to state that cost shall be within price (excepting, if you please, demon
strably deliberate and predatory price cutting). 

T  o SELL OR NO T TO SELL BELOW COST 

Development of means to prevent selling below cost has been the 
subject of so much discussion that it can not be overlooked in any consid
eration of the relation between costs and prices. No fair-minded person 
would quarrel with the principle implied, so long as it represents a stand
ard towards which to aim, and not a law under which to operate without 
latitude. Again barring predatory price cutting, there are so many occur
rences in the usual course of business for which exceptions must be provided 
that the exceptions would be preponderant. Beyond the necessary per
mission to meet competitive prices, it is obvious that at other times a selling 
price can not always cover costs. 

For instance, the manufacture of second grade products is unavoidable 
in many industries. Such products have to be sold at a lower price, which 
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may not cover their cost. Obsolete merchandise may have to be sold at 
a sacrifice. New products may have to be introduced at a price which is 
below the actual first cost. Many causes may bring about the condition 
that goods can not be sold at prices that will return their cost, and, clearly, 
it can not be contended in such cases that the goods must remain unsold. 

The substance of the matter is that an attempt to prohibit universally 
by law sales by manufacturers below their own cost, except in outstanding 
cases when the surrounding circumstances indicate injury to competition, 
etc., would entail tremendous difficulties of interpretation, administration, 
and enforcement. It is not an easy matter to establish cost for such a 
purpose. The cost of a specific transaction involving a particular lot of a 
certain manufactured product can not be computed with precision, because 
too many elements of cost remain fixed and do not vary with volume. 
Even assuming a reasonable presumption as to volume, there would remain 
debatable questions about the allocation of indirect costs as between differ
ent products or different ventures. Absolute identity does not always exist 
between similar products for the same uses made by different manufac
turers, yet such products may be competitive, selling in the same markets. 

Furthermore, as has been mentioned, uniformity of conditions among 
manufacturers does not exist with respect to plant investment, processes, 
distribution methods, scope and size, so that any project to fix prices accord
ing to costs would fall under the weight of interminable problems of inter
pretation. Administration, which of necessity must follow the course of 
complaint, investigation, argument and decision, would be so slow and 
cumbersome as to be futile as the means of prevention. The delay would 
benefit violators at the expense of those who conform, which would ulti
mately lead to nullification. 

Entirely aside from these difficulties of interpretation, administration, 
and enforcement, the principle proposing to tie prices to costs is unsound. 
Price is a readjustment factor in a free economy, the operation of which 
is wholly incompatible with any scheme for pegging prices. 

The problems of price stabilization call for the exercise of more edu
cational and less policing effort, for better methods of cost accounting, bet
ter presentation of reliable data as to the relationships which exist between 
costs and prices in various markets, and for a better understanding of the 
probable outcome of bad pricing policies, all of which would promote intel
ligent competition and would accomplish more than rigid prohibitions. 
Frequently, price competition is impulsive, not a considered policy based 
upon knowledge of the true relations between volume, price and cost. 
When these relations are properly brought out by adequate cost accounting 
methods, it is reasonable to expect that business men will follow the least 
unprofitable course, if there is a choice. 
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VOLUM E AS A FACTOR IN COST 

An example will be helpful to illustrate at once the type of data 
required to bring out the relationship between costs and selling prices, and 
the difficulties of the problem of setting prices arising from the uncontrol
lable variable, volume. Typical data are shown in Plate 2. The figures 
are all hypothetical. Those given in the first column at the left-hand rep
resent basic data upon a line of products respecting costs and profits which, 
for simplicity, we shall assume, are the same for two competing manufac
turers, Companies "A" and " B "  . These basic data will serve for the 
purpose of reasoning out price policies and of expressing what may result 
from these policies. 

Let us assume that the management of Company "A," after careful 
study of the situation, concludes that there is a wider potential market for 
all manufacturers of these products, which market could be tapped if prices 
can be brought down to a sufficiently attractive level. Careful calcula
tions are made as to the probable outcome of such a policy and as to the 
extent of price reduction, which is feasible and sound—that is to say, that 
does not lead to sacrifice of profits. The figures shown in the next col
umn on Plate 2, to the right of the legend, represent the expected results 
of the policy under consideration by the management of Company "A." 
It is reasoned (1) that an increase in volume of 25 per cent is attainable. 
Under this increase, the fixed cost (2) would not change, but the variable 
cost (3) would rise correspondingly to the rise in volume. This would 
bring the total cost (4) to the level of 105. In order to obtain the normal 
desired rate of profit, which is 10 per cent, the level of sales must be (5) 
116. (That calculation is made by dividing 105 by 90.) The resulting 
profit (6) would be 11. 

Th e level of price which would obtain in these proportions can then 
be computed. It is axiomatic that the level of sales is determined by the 
level of volume times the level of price. Accordingly, if we divide 116 (5) 
by 125 (1)  , the necessary price level (7) 93 is derived. 

These figures show that, with a price reduction of 7 per cent, if an 
increase in volume of 25 per cent in induced, a normal rate of profit will 
be realized. 

Expected results do not always materialize just as they were planned. 
Let us assume in this example that the expected increase in volume was 
not obtained. The figures in the column headed "Result I " indicate what 
then happens, which is that the entire concession of 7 per cent made in 
price obviously would have to come out of profits. 

Let us now assume, further, that the management of Company 
" B  " does not pursue a similar method of reasoning out a pricing policy 
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and does not make any such careful calculations as were made by the man
agement of Company "A." Let us say that the decision of the manage
ment of Company " B  " is simply to slash prices severely in the hope of 
enlisting volume, no matter whence it comes. The consequences assumed 
to result are shown in the column "Result I I . " The decision is to cut 
prices ( i  ) to the level of 89. This step succeeds in an increase in volume 
(2) to the level of 112 and the outcome, following the same method of 
calculation as has been explained, is a small profit of (7) 3. 

The increase in volume of 12 per cent obtained by Company  a B ,  " 
however, has been taken away from Company "A" (1 )  . The result is 
that, under a steadfastly maintained price policy at 93 level (2)  , Company 
"A " loses money (7 )  . Here we have the anomalous situation, under 
these assumptions, that Company "B,  " chargeable with ill-considered price 
cutting, makes money, whereas Company "A, " whose price policy was 
most carefully planned, is chargeable with selling below cost! 

Carrying our analysis a step further, what actually happens under 
competitive conditions is somewhat different. This is expressed in the col
umn headed "Result I I I .  " Company " B  " having cut prices, Company 
"A " is forced to meet them (1)  . In consequence, both obtain about the 
same share of business they had formerly (2)  , neither enjoying any increase 
in volume, and in further consequence, both companies lose money (7) 
because of the disproportionate price reduction; a situation which we shall 
assume, in order to have a moral to our fable, could have been prevented 
by a more intelligent competition on the part of Company "B.  " 

CONCLUSION 

The object of this discussion is to bring out the complexity of the 
inter-relationships between costs and prices, the futility of laying down any 
general formula for their fixation, and the necessity for the use of cost 
accounting in aid of good management. Th e latter merits emphasis. A 
conclusion that prices can not be based on costs alone by no means implies 
that a knowledge of costs is of little use. The examples which have been 
cited are designed to illustrate that the contrary is rather the case and that 
data of the kind are increasingly needed. 

General regulation of the relation between costs and prices of manu
facturing enterprises is impracticable without a degree of regimentation 
which, at the present stage of our civilization, seems equally impracticable. 
If drawing one probability from two improbabilities is not too much of a 
strain upon logic, it points the way toward less restriction and more 
education. 

The distinction should be reiterated between the cost protection doc
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trine and the provisions of the Robinson-Patman amendment. This Act 
does not purport to tie prices to costs; it requires that price differentials 
shall be commensurate with cost differentials, which is an entirely different 
proposition. We have still to gain much experience as to the operation of 
these provisions, but it is clear, now, that cost accounting will be an impor
tant influence in the shaping of that experience. 

PLATE I 
RELATIONSHIP OF COSTS AND SELLING PRICES 

L—PRICE STRUCTURE 

CUSTOMER CLASS 
TOTAL 

A B c D 

Sales 90 86 83 11 76 1 
Cost 87 78 77 73 71 8 
Profit 3 8 6 4 
Volume " 1 2 6 
Total Profit 3 4 12 24 43 
Rate of Profit 3-3% 9-3% 7.2% 5.2% 5.7% 

IL—DIFFERENTIALS 

A B c D BASED ON 

Price 0 — 4 ACost 0 — 9 —10 

Price 0 — 3* BCost 0 — 1 
Price 0 CCost 0 = f! 

* Price differential more than cost differential. 
A—Small retailers C—Large retailers 
B—Specialty shops D—Chains 
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CHAIRMAN MARSH: Thank you, Mr. Camman. 
The next address this morning concerns published financial statements 

with particular reference as to whether they would be improved by more uni
form application of the accounting rules and standards. The subject of published 
statements has had considerable thought and publicity in recent years. Some 
years ago, as you know, the New York Stock Exchange started considerable dis
cussion on published statements. That discussion has been continued to a great 
degree by the Securities and Exchange Commission, commonly known as the 
S.E.C., and it is an extremely important subject at this particular time. On the 
other hand, the subject isn't new. I suppose that most of you, and possibly all 
of you, have seen the annual report published by the United States Steel Cor
poration. When that report was first published, about the time the corpora
tion was organized, around 1902, it was a considerable surprise that Judge 
Gary should insist upon publishing so much information. I feel very confident 
that at that particular time few, and probably no, steel corporations had ever 
divulged to the stockholders the information that Judge Gary insisted be 
published. 

We are fortunate in having an outstanding speaker on this subject. Last 
fall, in connection with the Fiftieth Anniversary of the American Institute of 
Accountants, held in New York, a contest was held. Members were requested to 
submit essays on the subject: "To What Extent Can the Practice of Accounting 
be Reduced to Rules and Standards?" Our speaker this morning, I am pleased 
to say, received honorable mention for the essay that he submitted in that contest. 
I do not mention that particularly to imply that that makes him better qualified 
for the address this morning, but I do mention it for the reason that I think it 
would be interesting for all of you to read his paper, as it appears in the March 
issue of the Journal of Accountancy. 

Our speaker, Mr. Howard C. Greer, is a certified public accountant of 
Illinois and Ohio. For a number of years he was the head of the Accounting 
Department of this University. He is now a member of the faculty of the Uni
versity of Chicago and is in charge of accounting research of the Institute of 
American Meat Packers. He is, likewise, the author of many articles and books 
on accounting subjects. I might mention, however, that Mr. Greer's comments 
this morning are his personal ideas and are not to be considered particularly ideas 
in connection with his official positions. 

I take a great deal of pleasure in presenting to you Mr. Howard C. Greer, 
who will talk to you on the subject "Would Published Financial Statements be 
Improved by More Uniform Application of Accounting Rules and Standards?" 
Mr. Greer. 



WOULD PUBLISHED FINANCIAL STATEMENTS 
BE IMPROVED BY MORE UNIFORM APPLICATION OF 

ACCOUNTING RULES AND STANDARDS? 

By HOWARD C. GREER , C.P.A. 
Institute of American Meat Packers, Chicago 

Accounting principles have been under active discussion in recent 
months. All of you, no doubt, have read some of the material on this 
subject which has been appearing in the accounting publications. If you 
have followed that discussion, you probably have noticed that accountants 
cannot agree, even as to what a principle is. 

The Executive Committee of the American Accounting Association, 
of which I was a member at one time, issued a little pamphlet several years 
ago, under the title, "A Tentative Statement of Accounting Principles." 
It received a good deal of criticism, principally to the effect that the Com
mittee did not know a principle when it saw one. With due deference to 
the critics, I submit that this really is not the essential question. 

What the Committee had in mind, I believe, is that published financial 
statements might be improved by more uniform application of certain rules 
or standards or principles or conventions, or whatever anyone wants to call 
them. This is a debatable question, and for that reason, perhaps, I have 
been invited to discuss it with you this morning. 

Possibly some of you have read the paper which I presented last fall 
at an accounting conference at the University of Michigan on the subject, 
"What Are Accepted Accounting Principles?" The remarks I made at that 
time led several members of the accounting profession to write to me in 
disagreement and protest. The ideas expressed in some of these letters are 
interesting and significant, and it occurred to me that this audience might be 
interested in them and in what I have been able to develop by way of reply 
and further investigation of the problem. 

What I am taking particularly for my text here this morning is a 
comment appearing in one letter I received, which I should like to read to 
you. This is from the senior partner of one of the large accounting firms-
He wrote to me after this conference at Michigan and said (among other 
things): 

It seems so clear to me that there can be no fundamental and inexorable 
principle for determining what amount is to be credited in the income account 
of a single year in respect to profits which are admittedly the result of operations 
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and transactions extending over a period of several years that I am at a loss to 
understand why the search for such principles continues. 

I responded that I thought the profession had perhaps been a little 
less aggressive than it might have been in bringing before business men the 
necessity for a more nearly uniform approach to the problem of presenting 
intelligible financial statements. He replied to my letter with this further 
comment: 

I regard the proposition that greater uniformity than the standard roughly 
outlined in Mr. George May's lectures at Harvard University necessarily implies 
improvement as an unproved hypothesis. I think inadequate consideration has 
been given to these questions: What advantages would result from a more nearly 
complete uniformity? Who would benefit? What disadvantages would result? 
Who would suffer? A consideration of these questions might result in a case for 
greater uniformity, but that is, by no means, I think, a foregone conclusion. 

I find that advocates of greater uniformity ignore practically all of these 
considerations I have mentioned and simplify their problem by assuming that 
uniformity is desirable and the only problem is how best to attain it. 

That is a challenging statement, and worthy of serious discussion. 
Many of us have assumed that greater uniformity in accounting statements 
would be desirable. Perhaps, we have been assuming too much. I can 
hardly claim to be a neutral, but it may serve some useful purpose if I 
endeavor to bring out some of the arguments on both sides of the question. 

It is rather typical of the American spirit, particularly as reflected in 
the views of an audience like this, to feel that anything that cramps or 
restricts the activities of a professional group is undesirable. Many of you 
doubtless feel that what we need is free play for the absolutely unhampered 
judgment and conscience of the individuals who make up the group. This 
conviction is so strong in some accountants that they believe no one can 
have a different view unless he is actuated by personal or selfish motives. 
One commentator even suggested that the reason why people connected 
with the teaching profession were interested in greater uniformity in finan
cial statements was because that would make accounting easier to teach. 
If such a notion as that prevails it is surely our duty to correct it. 

What are the arguments for greater uniformity in the presentation 
of financial statements? Perhaps, we should consider, first, whether some 
advance along this line is theoretically desirable, and second, whether it is 
practically necessary and important. The question might be decided as 
an academic proposition, but that is hardly worthwhile unless we look 
into the field of accounting practice to see what is actually happening at the 
present time and to determine whether the problem is significant enough 
to justify the attention that we have been giving it. 

Is it theoretically desirable that there be greater uniformity in the 



 135 UNIFORMITY IN FINANCIAL STATEMENTS

presentation of financial statements? It seems to me that arguments for 
uniformity must be based on one of two grounds. It might be argued, for 
example, that there should be uniformity if there is some one best way of 
doing things, some way which is so superior to all other possible methods 
that it should be universally adopted. I doubt whether there is any single 
best way of presenting financial statements which is so much superior to 
all other ways that we can argue that it must be adopted. There are 
exceptions as to individual elements of the statements—points on which 
opinion has crystallized to such an extent that there is little excuse for 
divergences. For example, it is the commonly accepted practice through
out the accounting profession to state a depreciation reserve as a deduction 
from the assets against which it has been set up. Once in a while, you see 
a financial statement in which the depreciation reserve is set up in some 
other form, but I believe it could be agreed on that a uniform procedure 
is most desirable. 

There are other illustrations of the same sort of thing. For example, 
it is now quite generally accepted that adequate detail in financial statements 
is desirable. Th e accounting profession has gone a tremendous distance in 
imposing on itself and on its clients the responsibility for full disclosure of 
all the important facts in accounting statements. The situation now, as 
compared to what it was twenty years ago, represents, in my opinion, a 
tremendous advance. 

Significantly enough, some of the greatest improvements in the matter 
of adequate disclosure and detail have occurred in the statements of those 
corporations which are not subject to any regulatory authority. These 
corporations, from their own knowledge of good practice, with the con
stant urging and cooperation of the independent and conscientious public 
accounting practitioner, have developed adequate detail in their statements 
in a manner that would have been undreamed of twenty years ago. Later, 
I want to quote one or two illustrations of the opposite tendency in places 
where you might perhaps least expect it. 

Now, as to the question of practical necessity. If there is no one best 
way of presenting all published financial statements, is there any other 
consideration which argues for uniformity? 

I think the other possible argument for uniformity is that there may 
be a broad, common interest in the subject matter of these statements which 
is so important and so impressive that we must yield a degree of our inde
pendence and our personal preferences in order to see that it is adequately 
taken care of. It is important that we maintain the right perspective on 
this problem, and it is to this subject that I should particularly like to 
address my remarks. The nature of the case is brought out somewhat fur
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ther by this exchange of correspondence which I mentioned, and, in order 
to bring out the contrasting points of view on the subject, I shall read a 
quotation from a letter which I received and from my reply to that letter. 

Here is what a prominent practitioner says, in part, about whether 
financial statements would be improved by greater uniformity: 

My own approach to the question is that, subj ect to any demonstrated public 
interest and the rights of creditors, the interest of the stockholders should control 
in determining the basis of accounting. Undoubtedly, when corporations seek a 
public market for their stock, they assume an obligation to potential investors 
in the stock that must be respected. 

I can quite see that a stock exchange, or the Securities Commission, might 
feel warranted in making listing or registration conditional on the acceptance of 
certain rules which it might deem to be in the interests of traders in the stock, 
even if those rules were not in the best interests of the stockholders who were 
not traders. However, large as is the proportion of business done by listed com
panies, I do not think the interests of speculators therein should be allowed to 
dominate the accounting of all corporations, whether listed or not. After all, 
there are, I think, only between two and three thousand companies whose secur
ities are listed on any exchange. By far, the greater part of the stock of even 
these companies is held by investors to whom fluctuations in market value are 
not of major importance. 

In general, I think we should encourage people to look for profit from 
enterprise rather than from speculation. In my mind, the great defect of our 
Securities and Exchange law is the emphasis placed, both in the law and in the 
administration, on the interests of the in and outer. 

Now , there is the point of view of a practicing public accountant who 
has had wide experience, and for whose opinion I have the greatest respect. 
But it is so far removed from the point of view which has been actuating 
some of us who have been interested in this subject that it seemed to me 
to call for a fairly extended reply. T  o bring out this contrasting point 
of view, I replied to this letter as follows: 

Probably, we lay a somewhat differing stress on what you term the public 
interest in financial statements. It seems to be quite generally accepted today 
that in a complex industrial and commercial society such as ours the progress 
and position of our great corporations is a matter of public concern. The profits 
of business enterprises, the volume of business done by them, the way in which 
they invest their capital and distribute their income, all have an important bearing 
on public welfare generally. As long as it remains impossible to define profits, 
or to say with finality what shall constitute a proper measure of contributed 
capital as distinguished from undistributed profits, the facts of the situation are 
left in a fog of uncertainty which contributes nothing to a satisfactory solution 
of problems of taxation, wages, investment, social security, employment, etc. 

This may seem to you to be carrying the argument very far afield.
note that you distinguish even between the legitimate interests of various types 
of stockholders, and imply that information helpful to one might be harmful 
to another. Personally, I doubt whether the preference of the management and 
some controlling group of stockholders can be depended upon as the best guide 

 I 
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as to how the profits or the capital of an organization should be stated, even in 
the interests of the "permanent stockholders," but that is not the entire point. 

I believe that the public is coming to regard business enterprise essentially 
as a medium for serving public needs in matters of employment, capital invest
ment, and the production of goods and services, and that business generally must 
accept a measure of public responsibility which it was never thought to have in 
past years. I am not discussing the rightness or wrongness of the public point 
of view, but merely its existence. Perhaps, this applies only to the larger enter
prises, and perhaps my insistence on uniform application of accounting principles 
to corporate reports could be similarly limited. Perhaps, we could distinguish in 
some way as between those companies "affected with a public interest" and those 
of such limited scope that their affairs are of no public concern. 

It has been my view that the legitimate needs and interests of the public 
at large can be satisfied by business itself, if business men will assume voluntarily 
the obligations which a large proportion of the public feels that they should 
assume. Among these—perhaps somewhat incidental—may be included the 
obligation of adequate disclosure of the nature and results of their operations, 
expressed in financial terms. Business has an instrument ready to its hand in the 
fine group of independent practitioners of accounting, who may be relied upon 
to present a fair and impartial view of these matters. I should like to see this 
instrument so used. I should like to see the public accounting profession work 
towards a situation in which (as I have said before) their findings may be in 
accord with some single set of principles which is sufficiently uniform and definite 
so that the statements based on them may have a commonly accepted meaning 
and significance to all persons interested. 

Now, that may seem to you a very extreme point of view. It doubt
less goes beyond the point of view which most business men, most account
ants, at present are ready to take. 

I may be entirely mistaken in my notion of the trend of public think
ing in this important field. It may be that we shall see, in the course of a 
few years, a swing of the pendulum away from the present attitude of 
making everything the public's business, and that we shall go back again 
to the conditions which prevailed ten or fifteen or twenty years ago, when 
business affairs were considered the problem of the business man himself, 
and not the concern of anyone else. I doubt it, although that is merely a 
personal point of view and certainly not shared by everyone. 

My feeling is that we are moving very definitely in a direction which 
all of us should be able to recognize, and that our most important task, as 
accountants and business men, is to adjust ourselves to the current of public 
thinking, and the direction of its flow, so that we may be able to keep 
afloat on that stream, if I may continue the metaphor, and not be dashed 
on the rocks of regimentation as a result of our unwillingness to face 
the facts. 

Here is what my correspondent said, in part, in reply to my letter: 

You say you regard the progress and position of our great corporations as 
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a matter of public concern. It seems to me that the number of what can be 
called "our great corporations" which are not already subject to accounting reg
ulation is a trivial fraction of the total number of corporations with whose 
accounts accountants have to deal. More important, however, I do not think that 
a superficial uniformity adds to the real knowledge of the public of the affairs 
of such corporations. If anyone is under the delusion that the accounts of all the 
railroads are fairly comparable he will inevitably reach unsound conclusions on 
such a premise. 

And then again, a little later, he said: 
I should like to make it clear that I do not regard present corporate finan

cial statements as perfect, nor do I deny that there are still certain points in 
accounting on which general agreement might well be reached. I do not, how
ever, think that the need for careful analysis by the average person would be 
obviated if uniform accounting methods were set up—indeed, I think the prob
ability is quite otherwise. To my mind, there is, in our country, too much faith 
placed in rules as laying out a royal road to the desired goal, and too general a 
belief, born of the wish, that the complexities of life and business can be made 
simple by such rules. 

You will note my correspondent's view that uniformity does not in 
itself produce simplicity or understandability, and that there are many cor
porations examined by accountants which involve no public interest. Appar
ently, he feels that these facts justify a position on the part of public 
accountants that they should not be too insistent on greater uniformity in 
the presentation of financial statements. 

I was particularly interested in his reference to those classes of cor
porations which have been brought under some public regulation, and 
which have had uniformity thrust upon them from the outside. He men
tions the railroad companies. Most of us, perhaps, do not pay a great deal 
of attention to the details of the financial statements of the railroads. Many 
of them are not audited by public accountants. We rely on statistics that 
are put out by the Interstate Commerce Commission or by the American 
Association of Railroads or something of that sort. 

Th e accountant who wrote to me says that the accounts of the rail
roads are not comparable. It is noteworthy, however, that one thing about 
which there is almost no argument at the present time in discussions of the 
railroad situation is what the profits of the concerns actually are. They 
are stated regularly in the public prints, and there is no effective challenge 
of the correctness of the figures. At least, this regulation of their accounts 
has produced a set of figures on which everyone can reasonably well agree, 
and discussions as to what ought to be done about the railroads can start 
from that point. 

Another group of enterprises in the same category are the public 
utilities, and pretty much the same sort of thing applies there. It does not 
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apply so well, however, in the case of two other important groups of enter
prises which are in the same category; namely, the banks and the insurance 
companies. 

The situation, with regard to the banks, is particularly interesting. 
The banks have been subject, in the last few years, to a greatly increased 
amount of regulation and supervision. One of the things that regulation 
certainly has not done, up to the present time, is to improve the published 
financial statements of banking institutions. What has occurred in their 
case is likely to occur in other cases. The regulatory authorities, with the 
entire banking system under their supervision, apparently have concluded 
that the right thing to do, in the interests of the public and everyone else 
concerned, is to supervise closely the operations of the banks, but without 
giving any great amount of attention to publishing adequate information 
on their results. In any such situation, when the regulatory authorities 
take full charge of affairs, they are likely to feel that their own judgment 
of the conditions is superior to that of the public at large, and that, there
fore, it is not necessary for the public at large to have all the information 
it might want about the operations of the organizations under their 
control. 

It would be unfortunate, in my opinion, if commercial and industrial 
enterprises of this country were placed in the hands of a supervisory or 
regulatory authority which would become so certain of its own ability to 
manage the affairs of those enterprises properly that it would feel it could 
dispense with adequate public information on the results of operations.
believe that one of our greatest safeguards in the preservation of a demo
cratic form of government and the continuance of a capitalistic system is 
a full and complete understanding on the part of the public at large as to 
what is actually going on, and for my part I do not want to have the facts 
strained through a sieve provided by any kind of a constituted regulatory 
authority. 

The people who should audit and report on the affairs of corporations 
are the independent practicing public accountants of this country. There 
is no finer, abler, or more competent group of people, and if business is 
going to continue to do what it should do, and to satisfy the needs of this 
country, that is the kind of auditing and reporting on affairs of business 
that we need and want. My hope is that it will be possible for that group of 
men to work out over the period of the next ten, twenty, fifty years, if 
you please, the type of reporting and analytical procedure which will fully 
satisfy any public demands that may be made on them. 

Now, does this all seem to you like something of a tempest in a 
teapot? In other words, am I making too much of the public interest in 

 I 
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this matter? Let me remind you of some of the statements that have been 
made from high places in recent months, which convey definitely this point 
of view. If they accurately reflect public opinion, they leave us no option 
except to assume that business affairs are going to be a matter of continuing 
public concern. 

All of you have heard it stated frequently that monopolies and com
binations in restraint of trade maintain artificially high prices and earn 
unreasonably large profits. How is a question of that kind to be answered 
except by a clear, complete, adequate statement of what is earned by cor
porations in this country? You heard it stated from a very high source 
about a year ago that the price of copper had gone too high and that it 
ought to come down. You have heard it stated, from time to time, that 
the price of coal was too low and that something ought to be done to raise 
it. You have heard it stated that the price of steel was advanced last year 
by an amount that was unreasonable in the light of the wage advances that 
had been made in the steel industry. You heard it stated, less than a week 
ago, that the margins of bakers are now unreasonably high—that prices have 
advanced more than the costs and that the spread between the prices of 
the raw materials and the finished products is greater than for many 
years, etc. 

If we are to meet that sort of thing constantly and repeatedly, it seems 
to me that we must arm ourselves with information on corporation profits 
which is complete, adequate, well understood, generally accepted, and 
incontrovertible, so that we may be able to deal with claims of that kind 
when they are made. 

Many people in government circles and elsewhere do not have con
fidence in the authoritative character of published financial statements, even 
though they are audited and certified to by public accountants. I should 
like to read, as illustrating that point, a brief quotation from a little publi
cation called The Agricultural Situation, a monthly leaflet of sixteen or 
twenty pages published by the United States Department of Agriculture. 
The quotation is from an article in the April, 1938, issue, under the head
ing, "Earnings of Food and Tobacco Corporation," which contained a 
summary of the rate of return on investment in a number of companies 
in each of the several food fields, including the tobacco companies. 

Here is a part of the comment which accompanied that tabulation: 

As the term is used here, earnings represent the amount of money available 
for stock dividends, interest on borrowed capital, and federal income taxes. They 
do not include the item of salaries to officers, which are usually reported by 
corporations as part of their operating expenses. It should also be pointed out 
that because of differences in accounting practice, as well as in the methods used 
by the corporations in evaluating their assets, the earnings data given here can 
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not be used to indicate that profits in any given food industry are either reason
able or unreasonable as of a given time. 

I  n other words, this writer says that if you wan t to know what has 
been going on in these industries you can not safely rely on their own 
published financial statements, even though they may have been audited 
by certified public accountants. 

On e more paragraph from this article: 

The profitability of a corporate enterprise is measured by its rate of return 
on invested capital. It is not possible to ascertain from the financial statements 
of most corporations exactly what this investment is. The closest approximation 
that can be made from the regularly published corporate statements is total 
capitalization, as represented by the sum of the outstanding stocky surplus, surplus 
reserves, and long term debt, but in using this measure, it should be kept in mind 
that the capitalization of a corporation will be affected by the book value which 
it puts upon its assets from time to time. 

There, if you please, is a layman's point of view on the nature and 
content of published financial statements. Despite the obvious misconcep
tions which it embodies, it is a point of view not to be disregarded, because 
it gives rise constantly to demands for greater regulation, for greater 
supervision, for more rigid application of accounting rules and standards in 
the operation of those enterprises. It is important, I submit, in considering 
whether great uniformity in published financial statements is important 
as .a concession to an important and growing public demand. 

But are the actual differences in published financial statements, as 
they now appear, significant enough to warrant our working seriously at 
this problem of trying to eliminate them—of developing a more satisfactory 
common denominator of presentation and disclosure and interpretation? 
Ever since this discussion of accounting principles and their application 
became most active, I have been urging that studies of actual published 
financial statements be made, to determine whether large and important 
differences in the treatment of identical items did actually occur in cor
poration statements. I believe this represents a very fruitful source of 
inquiry and will have an important bearing on this point. 

One of the first of such studies appears in the talk given by Professor 
Hosmer of Harvard University, before the American Accounting Asso
ciation Convention at Atlantic City last December. It is published in the 
March issue of the Accounting Review. In that paper, which is very ably 
developed, Professor Hosmer has analyzed a number of published financial 
statements of large corporations. He devotes particular attention to the 
affairs of the United States Steel Corporation, one of the largest in the 
country, of course, and one on which very complete information has been 
published for a great many years. 
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The Steel Corporation, two or three years ago, set up out of surplus 
a special reserve, amounting to some $270,000,000, to provide for obso
lescence and depreciation of its fixed properties which had not been recog
nized in the accounts in prior years. Professor Hosmer points out that if 
this additional obsolescence had been treated as a charge against earnings 
over a period of years it would have reduced them by a very substantial 
sum. But, he says, and no doubt with a great deal of validity, that it prob
ably was impossible during those earlier years to anticipate the full extent 
of that obsolescence, and, therefore, the corporation and its accountants 
are in no way to be criticized for not having made adequate allowance for 
these factors at the time. 

I concur in this opinion, but not in some of the conclusions which 
the author draws with regard to the final disposition of this $270,000,000 
charge. Here is part of his comment: 

The amount of $270,000,000 (previously explained) might have been 
included in the income statement for 1935 in a section following the operating 
section, and listed therein as a charge "applicable to, but not recognized in, prior 
years." Such inclusion would have resulted in showing an enormous net loss 
for the year, amounting to $30.89 per share of common stock outstanding. If 
this figure had been accepted by the community as figures of income and loss 
are usually accepted, it would have had an unfortunate effect on public confi
dence when the country was recovering from a severe depression. 

That seems to me a remarkable point of view towards the considera
tions which should actuate accountants in the preparation of published 
financial statements. I must admit that it is one entirely new to me, but I 
leave it to you without further comment, as a statement of one possible 
point of view on this subject. 

Professor Hosmer goes on a little further in the article to say: 

A second method under the principles suggested would have been to recast 
the income statements for the years affected, and include them in the annual 
report for 1935. The number of years for which the income statements would 
be revised would depend on the years over which the extra obsolescence was 
assumed to have occurred. It was, at least, ten, and it may have been thirty years. 

The effects of the income statements of this corporation during preceding 
years had already been woven into the fabric of our economic life. Merely 
recasting these statements in 1935 would not have altered those effects and 
would not have made possible any changes in managerial decisions made in the 
past on the basis of income actually reported. It is difficult to see how either of 
these methods has any advantage over the policy followed by the Steel Corpora
tion (which was, as I have stated, to charge the $270,000,000 directly to surplus). 

The author concludes: 

In terms of the effects on stockholders and the general public, in view of 
the conditions in 1935, a charge through income would have accomplished noth
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ing constructive and would have been positively harmful. The action taken was 
at that time the soundest alternative available. 

In general, the author's view is that the disposition of an exceptional 
or unusual charge of this kind is a matter of accounting policy, a matter of 
discretion with the corporation, and that so long as the discretion is hon
estly and soundly exercised, no rigid formula for disposing of this type of 
charge should be prescribed. 

Now, that is a point of view. No doubt, it is very widely shared. 
Perhaps, the majority of you here today feel exactly as Professor Hosmer 
feels about it. 

I do not. That is a personal point of view, also. I have a very strong 
conviction that a definite rule on the subject would be much more whole
some, and would be much more likely to produce intelligible financial 
statements over a period of years. If the directors of corporations were 
constantly aware that the values assigned to any assets on their books 
sooner or later would have to be amortized by charges to the income ac
count, as the usefulness of the assets was lost, it would lead, inevitably, to a 
sounder and more conservative treatment of such assets from year to year, 
and eventually to more consistent presentation of financial affairs. It is 
a debatable point, but one that is worthy of very serious consideration. 

Any extensive study of corporation financial statements will disclose 
the fact that there are widely divergent and unnecessary differences in 
practices in treating identical items. It is to these divergences and differ
ences that I believe the public accounting profession in this country may 
well direct its attention in future years. A good deal already has been 
done. The work of the American Institute of Accountants, in collabora
tion with the New York Stock Exchange, has been very constructive. I 
hope it will continue, because there is a good deal still to be done along 
that line. 

In the talk which I gave at Ann Arbor last fall, I commented briefly 
on the fact that if the so-called "generally accepted accounting principles" 
are so loose in their application as to permit all of the things which have 
been done in financial statements presented over the certification of inde
pendent practicing public accountants, then they lead to no very accurate 
measure of the profits of corporations. And I stated that a group of cor
porations which I had been examining over a period of years has issued 
financial statements from which total profits may be computed at sums 
varying in the aggregate by over $100,000,000. The variance in the total 
would not be the result of differences in the measurement of the amounts 
involved, but of differences in the classification of items which accountants 
apparently consider debatable. 
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That was rather shocking to one of my friends in the profession, who 
wrote me a letter and said, "  I find it hard to understand how there could 
be so1 great a variation as you mention. I think you would do a service if 
you would present a detailed analysis of those statements, and call attention 
to the points on which these differences occur." 

Adopting this suggestion, T have taken the published financial state
ments of 18 corporations, over a period of nine years, and have analyzed 
all of the charges and credits to the surplus accounts, and all of the cor
responding items which appeared on some occasions in the profit and loss 
statements. I have set up the profits of those corporations, first as they 
were stated by the companies and approved by their accountants, then as 
they would have been on each of two different bases—one, the most con
servative possible treatment of all the doubtful items, uniformly applied; 
the other, the most liberal possible treatment of all the doubtful items, 
uniformly applied. 

Th e results are shown in the tabulation which is in your hands. You 
will observe that the most restrictive treatment would have resulted in an 
aggregate profit for those corporations over this period of years amounting 
to $98,000,000; the most liberal treatment would have resulted in an 
aggregate stated profit of $218,000,000. In other words, the profit of 
these corporations, under the uniform application of the procedure followed 
by some companies, at sometimes, produces alternative profit showings 
which differ in a ratio of more than two to one. 

Th e tabulation summarizes the items making up the aggregate po
tential difference in results. Certain things are omitted altogether from 
this summary. The list includes no differences related solely to the amount 
of a charge or credit—such as, for example, differences of opinion as to 
value that should be placed on an inventory, or the amount that should be 
written off for depreciation. The items listed are those having to do with 
the disposition of the charges and the credits, after the the amounts have 
been determined. There are no items as to which all the companies (and 
their accountants) were of one opinion throughout the period; the list 
includes only items as to which the treatment differed at some time. Also, 
the list omits items which had to do with the adjustment of interests in 
subsidiaries—revaluation of the stock of subsidiaries, etc. Thus, the sum
mary includes only questions arising in the affairs of an individual cor
poration. 

Th e profits, as shown by the published statements, aggregate $185,-
227,000. That sum appears at the top of both columns of the table. The 
column on the left is adjustment to a maximum profit showing, and the 
one on the right, to a minimum profit showing. Like items appear in the 
two columns. 
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The first sections contain, on the one hand, profit and loss debits 
which could have been made to surplus, and, on the other hand, surplus 
debits which could have been made to profit and loss—could have been 
made, that is, if all of the accountants had followed in all cases the practice 
which some of the accountants thought was all right in some cases. 

Group I  : Extraordinary depreciation and losses on the sale or retire
ment of capital assets—a very common item. There were six identifiable 
instances in which such charges were made directly to profit and loss. 
Doubtless, there were many more not separately mentioned in the pub
lished reports, but there were six that could be identified. They totaled 
$722,000. At the same time, there were 13 similar items charged to sur
plus. These aggregated $57,281,000. In other words, there were 19 
instances of such importance that the auditors thought they ought to receive 
mention; six cases were decided one way and 13 the other way. 

Group 2: Intangible assets written off* There were three cases in 
which charges were made to profit and loss, aggregating a little over a 
million dollars, and three cases in which the charges went to surplus, aggre
gating about $90,000. Six cases altogether, with the accountants voting 
three to three on that point. 

Group 3 : Adjustment of unamorti%ed bond discount in connection 
with refinancing—an item which was very common two or three years 
ago. In one instance, $1,963,000 were charged to profit and loss, and 
in six other instances $8,769,000 were charged off to surplus. 

Group 4 : Premium on own securities repurchased and retired. None 
was charged to profit and loss, but there were four instances where such 
items were charged to surplus, aggregating $484,000. Discounts on such 
purchases were credited both to profit and loss, as noted later. 

Group 5: Special provision for pension fund. There are no items 
shown under the profit and loss heading, but that is not a correct state
ment of the facts, because, undoubtedly, there were numerous provisions 
for pension funds made out of profit and loss; they simply did not show up 
as individual items on the statements and could not be readily identified. 
There was one provision of $1,000,000 for a pension fund which was 
made out of surplus, as shown. 

Group 6: Losses on foreign exchange. There was one item that 
showed up as a charge to profit and loss and there probably were a good 
many more that did not appear. There were none charged to surplus, but 
there were handlings of the items which approximated the same thing— 
that is, there were differences in the treatment which justified including 
this item in the list. 
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Group 7: Sundry charges of unusual charactery or afflie able to frior 
years, etc. A group of miscellaneous adjustments of various kinds. Seven 
such items, amounting to $468,000, were charged to profit and loss, and 
20 of them, totaling $3,325,000, were charged to surplus. 

This makes seven different classes of items. Actually, the list is much 
longer than that, because Group 7 here includes quite a number of mis
cellaneous items. All of these are items as to which the procedure of the 
accountants differ, although, from the face of the statement, there was 
no way of telling that there was any actual difference in the nature of the 
items in the several cases. 

If the profits were stated without deducting those debits to profit and 
loss (as shown in the left-hand column)—that is, if all of these amounts 
had been charged to surplus—it would have increased the profit by about 
$4,500,000. On the other hand, if all of the surplus debits had been 
treated as proper charges to profit and loss, it would have reduced the 
stated profit by $70,850,000. 

The lower section of the summary contains surplus credit which 
could have been made to profit and loss, and the profit and loss credits 
which could have been made to surplus. 

Group 8: Profit on sale of cafital assets, etc.; three instances in which 
credits were made to surplus, and three instances where they were made 
to profit and loss. 

Group 9: Gain on own securities repurchased at a discount and re
turned; 32 items of that kind credited to surplus and 18 items credited to 
profit and loss. 

Group I o: Gain from cancellation of unfaid exfense items previously 
charged against income (that is, liabilities which had been set up and then 
were found not actually to exist and, therefore, were charged off) ; 11 
cases where they were credited to surplus, and fivt where they were credited 
to profit and loss. 

Group u  : Adjustment of unamorti%ed bond discount in connection 
with refinancing; one of these turned up as a credit (most of them were 
debits)—this one credit was made to surplus. 

Group 12: Dividends received on own stock held in the treasury; 
one instance of that, and only one, I'm glad to note. Since the correspond
ence several years ago between the American Institute and the New York 
Stock Exchange, that item has been almost completely eliminated from 
financial statements. 

Group 13: Sundry credits of an unusual character, etc. (This cor
responds with Group 7 above) ; twelve cases where the items were credited 
to surplus and four where they went to profit and loss. 
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A total of 59 credits appears in one column and 31 in the other. Alto
gether, there are 155 different items which appeared in these statements 
which were treated in some instances as profit and loss charges or credits, 
and in some instances as surplus charges or credits. 

If all the accountants had taken the most liberal point of view which 
any of them took at any time, the aggregate profits of those corporations 
could have been stated as $218,000,000. If all of the accountants had 
taken the most conservative point of view which any of them took at 
any time, then the aggregate profits would have been no more than 
$98,000,000. 

As to the results of the 18 companies stated individually, there would 
have been even more significant changes. In 10, the total profit would 
have been increased; in five cases, a decrease would have occurred; in 
three cases, there would have been no important change. If all of the 
charges and credits to surplus had been carried to profit and loss, the result 
would have been, in one instance, a change in the aggregate profit for a 
period into a loss; two cases of a change from a loss into a profit; and 
various changes in profits, increasing or decreasing, the largest, an increase 
in profit of 45 per cent. 

This material is presented, not by way of criticism of anything that 
has been done by any company or any public accountant in connection 
with these financial statements. It is introduced merely as an illustration 
of what can occur if accountants permit a lot of these miscellaneous de
batable items to go one way or the other according to the preference of 
the accountant or the management at some particular point of time. 

I believe the summary does bring out, in a rather striking way, the 
necessity for extending and continuing our work of trying to bring about a 
more nearly uniform and common point of view with regard to these 
doubtful items. Every one of the items in this summary might well be 
the subject of consideration by the American Institute of Accountants and 
the New York Stock Exchange; by associations of public accountants which 
will study and consider this problem; by committees appointed particularly 
for this purpose. 

The Executive Committee of the American Accounting Association 
has presented a tentative statement of principles, which deals with these 
questionable points. Everything that appears in this list could be definitely 
disposed of by every accountant if those principles, or rules, or standards, 
or conventions, or whatever you want to call them, were universally 
observed. 

But, if the universal observance of those particular rules and conven
tions and standards is not most desirable, then it behooves the accounting 
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COMPARISON OF TOTAL PROFITS OF EIGHTEE N CORPORATIONS 
FOR NINE YEARS AS CALCULABLE ALTERNATIVELY ON 

MOST LIBERAL AND MOST CONSERVATIVE BASIS 

(data in thousands — 000 omitted) 

Adjusted to Maximum Profit Showing Adjusted to Minimum Profit Showing 

Profits as stated $185,227 Profits as stated $185,227 

PROFIT AND LOSS DEBITS SURPLUS DEBIT  S W H I C  H 
WHICH COULD HAVE BEEN COULD HAVE BEEN MADE 
MADE TO SURPLUS: TO PROFIT AND LOSS: 

( I ) Extraordinary depreci Extraordinary depreciation 
ation and losses on and losses on sale or re
sale or retirement of tirement of capital assets 
capital assets(6) $ 722 (13) $ 57,281 

( 2 ) Intangibles written off 
(3) ! JO5  3 Intangibles written ofT(3) . . 90 

( 3 ) Adjustment of unamor
tized bond discount in Adjustment of unamortized 
connection with refi bond discount in connec-
nancing(i) 1,963 tion with refinancing(6) 8,769 

( 4 ) Premium on own se Premium on own securities 
curit ies repurchased repurchased and retired 
and retired (4) 384 

( 5 ) Special provision for Special provision for pension 
pension fund fund(i) 1,000 

( 6 ) Losses on foreign ex
change^) 273 Losses on foreign exchange 

( 7 ) Sundry charges of un
usual character, or ap Sundry charges of unusual 
plicable to prior years, character, or applicable to 
etc. (7) 468 prior years, etc.(2o) . . .  . 3,325 

Total debits(i8) $ 4,479 Total debits(47) $ 70,849 

Profits without deduction of Profits with deduction of 
above debits $189,706 above debits $114,378 

SURPLUS CREDITS W H I C  H PROFIT AND LOSS C R E D I T  S 
COULD HAVE BEEN MADE WHICH COULD HAVE BEEN 
TO PROFIT AND LOSS." MADE TO SURPLUS: 

( 8 ) Profit on sale of capital Profit on sale of capital as-
assets and reductions in sets and reductions in 
stated depreciation of stated depreciation of 
prior years(3) $ 132 prior years(3). . .̂  $ 7,913 

( 9 ) Gain on own securities Gain on own securities re-
repurchased at a dis- purchased at a discount 
count and retired (3 2)  * 15,901 and retired(i8) 1,156 



149 UNIFORMITY IN FINANCIAL STATEMENTS 

(10) Gain from cancelation Gain from cancelation of 
of unpaid expense items unpai d expense items 
prev ious l  y charged previously charged against 
against income(n) . . . 10,992 income(5) 7,304 

(11) Adj ustment of unam
ortized bond discount Adjustment of unamortized 
in connection with re- bond discount in connec
financing^) 156 tion with, refinancing . 

(12) Dividends received on 
own stock held in treas- Dividends received on own 
ury. 

(13) Sundry credits of un-
stock held in treasury(i) 112 

usual character, or ap- Sundry credits of unusual 
plicable to prior years, character, or applicable to 
etc.(i2) 1,166 prior years, etc.(4) 139 

Total credits(59) . . . .$ 28,347 Total credits(3i) $ 16,624 

Profits with additio n of Profits without addition of 
above credits $218,053 above credits $ 97,754 

* Including- one write-up of book value of treasury stock. 

profession and those who are teachers and research workers in this field to 
decide what rules should apply. If qualifications and exceptions are neces
sary in connection with them, then the problem is to state them. It is a 
difficult, complicated task, but it is not impossible. Only our diffidence, 
our preoccupation with other matters, a certain degree of inertia in tackling 
these things, prevents our getting this job done in some satisfactory fashion. 

Any statement that a given suggested rule or principle is too rigid is an 
admirably constructive statement if it is accompanied by a suggestion as to 
what the proper qualification ought to be. It does not dispose of the ques
tion merely to say that the suggested rule is too rigid; that it can not be 
uniformly applied; that it would lead to injustices in a good many cases. 
Accountants must follow through and decide what qualifications are neces
sary; what alternative rule is applicable; what type of explanation is 
requisite. 

If it is absolutely impossible to arrive at any kind of a uniform treat
ment of certain items—if their treatment necessarily varies so much between 
companies that the accountant must be left free play to do exactly as he 
pleases in handling them—then we ought to say so frankly and fully, and 
make it clear to everyone that within those particular limits our measuring 
device does not operate with any degree of precision. But, I think it will 
be found, if we study these problems in a sober and constructive way, that 
the number of such cases will be relatively small, and that a detailed state
ment of accounting principles can be developed which eventually can be 
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turned to by practicing accountants with the assurance that there is some 
fundamental principle, or rule, or convention, which can be applied, with 
suitable exceptions and qualifications, in almost every instance. 

Many people will not welcome that sort of a situation. Many people 
in business—many people in accounting work—would much prefer the 
maximum of freedom for the expression of individual judgment and opinion. 
I may be entirely wrong in supposing that the time for that has passed, 
and that the current of public thought today is in the direction of com
pelling us to do those things whether we want to do them or not. I leave 
that question entirely with you. But, I cannot forbear, in closing, to quote 
a statement that bears on this point. 

This quotation is from Commissioner Healy of the Securities and 
Exchange Commission, and is taken from his talk before the American 
Accounting Association last December. Speaking of what he considered 
sharp practices by certain lawyers in invoking legal technicalities to defeat 
reasonable regulation, he said: "Practices such as these menace the welfare 
of capitalism. Those responsible for them should take heed, lest in winning 
too many such battles they lose the war." 

W e don't want to lose the war! 

CHAIRMAN MARSH: Mr. Greer has certainly covered the subject thor
oughly, and I believe all of us realize that we must continue thinking in order to 
make published statements more informative. Now, we are to have a discussion of 
Mr. Greer's paper, which will be led by Professor E. A. Heilman, of the 
University of Minnesota, President of the American Accounting Association. 
Mr. Heilman. 

M R  . HEILMAN : I agree with Mr. Marsh that the topic has been 
thoroughly covered and that there is little left for me to do. I am in the 
anomolous position of being the only person entitled to discuss and officially 
named on the program for that purpose, although I am sure a good many 
of you are anxious to enter into a part of this discussion. I assume that I 
have been put on the program partly because I have inherited part of the 
work which Mr. Greer's group started two or three years ago. I came into 
the group after this set of principles was enunciated and caused so much 
comment. We are still trying to carry forward the work which that com
mittee originally started. I think that I should say, on behalf of our com
mittee, that we are spending a good deal of time, this year, working on 
individual parts of a statement of principles, and whether it is to be the 
same statement or to be a modified one may depend upon what may happen 
in the course of the discussion during the rest of this year and sometime in 
the future. I do not hold to the idea that any such discussion can arrive 
at definite conclusions within a period of a few months or a year. But, 
it seems to me that if the attempt to introduce more uniformity into 
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accounting practice is to bear any fruit, it will bear fruit over a long period, 
like an orchard grove, £ve or ten years hence, with some accomplishment 
in the intervening period. Some of the points at issue are sufficiently impor
tant to warrant study by groups of accountants over a period of years to 
arrive at a satisfactory solution. 

However, some things have been accomplished already. The varied 
amount of discussion which has been aroused by the attempt to formulate 
certain practices or principles (or we might use the term "standards of 
accounting practice") has led to crystallizing some opinions and the chang
ing of some corporate reports in the last year or so. 

A good many years back, I remember reading, in a Twin City paper, 
a column by a syndicated columnist, in which he commented on the state
ment of one of the tobacco companies that had" recently appeared, in which 
the net income for the year was reported as $6,000,000 for the current 
period, whereas the previous year it had appeared at $13,000,000. The 
accountants had put in a footnote a statement that the change in the net 
income figure for the year was due, not to a real change in the earning 
capacity of the corporation during the year, but to a change in "the account
ing theory which underlay the preparation of the income statement." The 
columnist went on to say, "Here we are being told that accounting is an 
exact science. What is accounting, anyway, if by a change of accounting 
theory you can shift the income from $13,000,000 down to $6,000,000, 
and I presume, therefore, the next year can shift it back to $13,000,000 
if your conscience is sufficiently complacent for that purpose." 

I think this another illustration of the lack of consistency on which 
Mr. Greer has commented here. Just a year ago at this time, I happened 
to be unfortunate enough to be called on in a case in which the determina
tion of net income was the leading question; a definition of net income 
was involved, which meant, if defined in one way, that the income which 
was going to a retiring partner should be $5,000 for the year, but which, 
if defined in another way, meant that he got $56,000. That was due 
to incautious wording of the contract, but there were involved in the case 
a good many items on which accountants might have difFered quite radically 
in their interpretation of the term "income." If anything were to result 
from a dispute of this kind, it would be that the term "net income" cannot 
and should never be used without proper qualifications and explanations, 
and that we need a greater degree of uniformity in the way in which we 
fling about terms of that kind in the accounting statement. 

I can not attempt to comment on what Mr. Greer said, in any detail, 
except in its general aspects. I have not had sufficient opportunity of seeing 
what he has presented and could not hope, at this time, to engage in any 
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extensive remarks on the subject. I would like, however, to add one or two 
aspects of the problem to what he has said. He has been discussing uni
formity as a desirable characteristic of the way in which to prepare the 
accounts and how to present them in the accounting statements, and it 
seems to me there are two other aspects of this topic which he has not 
touched upon, which are pertinent to the discussion. In the first place, we 
have to arrive at some uniformity of opinion as to what is to go into these 
statements; how much to disclose of the facts that may be available. There 
is still, unfortunately, not a high degree of uniformity among corporations 
in what they are willing to put into the statements. I think the Securities 
and Exchange Commission has been having considerable trouble in induc
ing corporations, particularly in the income statement, to present what the 
Commission would consider adequate facts on the income of the corpora
tion. You know how long it has taken to get any considerable number of 
corporations to publish their income statements in any detail; how long it 
has taken to get a statement of sales into any considerable proportion of 
the statements. 

I remember the story of a director of one of the milling companies of 
the Twin Cities, who, 15 or 20 years ago, went down town on the street 
car and met a friend. Th e friend said, "Well, I saw your balance sheet 
in the paper last night." He replied, "Yes, this is the first time we have 
ever published a balance sheet and I feel as if I were going down town in 
my underwear, this morning." Now, I suppose a good many corporate 
directors feel the same about their income statements at the present time. 

Certainly, as to the content of the income statement, there is much 
to be desired as to the amount of detail which is to be given to the stock
holders and the investing public on the earning capacity of the corporation. 
Some common terms, as gross income, gross earnings, gross profits, operat
ing income, non-operating income, net profits from operation, net income 
for the year, all need more precise definition and greater uniformity in the 
use which accountants make of them for identical enterprises. I can see a 
number of legitimate differences in interpretation of these terms in different 
industries where the conditions may lead to use of one term in preference 
to another, but within one industry or the identical enterprise, there is still 
an unfortunate lack of uniformity. 

Mr. Collins mentioned, last night, that the committee on terminology 
hopes to produce certain products in the course of the year. We have had 
one or two previous committees working on these topics, and still I do not 
see that the results of the committee's work so far have had high fruition 
in the statements as presented by accountants. 

As to the necessity for standards and uniform treatments of different 
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accounting items in the statements, I think there can be no general ques
tion. Mr. Stempf accented, yesterday, the necessity for clear, simple 
methods for determining income for tax purposes. As long as accountants 
have not adopted clear and simple and more or less uniform methods in 
general practice, I suppose we shall have difficulty in presenting a case to 
a tax administrative body. We must arrive at some greater uniformity 
among ourselves in the ways in which these facts shall be presented. A 
first step is to determine what these principles or facts are; a second, to 
arrive at uniformity of opinion or some concensus of opinion, at least, as 
to whether these are the vital principles or standards to be applied in the 
presentation of these statements. I agree fully with what Mr. Greer said, 
towards the end of his talk, that it is not sufficient to hide behind general 
phrases, saying this is the proper principle to apply, but under certain circum
stances other principles may be applied or these principles may be departed 
from; to hide behind such general phrases as "the best accounting practice" 
or "sound business judgment" or any other slogans which we may use 
to obviate the necessity of stating the conditions under which departures are 
desirable or permissible is a bad practice. It is incumbent on those who 
depart from what seems to be the established practice to show the circum
stances under which departures may be desirable or permissible, and to 
state those circumstances very clearly. If sound business judgment is an 
excuse for departure from uniform practices, then it should be possible, also, 
to state sound business judgment in terms of certain conditions or policies 
which can be brought out into the open and which can be examined, 
therefore, upon their merits. 

Professor Greer's paper has given striking illustrations of the differ
ences in calculation of income by various accountants and should have dem
onstrated the necessity of more fundamental bases of determining income. 
A codification of accounting principles and practices is bound to come in 
the near future. Governmental departments and commissions are being 
charged with responsibilities which involve the use of accounting data and 
statements, and will, therefore, have to determine, in absence of agree
ment among the profession, which of the various practices are most con
ducive to a clear statement of the situation. 

If accountants do not take a leading part in the selection of such 
standards, they will ultimately have to conform to a code imposed upon 
them by these governmental bodies. It is, therefore, highly necessary that 
the various accounting organizations take an active and intelligent part in 
this development by the study of moot questions and by cooperative effort. 
The two statements of principles which have so far appeared have shown 
agreement on many fundamentals which should be set forth for acceptance 
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of the profession, and attention should now be concentrated on those im
portant questions on which there is little or no agreement. 

The most feasible way of arriving at agreement on such standards 
will be by the cooperative action of all interested groups of accountants, 
such as the American Institute, The American Accounting Association, 
the National Association of Cost Accountants, the Controllers' Institute, 
the various state societies, and the governmental agencies interested in the 
use of accounting data. At the outset, frank disagreement with specific 
proposals is desirable and will lead to clarification of disputed points, pro
vided criticism is constructive and suggests improvements on the principle 
attacked. All groups should welcome such criticism. 

The professional accountant has much to gain in public and govern
mental respect for his work if he contributes a major part to this clarifi
cation. Public and governmental support of the standards finally set will 
then be a great aid to better accounting work and to a better profession. 
The public accountant in particular will gain a great deal from the raising 
of the standards of the profession among those substandard accountants 
who have permitted undesirable practices. He will also have powerful 
support in his stand against the less altruistic desires of management in the 
presentation of financial statements to the stockholders. In hundreds of 
cases, honest and reputable accountants have had to accede to the demands 
of management, and have permitted statements to be published which they 
felt were not the most desirable, since other reputable accountants defended 
the methods used. The existence of a clear set of principles would, in many 
of these situations, have enabled them to insist on the fairer statement. 

Th e public accounting profession has little to lose from such a codi
fication if it can take an active and influential part in developing the code 
and not permit it to be imposed from without. I bespeak, therefore, the 
continued interest and efforts of groups of this type in establishing the best 
standards of accounting. I hope the various associations will work together 
to this end and, in the near future, assist in improving the clarity of financial 
statements and their usefulness to those non-professional groups and inter
ests which must use the products of the accounting process. The challenge 
is here, and I hope the accountants will meet it squarely and to the 
satisfaction of all. 



RESOLUTION 

The following resolution was presented at the Sixth Session, Saturday, 
May 21, 1938, by Professor H. T  . Scovill, University of Illinois, and was 
unanimously adopted: 

"RESOLVED : 

That the guests here assembled at the Institute on Accounting express 
their most sincere appreciation of the opportunity offered by The Ohio State 
University for holding this conference for the discussion of topics of such 
wide interest; and express their thanks for its remarkable hospitality, in 
managing the Institute, and for the courtesy and attentiveness of the staff 
of the College of Commerce and Administration and the Department of 
Accounting, under the chairmanship of Professor Jacob B. Taylor, in 
looking after the personal welfare of the guests." 
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