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THE LIFELONG EDUCATION OF THE CPA 
By MARQUIS G. EATON 

President of the American Institute of Accountants 
Partner—Eaton & Huddle, San Antonio, Texas 

Our subject this morning is education—education in and for the pro
fession of accountancy. 

Accountancy has its fair share of questions that are yet to be answered. 
Some of them we can regard as of secondary significance, and of such char
acter that we can leave them for a time when we can conveniently reach 
them. In my opinion the question of what we are to do about education in 
accountancy is not one of these. 

I wish I could find words to convey the deep sense of urgency I feel 
about this subject of education in the profession. It would be a fine thing 
indeed if someone could describe that urgency In words so clear, and in 
terms of logic so compelling, as to rivet the earnest attention of every single 
CPA in the United States on it. The profession has expanded very rapidly, 
in numbers and in prestige, and as a companion piece of this record it is 
perhaps not strange that we should see some evidence of complacency. For 
example, we have worked hard and long to establish the CPA certificate 
as the mark of professional status. It may be natural under the circum
stances that we should tend toward the belief that the CPA designation is 
the be-all and end-all of professional competence. Though most thought
ful people know that this Is not so, I think we should examine this miŝ -
conception. 

Considered from the standpoint only of comfetencey just what is a 
profession? It presupposes a subject matter, a science, that is broad enough 
and deep enough to permit extensive learning, it might be said, of endless 
learning. Is accounting such a science? As we sometimes see it practiced, 
we would have to say "no/3 If we consider only the level of competence 
required by the CPA certificate, the answer would again be "no." It is nry 
view, though, that the profession of accountancy is presently much more 
than this. I believe, too, that accounting, and the various skills that are 
logically based on accounting education and accounting experience, are 
only at the threshold of application in the affairs of business, and govern-
ment—and, in fact, throughout the social order. Even now, we find these 
skills applied in management, in various systems of taxation, as a check on 
fiduciary integrity through audit under a multitude of circumstances, 
in public regulation and supervision, in price determinations, in the fixing 
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of property rights between parties, and so on through a long list that any of 
us could compile after reflection. There is no question that even now, in 
what must be regarded as a point near the beginning in accountancy, 
we can fairly consider accounting to be a subject matter which permits of 
endless learning. In the future, it is easy to believe that accounting skills 
will be much more widely used. Accounting is a science which justifies 
and indeed requires a profession. 

The CPA designation, what is it? It is a license granted by the states. 
In our American system, the licensing of the professions is the function of 
political bodies. It is not a function of the professional groups. Although all 
of the professions seek to raise to appropriate levels the minimum standards 
represented in the states' license, the license remains, still, as only the 
lowest common denominator. No calling can claim place among the 
learned professions on the basis only of the states* license. Accountancy 
cannot claim place among the learned professions on the basis of the CPA 
certificate. 

All of the questions we have in the areas of competence, of state licens
ing, and of education, are complicated by the fact that accountancy has not 
clearly defined the scope of its activities and the probable direction of its 
future development. It is to be doubted whether we will ever have a clear 
and comprehensive definition. Instead, the profession will, in the course of 
time, evolve a general sense of direction that will be accepted by most, if 
not by all. Rather than to attempt a definition, I want to try to present a 
general concept which may suggest an image to serve in place of definition. 

I believe there is a place in contemporary afFairs for a profession of busi
ness. This, in my terminology, is to be contrasted with a business profession, 
such as advertising. A profession of business will be one that observes the 
standards of the ethical professions of medicine and the law and account
ancy in regard to advertising and solicitation and personal conduct; it will 
accept the burdens of perfectibility on a broad range of business problems, 
and will accept the responsibility for deep learning in this regard. It will 
accept a tradition of service and dedication of the highest order. It will 
move in the high places of business, and government, and in affairs 
generally. 

I think that accounting is a science which pursued, not only for its own 
sake, but as a foundation for other related skills in management, in finance, 
in. government, and as a guide to the exercise of judgment, can and should 
have this kind of future. And when we lay our plans for education for 
an accounting career it is that kind of career we should ultimately have 
in mind. 

Education is such a very large subject that it is not possible to consider 
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all of it at once. Some of the other professions have found it convenient to 
cut education into three pieces. First is the period of formal schooling, fol
lowed by the period of indoctrination for the profession, often regarded as 
the first five years after graduation, and then the longer period embracing 
the remainder of the professional man's life when the most advanced learn
ing is acquired. 

We have many pressing tasks in the first two periods to which we must 
give immediate attention. These are critical periods, and everything that 
occurs in the period of most advanced study must find its foundation in the 
two earlier periods of preparation. If, in my remarks today I emphasize 
the third and final period of study, it is with no intention to minimize the 
learning that must occur before. It is only that it is not possible to taclde 
here more than one segment of the accountant's education, and even that 
must be discussed in very summary form. T  o put it in unkind terms for 
the sake of making a point, the two earlier periods, as vital as they indis
putably are, must be classed in any man's life as the cub years and no man 
can expect to qualify as a learned member of his profession with this prepa
ration alone. 

Let us give our attention now only to what I have called the period of 
advanced professional learning, which begins after the young accountant 
has become comfortably indoctrinated for his profession, and continues 
throughout the balance of his professional life. This third and final period 
of learning is the one of surpassing importance to the professional account
ant. If accountancy is to be composed of mature, seasoned, carefully in
formed people, this is when they will be produced. 

What facilities do we have to assist the man who wants to study at 
advanced levels and who seeks this greater learning? We have a few grad
uate study conferences, almost invariably of short duration. We have some 
tax clinics. We have the meetings of our professional societies at which 
technical matters are customarily given part of the program. The American 
Institute has lately prepared some material which local groups may, if they 
wish, organize themselves to study, and a few such groups have been organ
ized. Though I may miss some things, this is about the sum total of the 
advanced study facilities available to the accountant. 

How does this total compare with the facilities available to other profes
sions? It compares in this way: We have less than the medical profession; 
we have less than the legal profession; we have less than the dental profes
sion; we have less than life insurance agents; we have less than business 
management personnel; we have less than bankers. These I know about. 
There may be others. As a profession, our facilities for advanced study are 
in a sorry state of neglect. The question is, what can we do about it? 
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In our consideration of what might be done to improve our facilities 
for advanced study we first turn to the experience of other groups to learn 
what they have found to be useful, and to learn, too, what they have tried 
and abandoned for one reason or another. There we may find some pro
cedures we can adopt, or can adapt to our conditions, and some things we 
need not try because they have already been shown to be unworkable. 

As we examine various programs, we should remember that in the 
period of advanced study, any deficiencies in earlier training can and must 
be made good. We shall have to rely upon this period as the leveler or 
equalizer to compensate for any present deficiencies in collegiate schools of 
accounting, and when these deficiencies have been repaired we must rely 
upon it to lengthen the years of learning, beyond the limits of even the best, 
of collegiate programs. 

Our time limit permits mention of only a few points suggested by the 
experience of other groups, and the ones I will mention are of haphazard 
selection. Their only attraction is that at first glance they seem to suggest 
ideas that are worth exploring. 

Organized programs for learning presuppose teaching in one form or 
another. The scarcity of university faculty and the general reluctance to 
teach on the part of accountants in practice are widely known. Both of 
these conditions might be improved if we could implant two attitudes toward 
teaching in our postgraduate programs. One is suggested by this quotation: 

"  I swear by Apollo the Physician . . . and all the gods and goddesses, 
that according to my ability and judgment, I will keep this oath and this 
stipulation: T  o reckon who taught me this art equally dear to me as my 
parents; to share my substance with him and relieve his necessities if re
quired; to look upon his off spring in the same footing as my own brothers, 
and to teach them this art, if they shall wish to learn it, without fee or 
stipulation; and that by precept, lecture, and every other mode of instruc
tion, I will impart a knowledge of the art to my own sons, and those of my 
teachers; and to disciples bound by a stipulation and oath according to the 
law of medicine, but to none others." 

That is from the so-called Oath of Hippocrates which is still used in the 
graduation ceremonies of many medical schools and which is thought to be 
more than 1,700 years old. By it, the physician accepts, as a normal pro
fessional responsibility, the obligation to teach. And from my observation 
of doctors that obligation is quite widely honored in practice. 

I can think of no reason why the accountant should not embrace a 
similar professional responsibility, nor can I think of a reason why this point 
of view should not be continually exposed until by persuasion it is generally 
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accepted in the profession. Perhaps we should adopt a practice of conferring 
some marks of distinction or recognition on practicing accountants who 
have performed their duty under appropriate circumstances. 

The second point having to do with teachers is this: There are two 
traditions which hamper all efforts to provide teaching personnel for our 
profession. The first is the tradition or custom in the profession that instruc
tion shall be given for nothing or nearly nothing. W e never offer honoraria 
to the speakers at our meetings. The other is the grand old American tra
dition that we should expect the teachers in our schools to find total satis
faction in a job well done and to expect little by way of a comfortable 
compensation while doing it. 

I visualize a situation in which advance study groups would expect to 
pay the reasonable cost of the instruction they received, and this cost would 
be accepted as including reasonable compensation of the teachers employed, 
whether these were taken from the faculties of our universities or from the 
practicing profession. Under such an arrangement, many teachers from 
university faculties could earn a substantial annual supplement to their 
incomes. This would do much to solve some of the problems of the colle
giate schools of accounting, while encouraging faculty to improve its offer
ings to advanced groups who, by selection, would create a somewhat 
competitive environment for this kind of work. Practicing accountants 
would have an inducement to prepare and perfect teaching material, par
ticularly if it could be offered year after year at a fixed time and place to 
successive groups. Under present conditions, practicing accountants sched
uled to speak on a subject to only one group and on only one occasion 
usually talk on lines so broad as to have value in practice, and often they 
are not really well prepared. I offer this paper as an example. 

Advanced study, in one of its senses, means reaching deeply into a 
subject. This prompts the observation that the most advanced develop
ments in any profession are the products of its specialists. If a science is 
broad enough and deep enough to justify a profession, then it defies the 
ability of any one man to absorb it all. A profession, by definition, pre
supposes specialized divisions. Accountancy has done little or nothing to 
define and recognize appropriate divisions of specialization, and to this may 
perhaps be attributed the fact that accounting yet waits for exact and 
imaginative application in many places in need of it. 

It would be difficult if not impossible at this time to divide accounting 
and its related subjects into appropriate fields of specialization. Each such 
field should be large enough to absorb entirely the career of any individual 
who followed it. As a means of achieving the eventual establishment of 
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formal fields of specialization, it might be advantageous for groups of indi
viduals interested in various areas to organize themselves first into profes
sional societies for the sole purpose of study, research, and exchange of 
information. 

In the course of time, some of these might evolve into groups of exam
ination and accreditation similar to the colleges and the national boards 
known in the medical and dental professions. While the diploma mills of 
the past should be avoided at all costs, some means of conferring distinction 
upon accountants of proven advanced learning would seem to be desirable. 
Perhaps control of specialization, with the requisite professional societies 
and acknowledged distinctiveness of the specialist, could be achieved by 
recognition or nonrecognition of the accrediting groups by the American 
Institute of Accountants. 

However, a profession also needs to make available facilities for ad
vanced study that are not highly specialized. In medicine, the American 
Academy of General Practice is organized for the general practitioner. For 
membership therein the Academy requires the doctor to complete at regular 
intervals a prescribed minimum of accredited advanced study. If he does 
not, he is dropped from membership. The accrediting of the study facili
ties is kept under close control. The purpose of the Academy is to raise 
the level of competence of doctors in general practice and to confer a mark 
of distinction on those who meet its requirements. 

In the profession of law, continuing legal education is carried on by the 
American Law Institute. The Institute has had considerable financial 
assistance from the Carnegie Corporation, a type of encouragement that 
accountancy may expect eventually to receive. The Institute is an organi
zation separate from the American Bar Association, though the program 
on continuing legal education is controlled as to general policy by a com
mittee composed of 12 members from the Institute, eight from the Bar 
Association and the presidents of the two organizations. The aim h to 
maintain permanently an over-all program of continuing legal education. 
Implementation is through state and local bar associations, but the Institute 
serves as the core. 

In medicine, postgraduate courses are organized by medical schools as 
a part of their traditional obligation for the continuing education of phy
sicians. Courses may be part-time or full-time, and may last for a day or 
two or for months. They usually do not lead to a degree. The organiza
tion of these teaching facilities falls into three patterns. The first and 
most highly organized is conducted in a postgraduate medical school. 
Usually these have their own deans, budgets and facilities, although medical 
school faculty members may be used by them. In the next pattern the 
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medical school appoints "an assistant dean in charge of" or "a director of" 
postgraduate medical education. This individual is responsible for organi
zation of courses, acceptance of students, and selection of medical school 
faculty members to give instruction. In the third pattern the dean and 
faculty of the medical school design and carry out the postgraduate educa
tional program * 

One of the most interesting features of the programs conducted by the 
life underwriters is the extent to which enrollment in the courses is pro
moted. The first enrollment drive is begun in the spring of each year 
for courses that will begin in the fall. This is followed up by another drive 
in the summer. Use is made of literature and posters, testimonials, an
nouncements at meetings, talks before groups, letters, press releases and 
personal calls. 

Professional societies and trade associations exist for many reasons, only 
one of which may be education. The American Management Association, 
however, appears to have little purpose beyond education and exchange 
of information among management personnel. It says, in fact, that it 
conducts "a continuous program of education by management for manage
ment." The program includes conferences, workshop seminars, orienta
tion seminars, special conferences and educational exhibits at various points 
throughout the country. In addition a five-week management course and 
a three-week course in executive communication are regularly conducted 
in New York. 

Continuing education in banking proceeds in three stages: ( i  ) practical 
personal training by each bank, (2) courses made available to all banking 
personnel by the American Institute of Banking operating as a section of 
the American Bankers Association, and (3) advanced graduate courses 
such as those offered at the Graduate School of Banking at Rutgers, and 
other schools of banking at the University of Wisconsin, the University 
of Washington, and Louisiana State University. The latter three, pat
terned after the school at Rutgers, offer their courses at summer sessions. 
A new graduate school of banking is now being established at Southern 
Methodist University, Dallas. 

It is well to note that in considering the continuing education of the 
accountant we do not address ourselves to accounting subjects alone. It is 
true that the accountant must give continuing study to accounting itself to 
keep abreast of changes in standards, techniques, procedures and rules, 
to fill gaps in his experience and training, to expand his general knowledge 
of accounting, and to develop knowledge in specialized fields. 

In addition, Donald C. Perry, in his Dickinson Lectures at Harvard 
Graduate School in 1955, makes an excellent point. He says that "auditing 
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practice has become much more than the following of routine steps of 
examination . .  . (it calls) for a high order of informed judgment based 
on recognized general standards and on broad understanding of business 
organization, business methods and business relationships . . ." 

If this is the equipment required of the auditor think of the greatly 
enlarged knowledge the acccountant must have when he undertakes to 
advise business management on business problems. And business is rapidly 
turning to the CPA for a greater and greater range of services. 

Perhaps it would serve to bring my remarks into focus if I should 
mention one field of advanced study that accountants, as the profession 
of business, might pursue. The relatively new technique called "manage
ment planning and control" can serve as an example. It employs both 
long and short-range planning, usually in the terms of accounts. Standards 
are studied out and established for each key element of the operation, again 
usually in terms of accounts. Management then has its notice drawn to the 
features of the operation requiring attention by reports which emphasize 
the places where standards are not being met. These reports are usually 
prepared from the accounts. 

This method is now used principally by such large and well-managed 
companies as General Electric. The method deserves, however, much 
wider use than it is receiving, and in some of its basic elements at least, is 
usable in business operations of all sizes, down to the very smallest. I  t is 
usable, further, in governmental and other nonprofit operations. There 
is scope here for much advanced study, experimentation, and exchange 
of thought and experience. The method is susceptible of much refinement 
over anything now known. 

Events, which are not entirely of our own making, have presented 
us with a unique opportunity and a great responsibility. The importance 
and the urgency of the need for a comprehensive program of continuing 
professional education is so great, and the area is so large, as to require 
the best thinking and efforts of all groups, organizations, and individual 
members of the profession. 

For instance, teachers of accounting, deans and college administrators 
can, and I think should, study the ways in which schools can best contribute 
to the postgraduate education of their graduates and others. 

State societies and chapters can make an important contribution. Most 
programs will have to depend for their success on the interest and enthu
siasm of local groups. Possibly the various chapters should start to discuss 
the problems of staff training and continuing education at regular chapter 
meetings as well as establishing committees to work out programs. Experi
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mentation and active support of existing patterns for education are needed, 
but we also need new ideas and we need an increasing awareness by all 
members of the urgency and importance of the problem. 

Accounting firms can play an important part. Recognition of the need 
for more training and professional education should be implemented in 
firm policies. Staff members should be encouraged and, where appropriate, 
should be required to participate in available programs. 

The institute, through its officers and committees, is beginning to 
become fully aware of the need. Consideration is being given to under
taking a comprehensive study of the entire educational needs of the profes
sion and to developing a plan for the Institute's participation in the various 
programs which will be developed. 

Only through a bold program and a concerted attack can we overcome 
the present deficiency and build the framework for the future growth and 
development of the profession. The best thinking and the efforts of each 
individual member of the profession are going to be required. Groups, 
organizations and firms are going to act only to the degree that you as 
individuals participate. 

Surely we have today conditions which say plainly to us that account
ancy must deepen and broaden its knowledge and must create the facilities 
for advanced study which will enable it to do so. 



CPA—THE SYMBOL OF QUALIFYING TO PRACTICE 
OR AN ACADEMIC DEGREE 

By RICHARD S. CLAIRE 

Partner, Arthur Andersen & Co., Chicago 

The title of this paper may sound so philosophical to many that I feel 
obliged to give reassurances even in the first sentence that I intend quickly 
to become very down-to-earth and practical in what I have to say. I can 
assure you that I have no interest in a discussion of anything so stratospheric 
or futile as the discussions of old that revolved around questions such as 
how many angels could dance on the point of a needle. It has been true 
in the past that few if any of us have devoted much thought or time to the 
question of the generally held meaning of the CPA designation, and we 
have spent probably even less time in deliberation over the question of what 
the meaning of the term should be. Many of us have rocked along for 
years taking for granted that the CPA designation is a highly coveted title 
that has a rather single and universal meaning to everyone. 

I have developed a more than casual interest in the meaning of the 
CPA title for two principal reasons. In the first place, I served as a 
member of the independent Commission on Standards of Education and 
Experience for the CPA. In the second place, I have been active in public 
accounting affairs in Illinois where, unlike most other states, the CPA 
designation is an academic degree and does not confer on the holder the 
right to practice public accounting. 

The Commission) Expediency and the Academic Degree Conceft 

In recent years and particularly within the rather small circle of 
members of the Commission on Standards of Education and Experience 
for the CPA it has become apparent that the meaning of the CPA title 
is much more significant than we may have supposed. Furthermore, it has 
a variety of meanings. W e have also discovered that it is practically im
possible to recommend standards of education and experience prerequisite 
to the attainment of the CPA designation unless we first agree upon a 
single and preferable meaning. I well recall one of the early meetings of 
the Commission on Standards of Education and Experience for the CPA 
at which this question about the meaning of the CPA designation was put 
out on the table. If there were 20 members present, I am sure we had 
20 different concepts. It became obvious to all who were present that 
efforts to bring the meaning sharply and quickly into focus would probably 
be futile. 

In fact, the subject rather disappeared for a while from subsequent 
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discussions of the Committee. The rank and file members of the com
mittee heard practically no more discussion of the point until the report 
of the Commission was in the final stages of drafting. At that point it 
became clear to some of the members of the Commission that the entire 
report, as proposed, rested on the thesis (some members would character
ize it an unwarranted assumption) that the CPA designation should hence
forth, upon the issuance of the report by the Commission, become an 
academic degree with the ultimate elimination of experience as a prerequsite. 
The Commission took an Alice-in-Wonderland approach by decreeing that 
the term "certified public accountant" would henceforth have the definition 
attributed to it by the Commission. Frankly, little or no regard seems to 
have been given to a long-recognized and fairly widely-held concept by 
the public and business community that a CPA is one who is qualified 
by training and experience to serve the public by performing certain services. 
The Commission's abrupt about-face in defining the CPA title was a very 
convenient—in fact, a rather necessary—turn in order to provide support 
for the detailed recommendations with respect to education and experience 
that certain of the members of the Commission wanted to make. 

Before I continue further with my remarks, particularly as they relate 
to the report of the Commission on Standards of Education and Experience 
for the CPA, I think I should make one point very clear. Since the issuance 
of our Commission report, I have found any number of people leaping to 
the conclusion that the five dissenting members of the Commission (four 
of whom are currently in practice) find more wrong with the report than 
they find right. I think this is not so, and I can state emphatically that 
it is not the situation in my own case. I think the recommendations of 
the Commission as they pertain to education are very commendable. In 
fact, I would have been willing to increase the educational requirements 
even beyond those that are recommended by the Commission. The part 
of the report that I have difficulty with is that part that recommends the 
ultimate elimination of experience as one of the prerequisites to the granting 
of the CPA certificate. 

I hasten to add at this point that I am no more satisfied than others 
with our failure to measure experience qualitatively under our present 
system, but I would rather try to improve the quality of this experience 
than drop it entirely as a requirement. In other words, I would strongly 
urge that we continue to look upon the CPA designation as one that tells 
the public and the business world that the one who is entitled to use that 
designation is qualified to enter practice. The Commission's recommenda
tion makes the CPA title an academic degree somewhat like it is at the 
present time in Illinois but without the public safeguards of the Illinois law. 
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The CPA Title in Illinois 
Another reason, in addition to my Commission membership, why I 

have developed more than a passing interest in this general subject is that 
I have my place of business in Illinois and have been rather closely associated 
through my work with the Illinois Society of Certified Public Accountants 
with the processes of granting CPA certificates and licenses to practice 
public accounting. Perhaps I should describe our rather unique situation 
in Illinois very briefly since few outside of our state seem to understand 
it. In Illinois the CPA certificate is granted by the University of Illinois. 
It is an academic degree in a very practical, if not legal, sense and does 
not entitle the holder to practice public accounting. In order to practice 
public accounting in Illinois, one must first obtain a CPA certificate, must 
then obtain one to three years of practical experience in the employ of a 
licensed accountant, pay an annual registration fee of $5, and obtain a 
license as a public accountant or PA. 

If you have read the report of the Commission on Standards of Educa
tion and Experience, you will recognize that there is considerable similarity 
between the meaning of CPA as it would be if the long-range recom
mendations of the Commmission were to be followed, and the meaning of 
the initials at the present time in the State of Illinois. In other words, 
we in Illinois have had a sort of preview of conditions as they would be 
if the report of the Commission were to be put into effect. W e have seen, 
employed, and observed in action considerable numbers of completely 
inexperienced university graduates who hold CPA certificates. Frankly, I 
agree with the Illinois law that these people as now prepared are not 
qualified to hang out their shingles and start practice on their own. Fur
thermore, as I gaze into my crystal ball and see the educational machinery 
of the future, I find the accountant who has nothing but academic training 
still unprepared to certify financial statements for any who seek his services. 

Good Practical Experience vs. More Classroom Instruction 

As you read the long-range recommendations made by the Commis
sion, you will note that they all rest on a central conclusion that classroom 
instruction given in large doses and over a long enough period of time 
constitutes adequate CPA preparation. In other words, the added class
room work can take the place of experience. Such a conclusion is an 
extremely difficult one to reach if we continue with the present concept 
of the CPA as one who is qualified to practice, so it is not at all surprising 
that the Commission adopted the new thesis and assumption that the CPA 
designation should hereafter be merely a label indicating that one has 
qualified to enter practice. The Commission never did announce what, if 
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any, designation would be used by the accountant who is qualified to make 
an audit, but presumably the qualified and the hopeful neophyte would both 
be CPAs. Under such circumstances the business public would have even 
greater difficulty than it does today in distinguishing between the qualified 
and the less qualified—all carrying the same CPA label. 

Viewing the proposals of the Commission in relation to practices in 
other professions: dropping the experience requirement would bring our 
professional requirements more into line with those presently prevailing 
in the legal profession, and would take us away from the practices now 
being followed in the medical and dental professions. As a general rule, 
a doctor or a dentist is not allowed to hang out his shingle until he has 
first done a bit of practicing under the eyes and direction of an experienced 
person, frequently one who is concurrently engaged in public practice and 
teaching in the university. I have heard that the Bar Association is even 
now investigating the possibilities of adding an experience requirement to 
the prerequisites to one's privilege to practice law. 

The Unsupported Conceft—The Academic CPA 

As I read and reread the dissenting opinions in the Commission's 
report, one conclusion becomes unmistakable. Practically every dissenting 
viewpoint would vanish into thin air if there had been no shifting of the 
present concept of the CPA designation as a stamp of qualification to 
practice, to the new concept of it as an academic degree and a right to 
enter practice. I t is for this reason that I urge you to keep before you 
this shift of interpretation as reflected in the Commission's report before 
you decide whether you like better the majority or the minority position. 

Even as a member of the Commission, I have never been able to 
put my finger on either the birthplace or the birth date of this idea that 
everyone would be better off if CPAs were to be academic beginners 
qualified to enter the practice of public accounting but not yet necessarily 
capable of practicing it. The report is completely silent on the origin of 
this concept, and therefore you can find neither comment nor argument 
in support of the Commission's assumption that the meaning of CPA 
should be changed. Apparently we merely assumed that we knew best 
on this particular point and with pencil in hand proceeded to write. 

We did do a little research and some of it was not particularly 
supporting to the majority commission view. For example, the Commission 
sent a questionnaire to the staff members of a number of firms inquiring 
about the nature and value of the experience that they had received since 
they entered public accounting. The questionnaire was an excellent one 
and required nearly a full day of a man's time to complete. Although the 
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sample was unfortunately rather small (the questionnaires having been 
furnished to and completed by some 30 men) nevertheless, the answers 
were very interesting. The men who replied to the questionnaire were 
from various sections of the country j they were from large firms and 
small firms; and they had been in practice from one to five years- They 
were asked to express their views as to the relative contributions that 
had been made to their development in the profession as between experience 
and academic training. Looking back, could they have gained from their 
academic training without substantial change in the organization and 
presentation of courses, the equivalent of what they had been able to obtain 
from experience? Out of 25 replies, 12 said no, 12 said possibly, and I 
said yes, but only by substantial course changes. In my opinion, the ques
tionnaire results should have been summarized for and noted by the Com
mission in its deliberations. 

There are those, I am afraid, who have the impression that the report 
of the Commission was written after very extensive research and discussion. 
As a practical matter, I think we were a bit short on each of these counts. 
The committee met on three occasions and spent five days in getting the 
committee organized, discovering differences of opinion, and discussing 
the subject in a general way. Th e executive committee met 13 times for 
a total of 14 days. The Study Director visited each member of the Com
mission to get his views on the subject and relate them to the draft of the 
report of the Commission. I think it would have been much more effective 
if each member of the Commission had had more of an opportunity to hear 
and discuss in conference the views of every other Commission member. 
Bouncing ideas back and forth face-to-face with others who also are 
concerned with a particular problem frequently has a way of distilling 
a better solution. 

I think I have said enough at this point to indicate why some of us 
on the Commission feel that the report rests in part on a false foundation 
and why we are going in the wrong direction if we try to convert in the 
public's mind the present belief that a CPA is one who can practice, to the 
proposed idea that a CPA is one who has qualified to learn how to practice. 

A Preferable Affroach to a More Practical Answer 

What should have been the foundation on which to build the Com-
mission's report, and what kind of facts should have been gathered by 
research before writing it? The answers to these questions are reasonably 
clear to me. 

In the first place, I see no reason for changing the present concept of 
the CPA designation. Years of effort and education of the public have 
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been exerted to bring us to the point where we now stand. W e have tried 
to tell the businessman for many years that if he wants to have financial 
statements examined, a tax return prepared, or some systems work done, 
he should think immediately of a CPA. We have told the businessman 
that he who bears the CPA stamp is one who can help him with his business 
affairs, and is able, because of his training and exferience, to make signifi
cant contributions to the solution of many of the businessman's problems. 

Now if we follow the thesis outlined in the Commission's report, we 
will have to go to our friend in the business community and warn him to be 
ever alert hereafter to our changed definition of CPA. In all fairness, we 
should point out to this businessman that hereafter his choice of CPA has 
been made more-difficult. Some CPAs are just fresh out of the university, 
some have a limited amount of experience, and some have extensive ex
perience. If he happens to be a man who believes that he would rather 
entrust his affairs to a man of some experience, he would be well-advised 
always to inquire of the CPA whether he is the "qualified to enter prac
tice" variety or whether he is the "qualified to practice" variety. I see 
no reason for adding this confusion to the businessmans' problems of getting 
help in the accounting and financial areas. 

I believe that the Commission should have been much more concerned 
than it was about the public interest and the profession's responsibilities 
to the public. From the start one of the purposes of the Commission was 
stated to be the development of uniform legislation covering educational 
and experience requirements for the CPA. I think that practically every 
one of our accountancy laws starts with a preamble indicating that the 
regulation of accountancy and the determination of the qualification of 
those who may enter the practice is a matter of vital public interest. 

As members of the profession we should be constantly striving to im
prove that profession in its service to the public, and in my opinion, that 
objective should have been so fully and constantly before our Commission 
that it would have been obvious to all who read our report that we measured 
all of the education and experience requirements for the CPA in the light 
of how they might be beneficial to the general public welfare. It is 
unfortunate that the report contains the statement, "The Commission does 
not believe that this (the elimination of the experience requirement) consti
tutes any real danger to the public." Think how much more Commission 
leadership would have been displayed by a positive rather than a negative 
concern over the public interest. 

Of course, we had an added reason why we should have been par
ticularly sensitive on this point. Here was a group almost evenly divided 
in numbers between educators and practitioners studying the education and 
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experience requirements for entry into a profession. Anyone who wished 
to be critical could say that it was a foregone conclusion that the educators 
on the Commission would be urging more education and the practitioners 
would be urging more experience. W e had every reason then to demon
strate beyond any shadow of doubt that we had been objective and con
cerned first with the public interest in our deliberations and our conclusions. 
I find only one very passing positive reference in the entire report to this 
question of public interest. 

It seems to me from the start, and I unsuccessfully argued this point 
at each meeting of the Commission, that the Commission should investigate 
and learn the facts about the kind of services the public is demanding and 
getting from the public accounting profession before prescribing the experi
ence and education requirements of those who wish to render professional 
service. I think we should set our educational or experience requirements 
in some relation to the work of the profession as it actually is and probably 
will continue to be instead of setting them in a vacuum and with little 
or no knowledge as to just what the activities are that make up this public 
accounting profession. 

It is easy to make the general observation that the nature of the services 
rendered by CPAs vary markedly among firms and practitioners and are 
changing significantly year-by-year within a single firm. An increasingly 
high percentage of many practices consists of rendering management and 
tax services with less emphasis on auditing. Specialization is the trend in 
our profession. Clients know better than to expect one and the same 
person, simultaneously, to be really expert in accounting and auditing, taxes 
and management services. This indicates to me that perhaps it has become 
inappropriate to continue to expect the holder of the CPA certificate to 
be expert in all three areas. Perhaps we need three separate sets of 
educational and experience qualifying standards, three different examina
tions and three different symbols to indicate expertness in the three fields 
of accounting and auditing, taxes and management services. In fact the 
real public interest in licensing professional accountants may lie only in the 
area where financial statements are audited and certified. In my opinion, 
the Commission should have addressed itself to these questions. 

The defenders of the Commission report argue that the present experi
ence requirements to qualify as a practicing CPA are not being eliminated 
by the report since each person who would qualify as a CPA under Com
mission standards would first have to spend about three months as an intern 
with a public accounting firm. In other words, two years of experience 
is undesirable but three months of it is so important as to be required. 
Surely no one who has ever been on either the employee or employer end 



 19 CPA THE SYMBOL OF QUALIFYING

of an internship arrangement lasting three months would contend that this 
three months exposure to public accounting transformed an academic ac
countant into one qualified to hang out his shingle and start signing opinions 
with respect to the examination of financial statements. 

The value of a short internship of this type lies more as a means of 
acquainting the college man with what goes on in public accounting than 
as an experience to bring him from boyhood to manhood as a practicing 
public accountant. Interestingly enough, the Commission's recommenda
tion here that the young man get some experience as an intern comes 
rather unexpectedly right after reading in the report comments that imply 
that experience is generally so low or unpredictable in quality as to contri
bute little or nothing to the development of the CPA. 

On this question of the elimination of the experience requirement the 
majority position seems to be that they are not eliminating experience; 
they are merely moving it out of the office of the practitioner and into the 
laboratory of the university. This is not outside the realm of possibility. 
It has been done to a considerable extent in medical schools and dental 
schools, but the possibility of a similar development in the field of account
ing seems to me to be so remote at this time that it would have been better 
for the Commission to recognize it as a possibility instead of recommending 
it as a future reality. In the first place, there are some limitations as to the 
degree to which certified public accountants can make available for class
room use the very practical material that they have in their files. 

We have no cadavers in the public accounting profession that can be 
made available to the budding professional man. Furthermore, in order to 
bring reality into the classroom, practitioners would have to spend more 
time in the classroom, or professors would have to spend more time in 
practice, or both. I am afraid it will be a long time before it becomes as 
traditional in our field as it now is in the field of medicine for top-notch 
practitioners to devote a good portion of their time to the instruction of 
young men in professional schools. 

Conclusion 

The conclusions that I reach can be stated rather simply and briefly: 
1. As evidence that we are keeping faith with the business community 

and the public in general, let us retain the present concept of a 
CPA as one who is qualified to hang out his shingle and conduct a 
practice. The CPA examination is now set at a level to measure 
to qualifications of the successful candidate to service medium clients 
in a medium sized community. That definition suits me. Why 
abandon it for something of dubious validity and usefulness? 
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2. Let us keep ours a practicing rather than an academic profession 
and retain an experience requirement for those who would call 
themselves CPAs. This experience should be measured qualitatively 
as well as quantitatively. I am not particularly concerned over 
whether this experience is obtained before or after taking the 
CPA examination. My only concern is that it be obtained before 
authorizing a man to hold himself out to the public as qualified to 
practice on his own. 

3. Press for the adoption in the relatively near future of the excellent 
recommendations of the Commission with respect to education for 
the profession. However, put all of these recommendations in the 
framework of the CPA who has the ability to practice instead of 
merely an academic preparation for entry into practice. 
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Education for the CPA is a vital subject which deserves serious con
sideration by practitioners and educators. At the same time it is important 
to understand fully that this is a subject on which there is not one and only 
one answer. People who talk on this subject are likely to make statements 
which sound as if they were citing universal laws of motion. There is 
nothing of this sort involved. 

Accounting is an art which has proven its usefulness in business and in 
government. During the past 50 years, public accounting has gradually 
developed into what most of us consider a profession. There are some 
doubters on this last point, particularly when one considers that a person 
who is 21 years of age, of good moral character, with $25 in hand, a high 
school education and no experience can become a CPA in good standing 
and eligible to practice upon passing the CPA examination. However, I 
will return to this point later. 

My intention at the moment is to impress upon you that the subject 
of desirable types of requirements.for certification of CPAs, whether it be 
experience or education or both, is not a matter of fact—it is a matter of 
opinion. Further, I want to impress upon you that each person's opinion 
is almost inevitably influenced by his own background, and in addition, I 
would like to add a word of warning. All of us are apt to credit an area 
about which we are relatively uninformed with greater importance than 
the area actually merits. Those of you who qualified through experience 
are likely to have a lingering fondness for the route you followed but 
at the same time you may be willing to attribute more merit to college 
training than it deserves. Others like myself who have stayed in the 
academic paths are likely to credit to experience more than it deserves. 
The tendency to over-emphasize the importance of the other fellow's field 
is constantly with us and we can only be as deliberately conscious as possible 
of this potential bias. We can cite case studies, we can generalize from 
known instances, and we can quote statistics to our heart's content—the 
subject still remains one of opinion, not of fact. 

The meaning of a CPA certificate is a case in point. This is one of 
the most complicating features of CPA requirements. What a CPA 
certificate means depends first upon the requirements of the particular 
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jurisdiction. There are 53 jurisdictions and they do not have similar 
requirements. In some jurisdictions, a CPA certificate indicates that an 
individual has had public accounting experience and has passed the CPA 
examination. In some jurisdictions the individual has had industrial experi
ence and has passed the CPA examination. In some jurisdictions the 
individual has had governmental accounting experience and has passed the 
CPA examination. In some jurisdictions the individual has had teaching 
experience and has passed the CPA examination. In some jurisdictions 
the individual has had teaching experience and has passed the CPA exam
ination. In some jurisdictions the individual has had specified education 
beyond high school, no experience, and has passed the CPA examination. 
In some jurisdictions the individual has had high school education, no 
experience, and has passed the CPA examination. 

Individuals receiving the CPA certificate may have had prior experi
ence in public accounting, industrial accounting, governmental accounting, 
teaching of accounting, or they have had no accounting experience. They 
may have had no formal education but may be said to have acquired the 
equivalent of high school training through a specified minimum number 
of years in unspecified types of business activity; they may have had formal 
high school training; they may have completed specified hours of college 
study or a specified program of college study; they may have completed 
specified college courses as part of a specified college program; or they 
may have completed approved postgraduate academic programs. All of 
this variety exists today and is duly and officially provided for by account
ancy laws and regulations. If you think only of your own CPA jurisdiction 
you may be able to state with assurance what a CPA certificate means. If 
you think of the exceptions made by your own Board you may begin to 
have doubts. If you think of the requirements of the jurisdictions adjoining 
your own you may have serious qualms. If you consider all 53 jurisdictions 
you are likely to wonder if there is any agreement on the matter. 

W e found when we are preparing the report of the Commission on 
Standards of Education and Experience for CPAs that we had difficulty 
in separating any consideration of education from requirements of experi
ence. Th e many CPA jurisdictions have mixed up the problem almost 
beyond repair. Some jurisdictions have emphasized both education and 
experience: some have emphasized only experience; some have emphasized 
one or the other at the discretion of the individual. Education at the college 
level can be substituted for education at the high school level in other 
jurisdictions. All of these combinations would hardly make sense. How

1 Published for the Commission by the Bureau of Business Research, University of Michi
gan, Ann Arbor, 1956. 
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ever, the most illogical requirement may make sense if it is adopted of 
necessity of the moment in order to progress toward a logical and realistic 
set of standards for the future. 

The Commission attempted to analyze the training needed by a CPA 
in this second half of the twentieth century and after that we attempted 
to determine whether type A or type B could be best accomplished in 
educational institutions or through on-the-job experience. This is one of 
the most important questions in the complex of questions regarding the 
desirable requirements which a CPA should satisfy. We did not want 
to recommend more college training, which costs time and money, if 
comparable training could be provided otherwise. Likewise, we did not 
want to leave to experience certain types of training which could be 
obtained more effectively (considering time, cost, and uniformity of qual
ity) through education. 

We attempted as best we could to analyze the types of activities 
performed by CPAs. T  o begin with not all CPAs are in public accounting. 
Some members of our Commission considered this point as irrelevant to our 
principal purpose. I do not. If individuals are being recruited for control
lership, for top governmental jobs or for teaching assignments, with the 
CPA certificate as one of the principal requirements, I believe that these 
individuals need to be considered in reaching an opinion about desirable 
standards of education. In addition such individuals may have been in 
public accounting and they may return to public accounting. The particular 
means of employment at a particular point of time should not rule them 
out of consideration. 

We then considered the type of work the public accountant is doing in 
public accounting. He may be doing write-up work, installing systems, pre
paring tax returns, performing management services, or performing an 
audit. CPAs do many types of work some of which are heavily endowed 
with public interest. The CPA in public accounting is like the CPA in 
private accounting in one respect: the means of earning a livelihood at a 
moment of time is not important. What is important is that he has qualified 
for a certificate and as long as he keeps himself in good standing in the 
jurisdiction in which he is certified, he is a member of the profession of 
public accounting. The Commission—at least a majority of the members 
—felt that the fact that an individual had met the requirements established 
by a jurisdiction and had been granted a certificate was more important 
than the means by which he is presently earning a living. 

Another point to be considered is this: what kind of practice are we 
assuming that the graduate of our educational system will enter? There 
are great differences among public accounting firms in size, specialization, 
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difficulty of engagements, types of training, and other factors. W e might 
argue that a young man or woman training for public accounting in an 
agricultural state would have little need for an extensive knowledge of 
consolidated statements, whereas another person planning to enter public 
accounting in an industrial area might have little need for a knowledge of 
tax provisions affecting farmers. These arguments were considered and 
discarded. We have no assurance that the individual will remain in the 
type of practice he first enters or that the public accounting pattern of the 
area will remain unchanged. Our educational program should not be 
aimed at providing the individual with what he will need when he first 
enters practice. W e should be providing the individual with an education 
which will serve as a basis upon which he can add experience with maxi
mum effectiveness. 

This brings us to the subject of experience which Dick Claire has dealt 
with so eloquently. I am not going to debate this, but I want to be sure 
that the position of the majority of the Commission is understood. W e did 
not belittle experience. W e went to great pains to point out the valuable 
attributes of a public accountant which can be obtained only through 
experience. I am belaboring this point because some of the publicity 
regarding our Report suggests that we hold experience in low esteem. 
This is most emphatically not the case. The principal point of difference 
between the dissenters to our Report and the majority of the Commission 
is when experience should be obtained after young people entering public 
accounting have had the advantages of a type of educational preparation 
which we propose should be developed but which does not now exist. An 
argument about the performance of such additional preparation will be 
appropriate when> as, and if it is developed; until then we are merely 
arguing about "ifs." 

The recommendations of the Commission on Standards of Education 
and Experience for CPAs are divided into two parts. The first part con
cerns what we call the "transitional goal." We intended this to be an 
interim proposition which would differ among the 53 jurisdictions. This 
was a difficult set of recommendations to frame because of the differences 
which exist among the many CPA jurisdictions. We suggested three points 
as standards for the qualifications of CPAs: 

1. College graduation: We were thinking of graduates from a school 
of business administration with a major in accounting. However, we rec
ognized that many people enter public accounting who are college graduates 
but not of schools of business administration. At one extreme we have 
people with training in engineering, chemistry, physics, mathematics, and 
the like. At the other extreme are graduates of liberal arts with majors 
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in history, English, languages and other fields. I mention these as being 
"extremes" because the first group will have completed mostly technical 
academic courses, while the other type of graduate will have completed 
mostly "general" or "cultural" courses. W e recognized that these are 
not comparable educational preparations but we also recognized that there 
is an important limit to the degree of precise detailing which is feasible. 

The Commission is fairly well agreed that a substantial proportion of 
college study should be obtained in the "general" or "cultural" areas but 
we did not want to bar the engineer or the college graduate with a major 
in one of the many fields of scientific interest. W e simply recommended 
college graduation which should either (a) include an accounting major 
as a part of the program or (b) be supplemented by completion after 
graduation of an accounting major. The additional study necessary to add 
the equivalent of an accounting major to college training in some other field 
could be accomplished through full-time or part-time study; we took no 
position on this point. Likewise, we did not attempt to say what should 
be included in an accounting major. W e did refer favorably to a report 
by a committee of the American Accounting Association and to the stand
ards of the American Association of College Schools of Business. The 
creation of a "major0 is a technical problem which can be accomplished 
more effectively by the individual school than by a Commission operating 
across the board. 

2. The satisfactory completion of the CPA examination: The only 
argument we had on this point was regarding the character of the exam
ination. We felt generally that the scope and make-up of the examination 
was not one of our principal points of consideration. We did suggest that 
college graduates with the specified accounting major be permitted to sit 
for the examination immediately after graduation. This is a.mildly con
troversial point but not a matter of great moment. It is perhaps more 
important in jurisdictions such as Ohio which require experience before 
an individual may attempt this examination. W e were told repeatedly 
that the fact that an individual cannot attempt the examination until after 
he has had several years of experience results in individuals going into other 
types of activity. This is an example of so many facets of the whole problem 
of standards for CPAs. There is no possible way of proving this point 
but the frequency with which it was voiced suggests that there may be 
something to it. Apparently it is not whether people pass or fail the 
examination; the issue is simply the prohibition against attempting it before 
acquiring experience in public accounting. 

3. Two years of experience in public accounting under the guidance 
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of a CPA: This falls within the domain of the previous speaker and I will 
not go into any detail on our recommendations. I should like to make 
just one point. 

We have been asked why we did not give arguments to justify our 
recommendation of two years experience with a CPA. W e recognized in 
our Report that an individual might obtain worth-while and valuable ex
perience with a non-certiiied public accountant, in industry or in govern
ment. W e stated that the type of experience obtained was of more 
significance than the label attached to the employer. However, the instances 
in which the non-public accountant employer provides the individual with 
experience which is equivalent to that which he would have obtained in 
public accounting is the exception rather than the rule, and consequently we 
recommended experience with a CPA as being most typically of the desired 
variety and quality. I think the only reason we did not include arguments 
on behalf of such experience is that we thought the proposition was so 
obvious that it needed no justification. 

Our recommendation that CPA candidates be required to complete 
a four-year college program with a major in accounting has produced 
much less argument than we expected. None of the dissents were based 
on this point. Possibly the fact that most young people entering public 
accounting today are college graduates may explain why our recommenda
tions have not aroused controversy. 

Only a few CPA jurisdictions have established college graduation as a 
condition to be satisfied by the potential CPA. New York, New Jersey, 
and Florida require college graduation; California, North Carolina and 
Tennessee require two years of college; Illinois requires 30 hours of college 
study. Connecticut will require college graduation beginning in 1959. 
Mississippi requires completion of an approved course of study in accounting 
and related subjects but not completion of formal classroom training. With 
these exceptions, high school graduation or the "equivalent" only is required. 
However, it is obvious that performance is running far ahead of require
ments. For example, the American Institute of Accountants provided us 
with an analysis of the first-time candidates on the examination of May, 
1953. Of the successful candidates, approximately 80 per cent were 
college graduates; of the unsuccessful candidates 62 per cent were college 
graduates. For all first-time candidates on this examination, 64 per cent 
were college graduates. Generally we can say that a substantial and 
increasing proportion of CPA candidates today are college graduates al
though there are, of course, some variations among jurisdictions. The states 
which require college graduation naturally rank at the top with 100 per 
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cent; jurisdictions which require only high school or the equivalent have 
lower percentages but even for such jurisdictions the majority of the 
candidates, particularly the successful ones, are college-trained. It is logical 
in any field to expect that educational performance would run ahead of 
requirements, but it is doubtful if any other profession has such a marked 
difference between educational requirements and educational achievements. 

The Commission recognized that our recommendations would present 
individual jurisdictions with quite different problems. Those jurisdictions 
which presently require a college graduation obviously have no particular 
difficulties other than those already encountered such as the make-up of 
the curriculum for an accounting major; and which colleges to recognize. 
Jurisdictions which now require two years of college have already com
pleted part of the transition to our recommended goal. However, these two 
groups of jurisdiction are distinctly in the minority. Most jurisdictions 
require only high school or the equivalent. For the benefit of these juris
dictions we suggested a number of steps to be taken in sequence. Initially 
we had included the suggestion that these steps be scheduled at intervals 
of five years, but this detail was finally omitted. 

The first step we suggested for the jurisdiction which is moving from a 
requirement of high school education is completion of two years of college 
study with no limitations on what is studied. Th e second suggestion is 
two years of college study, and in addition, completion of an accounting 
major including related courses in business administration. We added the 
phrase "related courses in business administration" because we felt that 
the individual should complete academic courses in the core areas of business 
administration including marketing, finance, management, and statistics, 
and some study of economics, in addition to accounting. This second 
recommendation has apparently caused confusion. For example, I have 
had letters to the effect that if we recommend two years of college and 
completion of an accounting major, we are actually recommending more 
than two years of college. We intended to do this. We were thinking 
here of the individual who completes two years of college either with or 
without courses in business administration and then adds to his training 
by completing courses in business administration. The study of business 
administration might be done on a part-time basis and could amount to 
the course and credit equivalent of two more years of academic study. We 
were more concerned in this recommendation with the subject areas 
covered than with the number of years of full-time study. 

Our final recommended step is four years of college either with or 
supplemented by the equivalent of an accounting major. Again I should 
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mention that we were not attempting to define an accounting major. We 
consider this to be a matter to be worked out cooperatively by educational 
institutions and members of the public accounting profession. 

You will note that we have recommended strengthening educational 
requirements, and for some jurisdictions, strengthening experience require
ments. This may surprise you. However, the Commission was agreed 
that our present educational programs are in general not adequate to serve 
as a basis for preparing individuals for public accounting as CPAs. This 
point, like that of the weight to be accorded experience, is a difficult one in 
which to obtain objective evidence if such can be said to exist. We all have 
our opinions which are conditioned heavily by our individual backgrounds, 
namely, whether we did or did not attend college and, if we did, the 
particular school; which teachers we had; what experience we have had 
since; how we are now earning a living; what our wives think of our 
vocation and many other factors. 

Some of you are probably thinking: "If college training is so effective 
why don't college graduates pass the CPA examination?" There are 
several answers to this. T  o begin with some of them do. It is difficult to 
appraise this point since college graduates without experience are not per
mitted to sit for the examination in many jurisdictions. T  o illustrate, in 
the May, 1953, examination which I mentioned previously, college grad
uates without experience, and on their first attempt, represented 18.8 per 
cent of all successful candidates and 16 per cent of all unsuccessful candi
dates. In contrast, college graduates with a maximum of two years of 
public accounting experience made up 21.4 per cent of the successful and 
17 per cent of the unsuccessful candidates. 

Another set of figures are taken from the records of the performance 
of one school during a five-year period. The individuals involved all sat for 
the CPA examination without experience but all were members in their 
senior years of one particular CPA review course. Further, these individ
uals sat for the examination in May before graduating in June. This was 
a small group and I suspect there may have been some screening before 
individuals were admitted to the review course. However, for the record, 
15 per cent passed all four parts, 26 per cent passed three parts and 7 per 
cent passed two parts, or 48 per cent passed two or more parts. These 
figures prove merely that it is possible for college graduates without experi
ence to pass the examination. The passing achievement will be conditioned 
very heavily, of course, by the basic intelligence of the individual and the 
quality of training he receives in his academic courses. 

I am thoroughly convinced that little can be proven by statistics of 
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CPA examinations. This is not intended as a derogatory comment* There 
are simply too many variables, too many loose ends, to permit any clear-cut, 
objective conclusions to be drawn from available data. 

I believe that it is much more important to have a clear understanding 
of what can be expected of a college graduate. We all know that there 
are tremendous differences in the abilities of individuals. The range of 
abilities may be reduced for graduates of a given school, depending upon 
the type of admission requirements and standards of instruction and grad
ing, but important differences in abilities are still likely to be present. From 
the over-all standpoint, the academic standards of all schools must be 
considered. 

Accountancy Boards are inclined to place entirely too much weight 
upon the possession of a diploma. If all graduates were from certain 
selected schools I would raise no objection. However, we must consider 
that there are a very large number of schools which offer programs in 
business administration. Graduation from any one of these schools may 
mean much or little depending in part upon the abilities of the individual 
and in part on the academic standards of the school. 

One of the large publishing companies made a thorough canvas of 
schools offering accounting programs in 1955. I do not want to bore you 
with a lot of statistics, particularly since I have already announced that we 
cannot prove much in this area with statistics. However, a few of these 
findings may impress you with the problems of mass-education with which 
we must deal. For example, 1,386 four- and two-year schools were sur
veyed. Of this group, 1,128 offered elementary accounting; 281 offered 
one semester of intermediate accounting and 287 offered one year; 260 
offered a semester of advanced accounting and 173 offered one year; 465 
offered a semester of cost accounting and 142 offered one year; 335 
offered a semester of auditing, 80 offered a year, and 26 offered auditing 
practice in addition. A total of 518 offered a course in income tax, 125 
offered a semester in CPA review and 35 offered a year of CPA review. 
These figures indicate that college training in business administration is 
widely spread, and with the numbers of schools involved it simply cannot 
be of high caliber in all of these schools. It is a plain although unpalatable 
fact that a college degree is not, per se, any particular recommendation 
of an individual for public accounting. I am not being hypercritical; I am 
merely being realistic in terms of current educational practices. 

There are three principal reasons why we should not expect too much 
from college graduates, particularly in terms of passing the CPA examina
tion. The first is the matter of admissions. 
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Professional schools at the postgraduate level such as law and medicine, 
and some undergraduate schools such as engineering, forestry, pharmacy 
and architecture, have been able to establish realistic and effective entrance 
requirements. This should be done in business administration, but unfor
tunately it is not the case in many of our schools. The effect of this 
indiscriminate, admission is an appallingly high rate of failure in the early 
years. 

The second point concerns the intellectual quality of students who are 
admitted to schools of business administration. There have been numerous 
studies in the past decade with findings which are unfortunately fairly 
comparable. We also collected some data during the work of the Com
mission which confirmed the findings of the earlier studies. The general 
conclusion of these findings is that, on the average, students admitted to 
schools of business are not the equal, intellectually, of those admitted to 
engineering, the sciences, the arts, public administration, premedicine, pre
law, and numerous other fields. On the average—-or to be more statistically 
minded for a moment—at the median, business administration students 
are well down the list. I would like to illustrate this very briefly. A study 
in one of our eastern states of approximately 6,500 high school graduates 
who planned to enter college, indicated that of those planning to con
centrate in business administration, only 23 per cent were in the top 
quarter of their graduating classes. For the whole group of 6,500, 45 per 
cent were in the top quarter and for engineering, 56 per cent. In terms 
of I. Q . scores, 9 per cent of the whole group rated 130 or better, but of 
those headed for business administration, only 3 per cent, while engineering 
had 16 per cent. 

Another study of one entering class of a university on the Pacific Coast 
indicated that of those entering the school of business administration, ap
proximately 9 per cent had high school averages of B plus to A. For all 
entering freshmen, 16 ptr cent had B plus to A averages and for engineer
ing, 17 per cent. 

These data should not be interpreted as meaning that no capable 
students enter our schools of business administration; it means that the 
proportion of highly capable students who enter business administration is 
much lower than in many other fields. However, there is one bright spot 
in this otherwise discouraging picture: Accounting majors rank very high 
within the schools of business administration. This does not necessarily 
mean that they are the best of a bad lot; it more often means that a pre
ponderance of the capable students in a school of business administration 
concentrate in accounting. We tested this by first obtaining the percentage 
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of accounting majors of graduating classes, compared with the percentages 
of accounting majors, who finished their undergraduate careers on the 
top of the heap. 

Different schools indicate this in different ways, such as membership in 
honor societies or by class ranking. The end result was the same with 
remarkable consistency. The accounting majors made up for a far higher 
proportion of the top-ranking students than the percentage of accounting 
majors would indicate. In the case of my own school, as an illustration, the 
accounting concentrators represented about 20 per cent of the graduating 
classes of recent years. However, the accounting concentrators represented 
approximately 47 per cent of the students ranking near the top of their 
graduating classes. This proportion, better than two to one, is fairly 
typcal of the data furnished us by other schools. 

Some skeptic will immediately ask if accounting courses are easy com
pared with others. We also checked on this. We tested the grades which 
accounting majors made in accounting courses compared with the grades 
they made in nonaccounting courses. I hope you will not be surprised when 
I tell you that they did better outside of the accounting courses. Their pre
eminence in honor societies and in class-rankings was not due to easy 
accounting courses. 

I hope that I will not be misunderstood in my remarks about business 
administration programs. My comments regarding lack of admission stand
ards and the quality of the student body certainly are not applicable to 
some schools. However, we have more than 1,000 schools which offer 
some accounting, and perhaps as many as 500 which offer something which 
might be called an accounting major. The schools of business administra
tion with strong admission and academic standards can probably compete 
with other schools in the university in terms of the intellectual ability of 
their student bodies. For the country as a whole, some of the very 
best students enter business administration, but the percentage is not high 
compared with science, engineering, law, medicine and certain other fields. 

The third point which is important in appraising the performance of 
college graduates is the orientation of the typical program in schools of 
business administration. We stressed this in our Report and I would like 
to emphasize it again. 

Schools of business administration are not established to provide profes
sional training in public accounting. A few schools have attempted to offer 
such training but the so-called professional program usually means nothing 
more than a limited number of elective courses which are directed specifical
ly towards public accounting in contrast to industrial or governmental 
accounting. 
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Accounting courses in schools of business administration, particularly 
the principles courses, should not be directed towards public accounting. 
A good course in principles is just as useful for the student who eventually 
enters public accounting as it is for the student who takes a position with an 
industrial concern or with the government. It is only in a very few 
"technical" courses where there is any point in stressing public accounting, 
industrial accounting, or governmental accounting. As a result the graduate 
of a four-year college emerges with an accounting major, a modest amount 
of specialization, and little if any professional training. This is not a 
criticism of our academic programs. The undergraduate program is no 
place for professional training. The students are undecided about their 
futures, they are immature, and they need background courses before they 
are ready to undertake professional training. 

T  o return to the CPA examination, there are critics who state that 
accounting majors cannot be much good or those jurisdictions which require 
college training would have better records. This is a plausible assumption 
but one which over-simplifies the situation. First, I would like to stress 
the point I just made, that accounting majors are not being equipped in 
college to pass the CPA examination. This does not mean that colleges 
could not equip them to pass the examination but it does mean that the 
students would be short-changed if the program was directed to this end. 
Undergraduate training with an accounting major should not be designed 
to train people to pass the CPA examination and should not attempt to 
turn out professionally trained individuals. These aims are beyond the 
capabilities of four years of undergraduate study. 

You have probably decided by now that I am a confirmed skeptic 
about educational institutions. I assure you that I am not but even if I 
were, we had educators, besides myself, on the Commission from Oregon, 
Colorado, Michigan, California, Alabama, Ohio, Minnesota, Texas, and 
New York. We had deans, ex-deans, heads of accounting departments and 
professors of accounting. We had a very good cross-section on accounting 
education and there was general agreement that it is difficult for a student 
to acquire the training he needs in four years of undergraduate study. 
There were a few murmurs of dissent such as " I can plan such a program 
with our students," but generally there was agreement that an undergrad
uate program of four years is not sufficient to permit training in the many 
areas demanded today and also permit training for a profession. 

If a four-year undergraduate program does not provide the opportunity 
for training for public accounting, what is the solution? As you know we 
recommended additional education, but we did not do this in a routine 
manner. Certainly all of us in education are acutely aware of the cost 
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of education. Those practitioners on the Commission even more than the 
educators are aware of the demand for new people in the profession and 
the resulting pressure to get students through fast. All of us were aware 
that public interest implies not only efficient service but sufficient numbers 
of individuals in the profession to furnish the services expected by the 
public. In defensive terms those of us in education were also very conscious 
of the fact that we might be considered to be gilding our lily. On this last 
point let me assure you that we have no worries about having an adequate 
number of students in the next two decades. There are now some 95,000 
college students in Michigan. By 1970, the total is expected to reach 
220,000. 

I have heard the comment that naturally a group of educators would 
recommend more college training. I have also heard the comment that 
any time a group of practitioners and educators get together the practition
ers lose their shirts. You see our predicament. If we recommend more 
education, the reaction is, "naturally." If we point to the practitioner 
group—and a very strong group it is—the reaction is, "sold down the road 
again." The poor educator cannot win. 

The decision of the Commission (in which the dissenters joined) to 
recommend training beyond the four-year undergraduate program has 
aroused little controversy. This has been rather surprising and may be due 
in part to the fact that attention has currently been directed at the set of 
recommendations which are more possible of immediate attainment, namely 
our transition goals. 

We made five recommendations which we described as "long-range 
goals." What is meant by long-range is a matter of opinion. I have had 
a rather indefinite figure of two decades in mind but we never attempted 
to settle on any specific number of years. 

The recommendations we made for this hypothetical "long-range goal" 
were as follows: 

1. College graduation. By this we mean completion of a four-year 
program with an accounting major or a four-year program supplemented 
by an accounting major. 

2. A qualification examination. This has apparently led to confusion. 
We were concerned with the problem which some of us have struggled 
with of passing upon college credentials for admission to postgraduate 
programs. I am sure that most of us are well aware that grading standards 
are not comparable among educational institutions. A grade of A in one 
institution may be the equivalent of the grade of C in another. W e were 
interested in providing a device which would afford the school with a 
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professional postgraduate program with some objective information which 
would not be dependent upon the variables which are inevitably associated 
with individual schools. 

I am not indicating any demerits for any particular school, and in fact 
I have no particular schools in mind. I am merely stating that different 
schools grade on different bases and there is no adequate way of comparing 
grades from different institutions. A qualifying examination was suggested 
which would be in part based on intelligence and in part on attainment in 
the field of business administration. The scores would not represent a 
pass-or-fail proposition; they would indicate how an individual stands in 
relation to others taking the examination, which could lead eventually to 
establishing nationwide norms. 

The practical problem concerning the qualifying examination is who is 
to establish and administer the test. At the moment there is no problem 
involved since there are no professional programs of the type we recom
mend, but I hope that these will be developing soon. If they develop, we 
believe the qualifying examination will be a necessity. 

3. A frojessional academic fro gram. The Commission is convinced 
that our present academic programs do not provide the type of training 
which is needed today for the public accounting profession. I have men
tioned earlier that an undergraduate program cannot be expected to provide 
much if any training of a professional character. There are many reasons 
for this, including immaturity of students, indecisiveness (and lack of 
information and understanding) about careers, and, perhaps of most im
portance, the simple fact that an Individual needs background upon which to 
build professional training. These considerations led us to recommend 
that in the foreseeable future CPAs should be graduates of professional 
academic programs beyond the undergraduate level. 

The usual reaction to our recommendation for a professional program 
is that we are proposing a graduate program. I do not want to get involved 
in some of our more complicated pedagogical problems, but I would like 
to point out that graduate and professional programs are pointed in dif
ferent directions and have different philosophies. 

We are proposing a professional program which is oriented specifically 
towards the practice of public accounting as a CPA. We are assuming 
that the public accounting profession will permit educators to delve into 
its files of reports, working papers, tax returns, and other materials in order 
to develop case studies which will, with certain unavoidable limitations, 
indicate what the student may encounter when he enters the practice of 
public accounting. Our professional program should include principles, 
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philosophy, and ethics, but these areas should be related to public accounting 
and, perhaps most important of all, the student group would be composed 
of individuals with a common vocational aim, practicing as a CPA in public 
accounting. This would be a marked contrast to that generally found at 
the undergraduate level where a given class usually includes individuals 
headed for public, private, and governmental accounting, and numerous 
accounting vocations. 

We did not attempt to spell out in detail what the curriculum of the 
professional program should include although we mentioned certain areas 
such as communications, auditing principles and standards, tax practice, 
accounting systems and controls, standards of professional conduct, admin
istration of a public accounting practice, accounting principles and their 
applications, and business policy. We hope that individual schools will 
experiment with different types of programs. There is no reason to assume 
that one and only one type of curriculum can be effective. There surely 
can be many ways of achieving the academic goals we have in mind. 

4. Accreditation of frofemonal fro grams. This is a controversial 
matter in the field of education but is probably of little interest to you. Pro
fessional groups have invaded academic circles through accrediting schemes 
of various types until educators have lost their patience. At the moment, 
non-academic accreditation is thoroughly in disrepute, due largely to aggres
sive tactics and to so-called standards which conflict with administrative 
practice within individual colleges or universities. The Commission rec
ognized that the accreditation of the proposed professional programs will 
require time, funds, and patience, if the accrediting method is to be 
established at a level of integrity which is recognized alike by academic 
institutions and by accountancy boards. However, we believe that accredi
tation is essential if we are to avoid another mushrooming of low-quality 
programs such as we have already experienced in accounting at the under
graduate level. 

5. Internshif fro gram. Internship programs exist in many colleges and 
universities and there is nothing startling or unusual in this recommenda
tion of the Commission. I merely want to point out that we are proposing 
internship as a part of the professional educational program. We are not 
proposing an internship as experience, as some have inferred. We recog
nize that an understanding of some aspects of business practice, paper 
work, office organization, and inter-relationships of individuals is essential 
in order for the student of our proposed program to obtain maximum bene
fits from certain parts of his academic study. 

6. The Uniform CPA Examination. We propose that an individual 
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who has completed the suggested professional program should be admitted 
to the CPA examination upon completion of the academic program and, 
if he succeeds in passing, that he be given his certificate. Here is where 
the majority and the minority of the Commission part company. 

Please note that for the transitional period the Commission proposes 
that the CPA certificate be withheld, even though an individual has passed 
the CPA examination, until he has fulfilled whatever experience require
ments have been established by the particular jurisdiction. We proposed 
two years but this figure is not a matter of great moment. The principal 
difference between the majority and the minority of the Commission 
concerns when the certificate might be awarded to an individual after the 
professional program we propose has been developed and is in operation. 
At that time we propose that greater reliance be placed upon the educational 
process and that the certificate be granted to the individual who has 
completed an undergraduate college program, including an accounting 
major; has taken the proposed qualifying examinationj has been selected 
for admission to a professional program of study; has completed this 
program, including an internship in public accounting; and has passed the 
CPA examination. This individual is not an experienced public accountant 
but surely he would be well prepared to begin his public accounting career, 
with the hazards of the CPA examination behind him, and without en
dangering the public welfare. He now needs to acquire experience—the 
majority of the Commission recognizes this and we went to great pains 
to emphasize this in our Report. We believe he should be well equipped 
to absorb with maximum effectiveness the important attributes which can 
be acquired only through experience. 

In final analysis the only important difference between the majority 
and the minority of the Commission is one of faith. The minority takes 
the position that educational programs, no matter what the type, scope, 
extent, duration, or quality, can never bring young men and women to a 
point where they can be trusted with a CPA certificate. The majority of 
the Commission believes "the formal educational process can be made so 
effective and so purposeful in nature that it will constitute the principal 
method of preparation for a career in public accountancy as a CPA." 
Further, the majority feels that when, as, and if this has b^en achieved, it 
should be recognized by appropriate changes in accountancy laws and 
regulations. 
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The awards were made to Lester T  . Tolt for highest proficiency, and 
Reginald M. Wise for second highest proficiency. 

Mr. Tolt graduated cum laude from Western Reserve University in 
1950, served on active duty with the Navy, and is presently with the public 
accounting firm of Card, Palmer & Sibbison in Cleveland. Mr. Wise 
graduated from Fenn College in 1953 summa cum laude and is in public 
accounting with F. W . LaFrentz & Co. in Cleveland. 
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ORIENTATION IN DATA PROCESSING 
By PAUL W. PINKERTON 

Partner; Haskins and Sells, New York 

Recent developments relating to business data processing have been 
somewhat astonishing. The most talked-of advance is electronic data— 
processing equipment. Five years ago, we heard some talk about electronic 
brains, and some groups were seriously considering how electronics might 
be applied to commercial problems. Progressive companies were utilizing 
every newly-developed punch-card machine and were pressing for more. 
But the electronic computer, which had performed wonders in the fields of 
science, engineering and logistics, was not yet thought of as an accepted 
office tool. Three years ago it was thought that there might be 50 com
panies large enough to use a large-scale electronic data processing system, 
such as the Univac. There are now at least 200 large-scale systems in 
operation, and the rate of deliveries to users is increasing. The medium-
scale equipment is being put to use even faster, as might be expected. Over 
650 of one medium-scale punched-card electronic system have been de
livered. 

Another development which may be of even greater significance than 
electronic data-processing equipment, especially in smaller and medium-
sized organizations, is integrated data processing. While the concept of 
IDP does not necessarily depend on certain types of equipment, the desire 
to integrate the processing of data has resulted in the development of 
considerable new equipment and in increased utilization on the possibilities 
of further integration. Integrated data processing and electronic data 
processing are closely related, in that EDP is a highly-developed appli
cation of IDP . 

Accountants are interested in these new developments in data processing 
for many reasons. Basic, of course, is the need to take full advantage 
of equipment which will make accounting and record-keeping more effi
cient. Also, the adoption of radical types of new equipment and the 
accompanying changes in procedure and organization create a demand for 
careful consideration of their internal control aspects. And to the internal 
auditor and the public accountant comes the problem of applying auditing 
principles in developing new techniques for the verification of financial 
statements and transactions. 

But these are more or less routine matters. More intriguing than 
increased efficiency in record-keeping is the prospect of obtaining substantial 
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improvement in the effectiveness of management. A new management tool 
is coming into being. Noteworthy progress in business planning and control 
may be achieved. Stimulated by the possibilities of an electronic system, 
methods may be found to evaluate better future trends and conditions. The 
application of this new equipment in the area of planning and control is 
not outside the realm of the accountant. We are all aware of the expanding 
role of the accountant as an essential member of the management team 
through the controllership concept, and the expanding role of the certified 
public accountant as an advisor to management. The accountant who is 
playing this expanding role is in a logical position to take the lead in the 
fullest utilization by management of its new tools, and thus in carrying 
accounting further along the road from record-keeping to profit making. 

Many excellent articles dealing with ED P and IDP have appeared in 
accounting journals and other periodicals, and several books have been 
published. Most of you have done some reading or are familiar with the 
subject in some way, and I am sure some of you are quite knowledgeable. 
Nevertheless, since the other speakers are going to deal with some specifics 
it seems desirable to provide some orientation in the new data processing 
developments in order that these later discussions will be more meaningful. 
Those who need no orientation may consider my comments as a refresher. 

Let us look first at integrated data processing. IDP is, to me, a concept. 
Its aim is accomplished largely through the use of media which interconnect 
equipment by providing for automatic sensing or "reading" of recorded 
data, usually in coded form. In using conventional office machines, such 
as bookkeeping and accounting machines, adding machines, calculators, and 
typewriters, each operation involves the recording of information in the 
machine by means of key strokes. We find that data are processed in a 
series of disconnected operations, each requiring manual entry for data. 
The data to be entered may also be entered in whole or in part in another 
operation, or the output of one processing operation may be the in-put to 
another. In many instances, two or more steps are performed with one 
entry of data into the machine, as in an automatic billing machine, thus 
partially integrating the data processing. The extent of integration through 
such means as these is limited, however. What was needed was a means 
of avoiding the manual entry of data into mechanical processing devices. 

In our fascination with new things, it is easy to overlook the fact that 
in punched-card equipment we have had such a means for many years, and 
it has been very effectively used. The basis of this is the punched-card, 
into which data are recorded in a form which can be read, or sensed, by 
specially designed machines. The results of processing in one machine can 
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be automatically recorded on a card by means of holes which can be sensed 
automatically in a subsequent operation. Or the results may be recorded 
in visible form in SL variety of ways, depending on the needs. 

What, then, is new about integrated data processing, besides the name? 
For one thing, new machines have been developed which produce, or can 
read, the paper tape which has been used for so long in wire communication. 
In addition, there have been new developments in punched-card machines. 
I believe, however, the most important thing is the reason back of these 
new developments, and that is the increased attention which has been 
focused on the processing of data. Part of this attention has come as a 
result of the study of electronic data processing systems. By contrast with 
the operating speed of electronic equipment, the preparation of data for 
input seemed to be at a snail's pace. We have also had increased attention 
on the problem apart from electronic equipment, mostly by a few large 
companies, as part of a scientific study of the needs of data processing. 

Since we already had machines which could sense data automatically, 
the need was seen as one of making the initial recording as automatic as 
possible, and it is in this area that most of the progress has been made. 
One writer defines ID P as "capturing a business transaction in one opera
tion as it occurs the first time and in such a form that the transaction 
can be processed automatically . . . the automation of source data." 

But expressing the source document in a form which can be sensed by 
machines is not sufficient integration. Internal files of various kinds should 
also be expressed, since the processing of transactions usually involves the 
use of some information from these internal files, in order to complete 
the information on the source document. For example, a purchase order 
from a customer might not contain standard shipping instructions, adequate 
products codes and descriptions, or sales prices. It obviously would not 
include cost information. Similarly the source document for a payroll 
might be a time card, which might not show pay rates, and would not show 
deductions to be made or accumulated amounts required for calculating 
the net pay. These cases are the rule rather than the exception. 

The advantages of integrating the various operating steps are primarily 
cost reduction, speed, and accuracy. Speed and accuracy are, of course, 
important factors in customer service. 

Various types of equipment may be used in the integrated system: 
typewriters, calculators, accounting machines, punched-card equipment and 
electronic devices and systems. Interconnection of equipment requires 
media acceptable to the machines in the system. The medium need not be 
the same throughout the processing routine as a whole. It is not essential, 
for example, that the output medium of one machine be the same as the 
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Input medium on another, although it is desirable. There are machines to 
convert from one medium to another where necessary, such as from 
punched-tape to punched-cards. 

The problem of interconnection of equipment is, therefore, basically 
a problem of media. The ultimate will be reached when machines are cap
able of sensing printed or written letters or figures, at reasonable cost. 
Considerable progress is being made toward this goal. The first large-scale 
use of character-sensing machines will probably be in commercial banks 
for automatic processing of checks. Such use is not far off. In any event, 
the use of codes in place of letters and figures will be more common. 

These codes may be expressed in the form of holes, magnetic spots, or 
spots which may be sensed photoelectrically. The medium may be in unit 
form, such as punched-cards, documents, or pieces of tape. O r it may 
be in continuous form, such as reels of tape. There is a considerable variety 
of codes in use today. 

If the integrated operations are conducted at more than one location, 
it is necessary to communicate between the locations. The media may be 
sent by mail or in other ways, or the data may be sent over wires. Com
munication by teletype, the equipment used by or leased from the communi
cations companies, makes use of the familiar 5-channel paper tape. 

Some machines produce tapes or cards, others operate from tapes or 
cards, and still others do both. I am sure I will not cover all the different 
kinds of machines, but I will mention some, such as teletype transmitters 
and receivers which read and punch paper tape. The transmitter may 
also be operated manually, from a keyboard. The receiver may produce a 
printed record as well as punching a tape. 

The Flexowriter is basically an electric typewriter with a tape-reading 
and a tape-punching unit. There are several models with different features. 
One model can be programmed to follow a set routine controlled by one 
tape; it will type information selectively from a second (input) tape and 
from the keyboard, and will punch into an output tape information selected 
from that typed. 

Other electric typewriter punches having similar features are available. 
Some produce punch-cards instead of tapes. There are several adding 
machines which produce punched-tape as a by-product of posting operations. 

A cash register, or point-of-sale recorder, takes information from a 
keyboard and a punched merchandise tag to produce a punched tape. Book
keeping machines are available which produce punched tape as a by-
product of posting operations. 

One punched-card machine, the Cardatype, is programmed by means 
of a plug-board to follow a complex series of instructions. Information can 
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be read from punched-cards or taken from a keyboard. The device contains 
accumulators and an arithmetic unit. Input data or results may be typed 
automatically on one or more typewriters, and may, in addition, be punched 
into cards or tape. 

One company makes an attachment for standard keydriven machines, 
such as accounting machines, to produce punched-cards as a by-product of 
posting. A machine producing Addressograph stencils has been designed 
to operate automatically from punched-paper tape. 

An accounting machine embodying some surprising features was 
demonstrated recently. The posting of a ledger card (such as a bank 
depositor's ledger) automatically places magnetic spots on the back of the 
card indicating the balance in coded form. The account number also is 
coded in magnetic spots. When the ledger card is inserted in the machine 
for a subsequent posting, a device automatically positions the card at the 
first vacant line, picks up the old balance by sensing the spots, and records 
the new balance computed by the machine. The machine locks if an 
attempt is made to post to an incorrect ledger card. A trial balance is 
taken by inserting the cards one at a time in the machine, where the balances 
are sensed and accumulated. 

These machines represented a good sample of the equipment available 
to assist in the integration of data processing. 

The most far-reaching development in the evolution of machines for 
integrating the processing of data is the electronic data-processing system, 
and I shall devote the remainder of this talk to electronic equipment. We 
began with machines which were capable of performing single operating 
steps, and proceeded to machines which performed two or even three 
separate operations. With punched-cards and punched-tape, we had media 
through which machines could communicate with one another, to avoid 
the repeated copying of information and its manual entry into a machine 
through a keyboard. But even with integrated data processing we have ( I  ) 
the physical handling of media between machines, and (2) the requirement 
that exceptions to the routine be separated for special handling. Electronic 
data processing eliminates these disadvantages to a considerable extent and 
provides other advantages. 

Some have said that the office has lagged behind the factory in the 
use of machinery, and this is probably true. The prime aim of factory 
mechanization, however, was to replace the muscle fower of the human. 
There is no such need in the office. The second aim of machinery was to 
transfer skill from the worker to the machine. This also was of more value 
in the factory (because of the greater possibility of standardization) for two 
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reasons. First, office operations are subject, in much greater degree, to 
conditions imposed by outsiders. Second, the office worker is required to 
exercise more discretion or judgment. 

It is, of course, unnecessary to say that these electronic machines do not 
think. How then do they eliminate mental drudgery? First, of course, 
they perform calculations at terrific speed. Further, a large part of clerical 
activity consists of fairly simple decisions, based on observation. These 
decisions, in a large number of instances, if not most, involve a choice 
of only two alternatives, and the decision is very often based on the size of 
numbers. The principle of the electronic machine as to this element is not 
complex. Since it can compute, it can subtract one number from another 
to determine if they are equal, or if not, which is larger. The result of the 
comparison automatically sets up circuits which determine further process
ing. As a simple example, take a social security tax calculation. The 
machine compares the previous gross pay with $4,200. If it is greater or 
equal, it proceeds without computing a tax. If less, a tax must be computed. 

This ability to make elementary logical decisions is one of the principal 
characteristics of electronic data-processing machines. This ability, coupled 
with the internal storage of a program of instructions as well as data, gives 
the machines wide flexibility. A more sophisticated ability results from the 
fact that the machine is able to perform calculations on its own instructions, 
thus amending them according to the characteristics of the data being 
processed. 

When it was recognized, not too long ago, that electronics offered 
the ability to relieve the office clerk of routine mental activity, two possible 
approaches became evident. Th e first was in keeping with the usual pattern 
in office equipment. This approach resulted in the general-purpose system, 
capable of performing any assigned task. It is necessary only to introduce 
the required program into the machine—a simple operation, once the pro
gram has been designed. The same system can perform such diversified 
functions as payroll and paycheck preparation, inventory accounting, pro
duction scheduling, and sales analysis—as well as complicated mathematical 
problems. 

Th e second approach, not ordinarily used in the design of office ma
chinery, results in special-purpose machines. As is quite common in factory 
operations, a machine is designed to perform only one or a very few 
functions. 

Th e capabilities of the general-purpose electronic system are based on 
the following principal characteristics: 

I. Complete intercommunication among all units of the 
system. 



ORIENTATION IN DATA PROCESSING 4  9 

2. Almost unlimited capacity to make preplanned decisions 
in the course of the processing. 

3. Greatly expanded storage capacity for data and for filing 
an elaborate coded program of instructions which the sys
tem follows automatically. 

4. Calculating capacity. 

5. Speed of manipulation of data. 

These characteristics might be used to distinguish electronic data-
processing equipment, as the term is generally used, from other electronic 
equipment. 

Electronic punched-card calculators, such as the Univac 60 and 120 
and IBM's 604 and 607, have limited capacity for storage of data. The 
storage of electronic data-processors is several hundred times as great. The 
program of instructions of these calculators is not stored internally as is 
that of the data-processors. A control panel, or plug-board is used instead, 
providing much less flexibility. 

Some electronic machines, such as the Burroughs E - I O  I and the 
Elecom 50, are intermediate in storage and programming flexibility between 
punched-card calculators and the data-processors, but they are quite 
limited as to input and output facility in comparison with the data-processors. 

The basic components of any ED P system are input and output units, 
storage devices, a control unit and the processing unit. So far as results 
are concerned, the differences between one system and another relate to 
speed, storage capacity, and types of input and output units. All are alike 
in terms of general logic. It might be helpful to think of a data-processing 
system as similar in some respects to an automatic machine tool. A raw 
casting is fed into the machine where it is positioned and machined auto
matically. The finished piece is dropped into a bin, and the next piece 
automatically fed into position. In the data-processing system, the raw 
information is fed in and processed and the resulting information is put 
out. 

One similarity to the machine tool is that only one kind of information 
material is processed at one time, after it is sorted out. We would not have 
payroll and sales information entered indiscriminately. The data-processing 
system does, however, examine each item of information and process it 
according to its characteristics or peculiarities. 

Because of the speeds at which the machines can operate, it is desirable 
that the information be fed at high speed and also that the output be 
recorded at high speed, in order to keep the processing unit occupied. This 
is accomplished by recording the information, in coded form, on magnetiz
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able tape. The most common magnetic tape is about one-half inch wide 
and about 2,000 feet long, quite similar to that used in home tape recorders. 
By passing the tape over a reading or recording device at high speed, data 
are transferred to or from the storage unit at speeds of several thousand 
characters a second. Punched-cards or punched-tape may also be used for 
input and output, and output may also be printed by line-at-a-time printers. 

After data for the electronic system are prepared by recording them 
in coded form, no further human intervention is necessary except to put the 
tape reels or cards at the machine and carry away the final results. As a 
matter of fact, the largest part of the input to the system generally does 
not have to be recorded manually, since it is already prepared for the 
machine as a result of previous operation of the system. For example, 
personnel and cumulative payroll information, or opening inventory bal
ances, would be recorded on magnetic tape as the output of the previous 
payroll or inventory operation, and would be automatically reintroduced 
to the system. 

It would be foolhardy for me to attempt to explain, even with gestures, 
how the system operates internally. It is not necessary for us to know, 
but it does take a lot of faith to believe the fantastic things we hear about 
these machines. W e all remember the old-fashioned faith that people had 
in the Bible as a literal guide to every-day decisions. I heard of a young 
man who finished college with no clear idea of what to do with himself. 
As he had been taught, he looked in the Bible for guidance. Closing his 
eyes, his opened the Book at random, placed his finger on the page, opened 
his eyes, and read, "And Judas went and hanged himself." Not being very 
sure of this answer he tried again. He closed his eyes, opened the Book 
again, placed his finger, opened his eyes, and read, "Go, and do thou 
likewise." 

Input and output units are under the complete control of the stored 
program. A very simple sequence of operations might be to read one record 
from the master file and one record from a transaction file, process the 
transaction to update the master file record, and write out the master file 
record onto a new tape. Any desired information may be recorded on a 
second output tape. Then the cycle would begin again. The number of 
tape units and other input and output units would depend on the particular 
application. 

There are not many different electronic systems available for business 
data processing. I would be hard pressed to name a dozen. These systems 
have more similarities than differences. All will carry out approximately 

the same assignments. The principal differences are speed and cost. The 
magnetic drum systems are substantially slower internally than other 
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systems using magnetic cores. Overall speed for an application is affected 
by several other factors. One is the number of input and output units 
which may be attached at one time, and the speed of these units. Internal 
storage capacity is important. Mention of other features at this time would 
serve only to confuse further, but it should be apparent that a comparison 
of two systems can be made only in relation to a specific application. There 
is no one "best" system. 

Most electronic systems can be either rented or purchased. The cost 
of a system will depend on several factors, including the number and 
capacity of storage units and input and output units. Printers are fairly 
expensive. I know of one complete electronic system which will rent for 
over $l million a year, including payment for overtime use. The rental 
also covers maintenance. The purchase price of this equipment would be 
about $3 million. A smaller complement of this same system might rent 
for less than $.5 million a year. 

A smaller, slower system not using magnetic tapes might rent for 
$50,000 per year, or $100,000 per year with magnetic tapes, for one-shift 
use. 

Initial costs for installation and air-conditioning for a large system could 
easily exceed $200,000. 

Two electronic data-processing systems which have been announced 
are based on a somewhat different concept than is other general-purpose 
equipment. Most of our accounting is done on a delayed-time basis, under 
which the posting media are accumulated into batches and processed a batch 
at a time, on a daily, weekly, or monthly cyle. This is ordinarily the most 
efficient method, and is usually satisfactory. The opposite of delayed-time 
processing is real-time processing in which the transactions are processed 
as they occur. An example is the posting of a depositor's ledger at the 
time of deposit to or withdrawal from a savings account. Closely related 
to the real-time concept is the processing of transactions on a random 
basis, without batching. An example is the posting of requisitions to a 
card stock-record file. 

Most data-processing involves master files of some kind, such as 
stock records, customers' ledgers, and personnel files. Maintaining these 
files up to the minute is not ordinarily necessary. It is more efficient under 
conventional methods to accumulate the transactions for posting, and with 
electronic equipment this is even more true. The processing of master 
files through an electronic system is usually the most time-consuming 
operation, so it is desirable to reduce the number of times the master file 
must be processed. 
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In some instances, it is necessary or desirable to have quick access to 
up-to-date balances or other information. T o accomplish this it is necessary 
( i  ) that transactions be posted immediately and (2) that the updated 
information be available quickly. In such instances, the use of magnetic 
tapes is too slow, and magnetic drums or other storage with shorter access 
times are used for master files. The storage capacity needed in such 
instances is substantially greater than is available in most electronic data-
processing systems. T o meet this need, one general-purpose system, the 
Univac File-Computer, has been designed with basic magnetic drum 
storage capacity of 180,000 character, expandable to 1 million characters. 
Most other systems have a capacity of only 10,000 to 40,000 characters. 
In this system, transactions may be posted from magnetic tape or other 
automatic input. They may also be entered directly from a large number 
of keyboards so that balances can be kept current as transactions occur, 
such as might be desired in a fast-moving inventory. At the same time, 
information as to balances is instantly available. 

A second system, IBM's RAMAC 305, is built around a 5 million 
character memory, consisting of a series of magnetic discs, much slower 
than magnetic drums. Input is by means of punched-cards only, and 
output may be punched into cards or printed a character at a time. Mag
netic tape is not used. 

Two other systems provide optional large-volume storage devices, in 
addition to conventional storage devices, to meet this need where it exists. 
The highest capacity of one system is 24 million digits, and of the other 
200 million digits, but the time required for access to stored information 
is much longer than with the more conventional storage devices. 

The concept of special-purpose electronic systems in contrast to general-
purpose systems, has some appeal. T  o repeat, a special-purpose system is 
one designed to perform only the operations necessary for a particular 
application, or for a limited number of applications. The tasks for which 
special-purpose systems have been designed, to the best of my knowledge, 
are all characterized by the need for almost instantaneous access to large 
amounts of information, together with the ability to update the information 
as transactions occur. One system is the Reservisor, which keeps an 
up-to-the-second inventory of unsold airline or railroad space. Another is 
the Magnetronic Savings Account System, designed to store, for instant 
access, the balances of savings accounts and related information. 

Of only limited interest to accountants, are the electronic computers 
designed not for business data processing but for scientific or engineering 
calculating. The two largest commercially available systems are Sperry 
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Rand's Univac Scientific and IBM's Type 704. Some of these systems 
are being used for accounting purposes, but such use is incidental to the 
technical use for which the equipment was acquired. 

A few minutes ago I made a brief reference to the program used by 
the machine, and mentioned that it was a simple operation to introduce this 
program into the machine^—after the program has been designed. I do not 
want to leave you with the wrong impression. Th e design of the program 
is not easy. It might be likened to writing a procedure manual in almost 
infinite detail, covering every conceivable type of transaction and variations, 
preceded by the design of the system itself. A program of several thousand 
steps is not unusual, and many programs would usually be required for one 
application. The necessary preparatory time is customarily measured in 
man-years, and a programming effort of 30 or 40 man-years for a large-
scale system would not be surprising. This preparatory cost represents 
in itself a major investment. 

I would like to close with a few personal observations. A year or two 
ago anyone able to take a detached view of the situation might have felt 
a certain lack of realism. We thought we heard the opening shots of the 
office revolution. From all sides came promises of startling savings in 
clerical costs. Some were so enthusiastic that they did not stop to count 
the costs; the advantages to management were so great that cost counting 
was a waste of time. Some were deploring the use of this lofty equipment 
for such prosaic tasks as payrolls, implying that nothing less than the 
management of a company was worthy of assignment to the electronic 
brains. There were even a few waiting hopefully for electronics to fall flat 
on its face. 

We now see signs of a more realistic approach. Some who entered the 
field early have gone through trying periods, and some are out of the woods. 
Substantial improvements have been achieved, even though savings have 
generally been less than expected. It is no longer fashionable to look 
down one's nose at applications of electronic equipment to routine record 
keeping. There have been improvements in production scheduling and in
ventory control. There have been some examples of "frontier" applications 
in connection with linear programming and Monte Carlo techniques. A 
few major organizational changes have been made to permit better utiliza
tion of large scale equipment, but most companies are moving slowly in 
changing existing patterns. There have been a few fiascos as a result of 
inadequate planning, and these are receiving much more attention than 
the more numerous examples of solid achievement. 

It is still too early to see precisely where we are going. Few large-scale 
systems are being fully utilized as yet. Only two large-scale systems have 
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been delivered in any quantity, and two medium-scale systems. Within 
the last two months, one medium-scale system was withdrawn from the 
market, but I would expect to find more tape-operated electronic systems 
delivered in the next year than have been installed up to this time. 

It does not seem too much of a risk, however, even for a conservative 
accountant, to say that data processing by electronics is here to stay. 



MANAGEMENT LOOKS AT DATA PROCESSING 

By JAMES W. PONTIUS 
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Schenectady, New York 

It is a privilege to participate in this third session of the Nineteenth 
Annual Institute of Accounting devoted to data processing. I come in a 
spirit of humbleness and a respect—not so much for what is known, but 
rather for what is not known about the powerful new automatic data 
processing systems. 

The comments which I shall make this afternoon are based on the 
experiences of many persons in operating a number of large and medium 
capacity systems for periods varying from several months to more than two 
and one-half years. The equipment has performed accurately and tirelessly. 
It has eliminated drudgery of clerical work. In general, it has lived up 
to the advance billing. In some cases, the net benefits received have gone 
beyond original expectations. 

This is particulrly true of the oldest installation at the Major Appliance 
and Television Receiver Division at Louisville, Kentucky. The first 
productive work to be handled by the electronic system there (without 
benefit of the old clerical procedures running in parallel), was completed 
October 22, 1954—over two and one-half years ago. The people assigned 
to that project soon discovered that you need a tough hide to be a pioneer. 
Fortunately they had the persistence to survive some early disappointments 
and carry the project through to fruition. In General Electric, the record 
of their accomplishments is becoming legend. 

In order that you may better understand the viewpoint from which I 
shall talk this this afternoon, I should like to preface my remarks with a 
brief explanation of the organization of our Company and my relationship 
to that organization. 

From a broad viewpoint, the Company is divided into oferecting com
fonents and services components. 

The operating organization is presently divided into 25 components 
called divisions. In general, each of these divisions is further segregated into 
departments. It is in these decentralized departments—about 125 of them 
—that the operating is really done. If total sales billed in 1956 and the 
total number of employees in the Company are divided by the number of 
departments, the average department—which does not exist, of course— 
appears to do an annual business of a little over $30 million and to have 
a few more than 2,000 employees. Each product department has its own 

S5 
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complete balance sheet and profit and loss statement. The management 
group is held responsible and accountable for the successful conduct of the 
business of the department and usually consists of a General Manager 
and five managers who carry out the principal work functions of engineer
ing, manufacturing, marketing, finance, and public and employee relations. 
As you can see, most of the employees of the Company work in the 
operating departments. 

The services components are responsible for assuring Company leader
ship, not in separate product fields, but in assigned functions such as 
accounting, engineering, legal, management consultation, manufacturing, 
marketing, public and employee relations, research and treasury. Respon
sibility for each service is assigned to an Officer of the Company who 
reports directly to the President. It is the job of each services component 
to assemble and make available funds of functional knowledge and experi
ence. The words which help describe the work of services people are 
namely, assisting, teaching, advising, counseling and recommending. 

It is in one of the nine services components—Accounting Services— 
that my work lies. The Officer having responsibility for Accounting 
Services is the Comptroller. Within the Comptroller's organization, seven 
kinds of accounting and financial services are rendered: general accounting, 
personnel accounting, cost accounting, tax accounting, measurements, office 
procedures, and financial personnel. I report to the Manager of Office 
Procedures Service. T o us, procedures work means systems analysis, the 
preparation of work distribution charts, work measurement, the design of 
new systems, and evaluation of the tools to do the work: electronic data 
processing systems, punched card equipment, and all other office appliances. 

In view of the relationship of OfBce Procedures Service to the decen
tralized departments, you can see that I am not a member of the manage
ment of an operating department and that the opinions of any one person 
in the Company such as myself do not necessarily represent the views of 
a specific department, of several departments, or of the Company as a 
whole. Neither do we have such a thing as Company policy on electronic 
data processing systems, punched card equipment, or other procedural tools 
or techniques. Each department makes its own decisions as to what equip
ment to use and places its own orders for that equipment. However, the 
comments I shall make should be representative of the knowledge and 
experience being gained as electronic data processing systems have been put 
in productive operation at many different locations in a wide variety of 
businesses within the Company. 

Now I realize that I have taken a great deal of your time on 
organizational background, but I think it is important to an understanding 
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of the standpoint from which I will talk. In trying to tell you how I think 
management looks at data processing in our Company, my comments will 
be divided into six parts. 

First, an explanation of the distinction made by management between 
office procedures work and data processing work in most depart
ments. 

Second, a discussion of the increasing emphasis being placed by man
agement on the integration of procedures between functions of the 
business so as to encompass an entire department. 

Third, some comments on the people selected by management to do 
the work. 

Fourth^ a recognition of the high dependence being placed on elec
tronic systems by management in carrying on the operations of the 
business. 

Fifth) some remarks on savings anticipated by management. 
Finally) a very brief description of two recent accomplishments by 

electronic data processing equipment in the area of accounting 
which should be of particular interest to the group assembled here 
today. 

As an aid in understanding the distinction made between procedures 
and data processing work, it should be remembered that, as one of the five 
men reporting to the manager of a department, the Manager-Finance is a 
sort of combination Comptroller and Treasurer in a business having an 
annual sales volume of about $30 million. Th e Manager-Finance usually 
divides his organization into subfunctions similar to those mentioned a 
moment ago: general accounting, cost accounting, personnel accounting, 
tax accounting, credit and collections, measurements, office procedures 
auditing, and, more recently, data processing. Responsibility for each of 
these areas may be assigned to separate individuals, or, in smaller depart
ments, two areas may be combined and assigned to the same person. For 
purposes of our discussion today, we are interested in two of these areas— 
and note that they are separate—office procedures on the one hand and 
data processing on the other. 

In some departments the office procedures organization has a long and 
well-earned reputation of accomplishment. In many more cases, the im
portance of the contribution to be made by procedures people was not 
fully recognized until the early logo's. Today each of the 125 or so 
departments has an office procedures organization. The size of the office 
procedures group in a department varies from a low of one man to a high 
of 12 to 15 men, depending on the size of the department and the nature 
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of its business. Again, the work elements usually assigned to office pro
cedures in an operating department are similar to their counterpart in the 
services component. 

The work of the procedures analysts, then, consists of the application 
of the techniques of systems analysis, the preparation of flow charts, the 
gathering of work volume statistics, preparation of work distribution charts, 
work measurement, work samplng, quality control, records, management, 
clerical cost control, design of new systems forms design and control, 
preparation of manuals, and so forth. Th e procedures analysts are also 
expected to have a knowledge of the various equipments they may select 
to do the work, such as electronic systems, punched card equipment, paper 
tape equipment, communications equipment, and other office appliances. 

In the case of new electronic installations, the procedures analysts 
usually carry their work on through design of the new system to preparation 
of detailed block diagrams, and ultimately to coding and debugging of 
instructions to be executed by the electronic system. But this is not a 
practice which is followed consistently in all departments. As the experience 
of the personnel operating the electronics system grows, the extent to 
which the procedures analysts participate in coding and debugging of 
instructions diminishes. In one or two of the oldest installations it is now 
feasible for the procedures analysts to go only so far as to define the input 
and the output and not to get into the coding and debugging at all. 

As in the case of many users, our earliest electronic installations were 
large capacity systems, principally because they were available first. Because 
the principles of electronic data processing were much less known than now 
(and we know little enough about them today) it became the practice for 
the procedures people not only to do the procedures analysis and coding, 
but also to make the conversion to electronic procedures and to operate 
the electronic equipment. These early installations were staffed with high 
caliber personnel and the projects seemed to progress exceptionally well, 
thus obscuring for a period the difference between office procedures work 
and what we call data processing work, that is, the operation of punched 
card and electronic data processing equipment. As time went on, the 
characteristics which distinguish the two became clearer. 

Procedures work involves not only the work described a moment ago, 
but also continuing vigilance and responsibility for making certain that the 
best procedures are in place at all times, in all areas. Creative thinking 
and new ideas coupled with tact, service, an eye to economics, and constant 
attention to the dynamic impact of procedures work on the profits of the 
business are prerequisites for the procedures job. 
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On the other hand, the data processing organization is charged with 
a hard-hitting, day-to-day operating job. The work is divided into four 
principal areas of responsibility: 

1. The first of these areas is fro cess flanning} that is, data process 
planning. This work includes the providing of assistance to pro
cedures personnel in preparing studies of new applications, the 
field testing of new equipment, preparation of cost estimates for 
processing, documentation of detailed instructions for operating 
the equipment, and maintenance of operative programs of coded 
instructions to electronic systems. 

2. The second area of responsibility is that of scheduling and measure
ment. This work includes (a) the usual control and scheduling 
of input papers, cards, or tapes and output cards, tapes, reports, 
and so forth; (b) the scheduling of time on each piece of punched 
card and electronic equipment; (c) maintenance of records of 
machine utilization and operating costs; and finally (d) measure
ment of the operation to make certain that space, equipment, per
sonnel and supples are being effectively utilized. 

3. The third area is the data processing operation. The words are al
most self-explanatory. This group provides data processing service 
to any function of the department in accordance with requirements. 
The work includes responsibility for meeting output schedules, 
accuracy of the output, an adequate program for preventive main
tenance of equipment, and inventories of cards, tapes and other 
supplies. 

4. The fourth and last area is systems and equifment investigations. 
This work includes responsibility for providing the most detailed 
and authoritative technical knowledge of equipment, both for the 
new and untried as well as for each machine or device in use. 

In general, no attempt is made to distinguish between the electronic 
and punched card equipment, such as placing the electronic equipment in a 
separate room or holding it out as being new and unique and not capable 
of being understood by operators of conventional punched card equipment. 
For the most part, electronic equipment and punched card equipment are 
regarded as being complementary. The increased emphasis being placed 
on integration of procedures in the Company is also confirming the logic 
of this viewpoint. 

In some cases, departments are establishing data processing organizations 
even though no large or medium capacity electronic system is in place. 
Here the formation of the new data processing organization has resulted 
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from the large size of the punched card installation with an increasing 
amount of expense to be controlled, the necessity for giving integrated 
data processing service to the entire department, and further planned 
increases in the amount of equipment being used. 

In many installations the electronic systems are serving both of the 
principal needs for new high speed automatic equipment, namely business 
data processing on one hand and mathematical computation for scientific 
and engineering applications on the other. At the present time, there are 
installed in the Company g large cafacity systems and 24 medium cafacity 
systems. For both capacities, the usage is divided almost equally between 
the business data processing and the mathematical applications. In addition 
to these installed systems, there are on order for delivery during the next 
year or so 5 large cafacity systems and 26 medium cafacity systems. 

In the case of the systems on order, all of the large capacity systems 
are to be used for mathematical computation, but 85 per cent of the 
medium capacity systems are for business data processing. For the data 
processing applications, you see in these figures clear evidence of the trend 
away from large systems to the medium capacity systems which began in 
the departments about two years ago. There are a number of reasons for 
this, one being the relatively small size of our decentralized departments, 
mentioned earlier, which makes it difficult to justify a large system in a 
single department. 

Furthermore, each decentralized department seems to enjoy its auto
nomy and simply wants its own equipment, even though greater savings 
may be possible by shared usage of a large capacity system that can usually 
perform work faster, more economically, and at a higher level of integra
tion. And, as some of the earlier presentations at this conference have 
emphasized, the original commitment for the one-shot costs of physical 
installation, procedures analysis, and conversion is much less for a medium 
capacity system. Ultimately, of course, the pendulum will probably swing 
back again to the large systems when two or three medium-capacity systems 
cannot handle the load of a single department. 

T  o date, the position of Manager-Data Processing has been established 
in 17 departments. 

Mr. Pinkerton emphasized the importance, the advantages, and the 
necessity of integrating procedures and data processing systems, and I do 
not think I need to dwell much further on the subject. I was glad to h&ar 
him call attention to the punched card as a sort of forgotten language which 
is, after all, much more common than punched paper tape, the latter having 
become, somehow, the symbol of the various data-storage media suitable 
for integrated data processing. 
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And here is some fuel for the fire Mr. Pinkerton was properly building 
under our failure to make sufficient use of original, one-time recordings 
of data which can be perpetuated automatically. I am almost embarrassed 
to confess that there are 1,450 keypunch and verifying machines in General 
Electric. With a girl attached to each machine, it is obvious that we have 
a very high manual content in a job which should be mechanical or elec
tronic. If 100 of those girls were put on each floor of a single building, a 
14-story building would be required to house all of them. 

In passing, it is of interest to note that the Services Officers of our 
Company have formally recognized the increasing opportunities for integra
tion of procedures and for application of modern data processing techniques 
to the business. Over a year ago the Officers responsible for Accounting 
Services, Engineering Services, Manufacturing Services, Marketing Ser
vices, and Public and Employee Relations Services made an objective review 
of the situation. These men agreed that procedures generally had failed 
to keep pace with decentralization and the physical growth of the Company, 
principally as a result of: 

a. First, a tendency to continue with old, inefficient, and cumbersome 
routines in decentralized operations, 

b. Second, the time lag in the adoption of new available procedures and 
modern processing equipment, and, 

c. Lastly, the tendency of both Operating and Services components to 
approach problems strictly on a functional basis, i.e. without proper 
correlation. The result was overlapping of work without proper 
regard to the process flow nature of paperwork throughout the entire 
business operation. 

The conclusion was reached that better data processing is an opportunity 
within each function of the business, but one which can be realized only 
when all functions of the business work together toward the common goals 
of faster communication, better control of the business, and reduced clerical 
costs. 

Toward accomplishing these goals, the Officers created an Integrated 
Procedures Council at the services level qualified to advise and counsel on 
data processing opportunities, joining together the best total interests of the 
five principal functions of the business. A member of each of the five 
services: accounting, engineering, manufacturing, marketing, and public 
arid employee relations, serves on the Council, with the Manager of Office 
Pr6cedures Service as Chairman. 
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In the words of the Services Officers, "It is expected that this Council 
will become a counterpart of organizations for similar purposes that have 
been or will be formed within operating departments." 

I want to say that no such widely heralded shortage of data processing 
personnel has developed within our Company as reflected in many publica
tions and in the proceedings of conferences of professional societies. For the 
most part, our departments have filled the need by developing people from 
their own ranks. 

Among the most valuable assets which persons have brought to this 
work in our Company are: 

1. A knowledge of the tools and techniques of procedures analysis 
which I mentioned earlier. 

2. A knowledge of punched card equipment and other office appliances. 
3. A knowledge of the way a given component does business, that is, 

its objectives and the ability to discriminate between those procedures 
which make a dynamic contribution to the profits of the component 
and those that do not. 

4. And very importantly, a logical mind with built-in imagination. 

Th e need for a mathematical background is increasing, with most of 
the emphasis on algebra (particularly matrix algebra) differential calculus, 
and numerical analysis. 

W e are also committed to the proposition that the procedures people 
who develop the applications in a given component should develop the 
authority of knowledge on which that component's management bases its 
decisions to use certain equipment. 

As more and more applications are placed on a particular electronic 
system at a particular location, it is becoming increasingly clear that many 
eggs are being placed in one basket. 

Naturally, management expects the electronic equipment to be accurate 
and reliable, and reports to be on time. I think I can bring home the 
extreme importance of dependability by describing the recent experience 
of one component. As I relate the story, imagine that you are the repre
sentative of management having responsibility for operating the electronic 
equipment. 

Until the first week in February of this year, it was possible to make 
the statement that no undetected errors had been made by any of the three 
large capacity systems used for business data processing for periods of one 
to two and one-half years. This excellent error-free period represents an 
accomplishment never approached with manual and mechanical procedures, 
and I do not wish to detract from that record. However, when the end 
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came there was no uncertainty as to the gravity of the situation. After being 
lulled to sleep by monotonous yearlong accuracy, the awakening is a very 
maturing experience. 

When it happened, the payroll of a department was being processed, 
and, while the errors were discovered before checks were distributed to 
employees, the errors were not known at the time the checks left the data 
processing area. I might add that in this particular installation more payroll 
checks are processed than in any other (about 25,000 each week), and 
that the checks are printed, automatically signed, and automatically stuffed 
and sealed in envelopes in a matter of minutes, for distribution to employees, 
without human inspection. 

The analysis of the errors indicated that the multiplying circuitry of 
the system does not always provide complete protection from equipment 
error. As is usually the case, though, man won out again and devised 
a subroutine of 20 instructions which checks the multiplier to detect mal
functioning before any damage has been done. 

From the auditing point of view, you will be interested in knowing that 
the errors were detected by payroll personnel in the operating departments 
in connection with their regular test checks of payroll registers prior to 
distribution of checks. As a matter of interest, the errors were caused by 
an intermittent high resistence short in a tiny capacitor, a 10-cent part of 
which there are about 20,000 in the electronic system. 

Although emergency use of another system was not needed in this 
case, it is of interest to note that when the system personnel immediately 
alerted the users of an identical system 70 miles away of the possible neces
sity for requesting emergency standby help in accordance with plans 
developed over a year and a half before, it was learned that engineers 
had begun to dismantle that system two days previously so that it could 
be replaced by a more advanced model. 

Two weeks later, the 20-instruction checking routine detected a similar 
malfunctioning of the equipment. As I indicated, an improvement had 
been made in that the errors were immediately detected early in the pro
cessing, but in this second case the period of time for which the computer 
was down was longer and the failure occurred at a more crucial point on 
the processing. 

Within the intervening two-week period, reciprocal arrangements had 
been made to use a third identical system 125 miles away. So, this time 
men and tapes were put in a Company plane and flown to that third 
system. The elapsed time from system to system was not quite three hours! 
Unfortunately, after one-half hour of operation at the new location, the 
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major power supply failed—the first failure of its kind in two years of 
operation. The story ends well because at this point the system at the home 
base went back on the air, and it has not failed since. 

With manufacturing applications on electronic systems, such equipment 
failures might well close a plant. Along with equipment failures, there are 
two other possibilities for similar concern: 

First, a strike by the operators of electronic systems. Although this 
situation does not exist in our Company, I understand that it is a very 
real problem at some locations where operators are unionized. 

Second, a strike by maintenance men. As you probably know, the 
maintenance men of one large supplier are unionized and those of 
another principal supplier are not. The situation has become critical 
twice in the past two years with agreements reached only hours before 
scheduled walkouts. 

In summary, the point here is that equipment can become inoperative 
for various reasons and that the increasing dependence being placed on it by 
business can have some very serious consequences. 

Savings 

The matter of savings is usually brought up whenever people discuss 
data processing. It seems to be popular to say that none of the electronic 
systems are saving money. I will turn it around the other way and say 
that in our Company the systems either are now pulling their own weight 
or are expected to when installation is complete. 

Contrary to reports in the trade papers, none of the installations in 
our Company has been of a research nature. Company appropriation 
routines require that these electronic installations be carefully planned and 
projected. Quarterly progress reports much be prepared and any significant 
variances from original estimates explained. 

As we all know, savings are difficult to measure, particularly the in
tangible values of better reports, faster reports, and reports not previously 
possible. If an electronic system should fail to produce more dollars of 
net profit after taxes, its days in our Company would surely be numbered. 

In general, we should be able to write off the costs of installation, 
systems analysis, coding, depreciation and other expenses in not longer than 
two to five years. If a system of this kind has not paid for itself by the 
midpoint (in three to four years) we may not be in position to keep up with 
our competitors who will be using the latest, most capable, and probably 
least costly equipment. 

Now I would like to tell you of two recent accomplishments by elec



MANAGEMENT LOOKS AT DATA PROCESSING 6  5 

tronic systems which I think are real forerunners of some things to come. 
It may be that others have completed similar projects, but, if so, I have no 
knowledge of them. 

On April I of this year one of the operating components with 2,000 
employees placed its entire bookkeeping system on magnetic tape. All 
transactions are recorded on only seven different designs of punched cards. 
The time-honored concept of journal entries has been discarded entirely. 
Within 36 hours after the end of the fiscal period, a large capacity elec
tronic system prepares magnetic tapes containing the payroll, subledgers, 
ledgers, trial balance, balance sheet, profit and loss statements—some 
35 or 40 additional reports which make up the financial reporting system, 
85 per cent of all checks to vendors, 90 per cent of all invoices, a complete 
set of responsibility accounting reports for 20 sections and 110 units, and 
others. 

The printing of the information on the output magnetic tapes is com
pleted three of four hours later, on the same day that processing began. 
Using the program as written, the books can be closed weekly if desired. 
Details are provided to meet U. S. Government billing and auditing require
ments. The component involved runs a job shop for the most part with 
about 8,000 so-called shop orders in use at any one time. Needless to say, 
this kind of accomplishment captures the enthusiasm of management. 
Competitive advantage is expected from such a system. 

The other milestone is the quarterly preparation of social security 
reports in the form of magnetic tape. Reports which used to consist of goo 
pages at one location now require 600 feet, or one-fourth of a reel, of 
magnetic tape. Perhaps some of you read the reports of this accomplish
ment in the papers several months ago. The reports contain the necessary 
information for 32,000 employees and have now been submitted for five 
quarterly periods. No errors or discrepancies of any kind have come to our 
attention. This accomplishment is all the more significant when it is 
realized that the Social Security Administration never would accept reports 
in the form of punched cards. 

Probably the most challenging part of data processing work is specifica
tion of new outputs. Here we could spend a great deal of time discussing 
information theory, decision making, systems concepts, etc. Suffice it to say 
that out of these data processing systems usually come pieces of paper: bills, 
balance sheets, checks, answers to mathematical problems of all kinds, 
reports of all kinds, etc. Generally the captions and headings for these 
answers and reports are specified across the top and down the side of a 
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sheet of paper. It is in the design of these reports used to control the 
business that management makes its real contribution; the procedures and 
data processing people simply provide the vehicle. 

In concluding my remarks, no better indication of the part computers 
are expected to play in the future of the Company could be given than that 
expressed by our President. I shall quote directly from Mr. Cordiner's 
Testimony on Automation given over a year ago before the Subcommittee 
on Economic Stabilization, Joint Congressional Committee on the Eco
nomic Report. After giving the Subcommittee some information concern
ing the number of computers used in the Company for data processing 
purposes and for engineering, Mr. Cordiner said this: 

"  I think these statistics, by themselves, tell you that our Company 
considers the computer a very important tool of modern business, in 
research, engineering, manufacturing, marketing, and accounting, 
"If there is one idea which I would like to leave with you today, it 
is that the computer represents an important extension of the powers 
of the mind of man. When the history of our age is written, I think 
it will record three profoundly important technological developments: 
"Nuclear energy> which tremendously increases the amount of energy 
available to do the world's work; 

"Automation, which greatly increases man's ability to use tools; 
"And comfutersy which multiply man's ability to do mental work. 
"Some of our engineers believe that of these three, the com'puter will 
bring the greatest benefit to man." 



ROADBLOCKS T O DATA PROCESSING 

By W. P. GITHENS


For H. F. VAN GORDER


United States Steel Corporation, Pittsburgh^ Pennsylvania 

When Mr. McCoy first asked me to meet with you at this nineteenth 
annual conference on Accounting, I was somewhat surprised to learn that 
the suggested subject of my talk was "Roadblocks in Data Processing." 

It was a refreshing experience to realize that others recognized the 
existence of roadblocks in data processing. But it was a real thrill to dis
cover that people wanted to talk about roadblocks and particularly that I 
would have the opportunity of expressing some of my thoughts on the 
subject. 

I relish this assignment in much the same way that a cat might relish 
the assignment of guarding the gold fish. 

For the past several years, it has been a popular pastime to regard data 
processing and electronic computers as the perfect mating of a problem and 
a solution. Of course, everyone admitted that there would be a period of 
adjustment, during which logical reasoning and compromise would resolve 
the newness of the relationship. 

More recently, many of us have had time to pause and reflect at greater 
length on our plans as we conceived them and our actual experiences to 
date. 

It is my conclusion that there are roadblocks and that they are greater 
in number and size than our original forecasts. My other conclusion is 
that these roadblocks will continue to exist but they can be removed more 
easily now that our experience has improved our vision. 

One word of caution, however: nothing should deter us from fully 
exploiting the processing of data with modern equipment such as comput
ers. We are here to increase our knowledge which, of course, will reduce 
our fear and increase our competence. 

Now to the subject "Roadblocks to Data Processing." 

T o be certain that we understand each other, let me first define data. 
T o the Accounting Department, which has been its foster father, data is 
one thing: it is cost accounting records, inventory ledgers, payroll checks, 
balance sheets and profit statements; to the manufacturing divisions, it is 
production records, operating statements, appropriation requests, manpower 
requirements, engineering standards and equipment loads; to Sales, it is 
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cost-price statistics, sales analyses and booking or new order records. T  o 
apply one short definition, "it is the numbers by which Management be
comes informed and informs others." 

What is the significance of data? In the past, it has had only one 
significance, namely it answered the historical questions: 

"Where have we been?" 
"What mistakes have we committed?" 
"Where have we failed to act?" 

It was useful insofar as it permitted Management to modify current 
practices to avoid past mistakes. 

The present concept of data adds two additional dimensions, current 
and future. Current data answers these questions: 

"What is the status of orders?" 
"What is the current forecasted profit?" 
"What equipment is over- or under-loaded?" 
"What is the condition of inventories?" 

Future data responds to the queries of: 

"How fast can we expand within our capital 
limitation ?" 

"What will physical plant requirements be in 
five years?" 

It is obvious that each of these dimensions requires enormous quantities 
of numbers in order to be operative. Whether an organization is large or 
small, the data requirements have multiplied several times to meet this new 
science of Management. Each attempt to project into the future, or to 
control more closely the current activity, requires more numbers. 

This growth was brought out quite vividly by Mr. Leon C. Guest, Jr., 
Comptroller of Sylvania Electric Products, at a recent AMA Conference. 
He stated that in 1940 there were 11 clerks for each 100 manufacturing 
employees5 in 1956, the ratio had risen to 18 clerks for each 100 manu
facturing employees and, if the trend were permitted for an additional 
15 years, the ratio would be 24 clerks per 100 manufacturing employees, 
or roughly 1 clerk for every 4 factory workers. 

This is the trend to which modern managements are responding when 
they recognize the necessity to develop the processing of data into a 
science. I consider this conceptual approach as an innovation. It is new 
when it is approached on an integrated basis. 

In the statement of Mr. van Gorder, Director of Methods Planning, 
U. S. Steel to the AMA Conference in 1953, he stated that, "The basic 
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concept of Integrated Data Processing is to make all data self-perpetuating. 
This means that data should be originally recorded in punched hole form 
and that subsequent processing should be automatic through the medium 
of punched tapes or cards. Prior accomplishments in this field, while 
valuable and useful, have been somewhat limited in scope in that usually 
they have been confined to individual phases of clerical responsibility. For 
example, past applications have been pin-pointed to serve a particular phase 
of accounting such as Accounts Payable, Payroll, etc. The Integrated 
Data Processing Program, on the other hand, visualizes and encompasses 
a larger area, starting with the basic records of sales, production, purchas
ing, etc., fully integrated along the line to make the fullest use of repetitive 
and common information. In other words, the clerical effort should be 
viewed as embracing a progressive mechanized correlation of data through 
all phases of operations." 

This was the pioneer approach to the establishment of data flow through 
common language equipment. Simultaneously, it was the first public 
attempt to coordinate all data processing on a functional basis rather than 
on an organizational basis. 

Our good friends at General Electric were the first to adopt and 
install another pioneer approach to data processing: the use of an electronic 
computer. They recognized that the combination of stored program
ming, tremendous calculating speeds and revolutionary input-output devices 
would help to overcome certain data processing problems. Other companies 
have contributed greatly to this new science in other ways. In 1953, it 
was virtually impossible to obtain reference material on the subject. In 
1957, it is almost impossible to escape it. 

Does that mean that any company that enters the data processing field 
now is assured of an easy comfortable route to his objective ? I think not. 
Consider, for each company, that initially the route to modern data pro
cessing is a long unmarked wilderness trail, over which a smooth ribbon of 
concrete super-highway must be constructed, before an efficient traffic flow 
of data can be established. 

What are the blocks to constructing that road? I am certain that each 
company will have its proper share of particular road blocks, but I feel 
certain that most companies will share common experience in hurdling 
four major categories of road blocks. 

I am not a highway engineer but it has been my observation that road 
building consists of 4 phases: Establishing the terminals; surveying the 
route; building the bridges and then constructing the highway. 

Therefore, I shall categorize my remarks concerning road blocks in 4 
similar phases. 
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1. The search or topography roadblocks: We will consider, in this 
category, the germination of the concept and the early awakening of the 
organization to the necessity of establishing data processing objectives or 
terminals, mainly at the top levels of Management. 

2. The survey roadblocks: Here we will review the problems of 
undertaking a comprehensive detailed survey of the alternative routes 
available to the objective. 

3. The Bridge Building Roadblocks: This phase will include con
sideration of the road blocks encountered in the pre-installation planning. 

4. The Road Construction Roadblocks: After all irregularities have 
been avoided or bridged, the concrete can be poured. In our simile, we 
shall consider this to be the installation phase and here we shall review road 
blocks accompanying the installation. 

Before a road can be built, a basic decision is required, namely where 
shall the terminal points be? The starting point is fairly easy to describe; 
the road will start wherever we may be today. There is very little choice 
on that issue. But, the question, "T o what near or distant point do we 
wish to build" is more difficult to answer. 

Business managers can usualy tell you what their plans or hopes for 
the future are in terms of sales, products, factories or markets. But who, 
prior to the inception of an ID P program, can forecast where the future 
objective of data processing lies in his company? 

This requires a conceptual ability in a relatively new field. How many 
individuals are there available in any organization who have the rare 
combination of acute sensitivity to clerical activity and visionary thinking? 
How many men can divorce themselves from the momentary pressures 
of fulfilling assigned responsibilities, quickly review some highpoints and 
then produce a practical, yet idealized, creation? This is the type of man 
necessary to determine the final objective or terminus of the road for 
integration of data processing. This is roadblock Number 1. It results 
either from the lack of qualified "creators" in the organization, or, from 
the lack of stimulation to perform their particular wizardy. Certainly, 
it is possible to avoid this roadblock by looking at the plans of neighbors, 
and by judiciously juggling to create an "original." Actually, with the 
fine inter-company communications avenues which exist on this subject at 
present, it would be shocking to find one firm that could honestly claim 
its objectives were 100 per cent original and home grown. The important 
point is that someone in the topmost echelon of management must be bitten 
by the IDP "bug" and must establish a set of general objectives. 
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The concept must then be transmitted to other members of top man
agement via an infiltration or "soft-sell" campaign. This is another 
roadblock. 

Interest in a clerical work force, or in the routine processing of paper 
work, it must be admitted, is many miles away from top Management's 
primary area of operational control. Therefore, a long-range data pro
cessing program does not appear to most business managers to have the 
urgency, importance or pertinence of a program to recruit engineering 
personnel, or to obtain maximum factory efficiency, or to determine the 
optimum long-range appropriation program or any one of a host of other 
significant Management control programs. 

However, sooner or later, our creator must have gently pushed his 
foot into every available executive doorway until he has sold the concept 
and has inspired sufficient confidence among top management to encourage 
him to look further into the more specific geographic characteristics of 
the objective. 

He now feels the need to obtain assistance through technical personnel 
on his staff to get a better feel of the area. This is where the next roadblock 
is encountered. Qualified technical personnel are difficult to obtain. They 
can be bought on the outside or they can be trained from among the present 
force. Either alternative takes time and each has its own advantages and 
disadvantages which it is beyond the scope of this paper to describe. 

However, let us presume again that this roadblock has been overcome 
and that the next big roadblock is one dealing with equipment. One of 
the big items which initially incited our creator to take the long look at 
future data processing objectives were glowing trade reports on equipment 
innovations. Slightly closer examination, however, reveals that the equip
ment of today is really the equipment of tomorrow. The magic black 
boxes, which, as a supplement to the productive process, take orders from 
the sales force, spew them into the factory in the form of consolidated 
production planning schedules, feed them back as production tickets for 
payroll and cost accounting, and finally spurt out invoices to the customer, 
are not quite ready. 

This latter statement is a slight exaggeration and will, no doubt, 
cause me to render apologies to my good friends in the office equipment 
industry. However, if this fantasy serves to emphasize the conditioned 
reflexes of a creator to the combined circumstances of a sea of paper and 
prematurely exuberant office equipment sales campaigns, it will have served 
its purpose. 
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I believe this roadblock is gradually disappearing as the equipment 
manufacturers adopt a more realistic program of equipment announcements 
and defer sales campaigns until the pilot models have been tested. 

At any rate, this roadblock may be expected to have a tempering effect. 
It may cause a decision to downgrade the program objective or it may 
cause a change in timetables. 

The phase which I have described thus far will consume much or little 
time depending upon the organizational structure, individual personalities, 
the recognition of urgency to stem the paper work flood, or the stimulation 
to keep up with the neighbors. 

As soon as the broad objective has permeated the upper echelons and 
the terms "electronic," "micro-seconds," "magnetic tape," "input," etc., 
have become popular, it is time to undertake the "feasibility study." This 
is the highway survey and is a more detailed attempt to determine several 
questions. 

1. What will the tangible and intangible benefits of the program be? 

2. What functions will be integrated or mechanized? 

3. What equipment and personnel will be required? 

The president of one electronic computer manufacturer recently re
ported that "some large companies are spending from $200,000 to 
$750,000 just for computer feasibility studies." Obtaining approval to 
spend that much money for a survey is a roadblock which very few can 
overcome. On the other hand, some tentative conclusions recently released 
by Prof. Herbert Simon of Carnegie Institute's Graduate School of Indus
trial Administration regarding a study he is conducting on executive 
decision making, points out that the crucial point in deciding to install 
a computer is deciding to investigate its applicability. Practically every 
company studied, that had conducted a computer survey, went on to 
install one. He further generalizes that any executive decision to investigate 
an area can often be tantamount to going into it. 

Now, if this is true, I suggest you immediately plunk your survey 
appropriation into data processing equipment and avoid the other survey 
roadblocks. Obviously such an approach is impractical, so, I think, we will 
look more closely at the survey. 

A survey of any dimensions requires manpower. Unfortunately, quali
fied manpower is scarce. I mentioned this before but I wish to emphasize 
the point. One good man can probably provide enough guidance to assist 
in the early top management phase, but, if the survey is to be concluded 
within a reasonable period of time, several more will be required. Personnel 
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selection and training either in equipment or company practices is time-
consuming and expensive. This unproductive time sets the time tables 
back more than was expected. 

The selection of applications to be studied may become a road block. 
Suddenly every clerical function in the organization may become suspect. 
By the time the ardor has been cooled for automating the stenographic pool, 
a fire may be set under the credit department to "live modern—smoke a 
computer." Gradually the competitive surveyors withdraw somewhat and 
the realistic applications get staked out. 

As more and more detail regarding each application is accumulated, it 
becomes obvious that very few clerks follow the procedure instructions as 
written. Each function has its own series of closed loops and the obtaining 
of adequate information takes twice as long as anticipated. The establish^ 
ment of volumes and clerical loads further slows down the time survey. 
Obviously, the time table has to be moved back again. 

Simultaneously, with the application survey, the equipment survey 
moves into high gear. Becoming familiar with the advantages and dis
advantages of the characteristics of several computers is no mean roadblock. 
Multiplexers, index registers, redundancy checks, drum storage, program
matics, electrostatic storage and hundreds of other new terms suddenly 
confront us and become monsters which require understanding before they 
can be domesticated. 

Finally, all pieces start fitting together and the economics equation 
begins to take shape. The economics equation relates total estimated cost 
of the proposed system with the cost of the present system. Its purpose 
is to tell us whether we are in the ball park as players in the new science. 
W e may be faced immediately with a tremendous problem if the economics 
equation comes up with a deficit. In many organizations that are surveying 
their data processing systems, the accounting or financial department has 
furnished the major impetus. This is a natural outgrowth of the account
ing department's historic control of record keeping and its greater con
sequent familiarity with paper work processing. 

As a condition of this authority, the Accounting department is responsi
ble for keeping its internal operating cost to a minimum commensurate 
with the services it renders. It is, therefore, small wonder that any potential 
Accounting department cost increase, due to the installation of a computer, 
may meet with immediate disfavor. This explains in part why computers, 
as part of data processing systems, are considered solely as cost reduction 
tools by many companies. The overcoming of this potential roadblock 
is one which will require all of the imagination and initiative that can be 
mustered. 
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If the survey has been conducted in accordance with the concept of 
integrated function and the net result still shows increased costs, we can 
look to the research and engineering departments for assistance to pay for 
the electronic portion of the system. Many companies have been able to 
find sufficient intangible benefits within the engineering department to 
make this computer portion of the system desirable, and to place the entire 
revised system in the black as a consequence. 

The economics equation issue having been settled to the satisfaction of 
all concerned and the decision to proceed having been made, we now 
undergo the pre-installation planning or bridge-building program. 

The odds are fairly long that this phase will be established in several 
stages. This should not be construed to be a matter of choice. I  t is a result 
of practical roadblocks. A comprehensive integrated data processing 
program encompasses the entire paper work flow in a unit. Visualize, if you 
will, for a moment, how many people would be required to establish 
the relationship among every copy of every record flowing through your 
own organization. This may be the long-range objective, but the routine 
functions of the organization would most certainly grind to a sudden halt 
if a one-shot program were to be planned and installed. 

The first roadblock in planning has to do with people. I will not bore 
you with a reiteration of the lack of trained systems analyst-technicians. 
Nor, will I mention that, partly due to this lack, and prior to doing any 
planning, every one in the organization who will participate in significant 
portions of the program has to be educated. This may consume only a day 
for those furthest removed from the impact of the program, or it may 
consume several weeks for the prime movers. 

This is only one portion of the personnel roadblock during the bridge 
building or planning phase. For every staff man who will actually perform 
the digging and construction, there usually must be one or more line super
visors to whom he must look for the accumulation of planning data and for 
consultation. A tremendous burden is placed on line supervisors to perform 
their regular functions plus these planning functions. As the planning 
progresses, minute details must be ferreted out from people to insure that 
the new system will not only produce results efficiently but also that the 
results will be necessary. As you have undoubtedly found in your own 
organizations, established records and reports are difficult to disengage 
from the clutches of the recipients. T  o the individual, they represent 
stability and certainty. Th e effect of possible record changes motivate 
different people in different ways. For example: 

A routine inquiry regarding the usefulness of a particular report to a 
particular individual may suddenly become an affront. 
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An attempt to eliminate or summarize data on another record may 
bring up the anguished cry of "How can I perform an analysis if it is 
required?" 

An attempt to establish predetermined characteristics of exceptional 
conditions may be met with a blank stare. 

A suggested change in coding or a minor modification of coding may 
be rebuffed on the grounds that it took 20 years to perfect the present code 
and 20 more years to train the present organization in its use. 

Again, I am exaggerating for emphasis. In general, first line and 
middle management people are reasonable and cooperative about changes 
in system. However, it should be pointed out that the minority who are 
unreasonable and uncooperative present a forbidding roadblock. 

The equipment road blocks we can depend upon encountering during 
the bridge building or planning phase can scarcely be by-passed in this 
presentation. If, during the course of establishing a new procedure, you 
can imagine the necessity to spell out instructions in the finest possible 
clerical detail, then you can conceive of the extent of the equipment 
problem. Consider, for a moment, instructions such as the following being 
written for a manual clerical operation: 

1. Place one hand on lower surface of center desk drawer. 
2. Pull drawer toward abdomen to open. 
3. Grasp pencil in right hand (or left hand, if left handed) and remove 

from drawer. 
4. Push drawer away from abdomen to close. 
5. Place pencil on desk. 
6. Repeat operations 1 through 4 on upper right desk drawer to 

obtain form No. 1466. 
7. Place form on desk. 

Instructions 8 through 800 would probably be sufficient to permit the 
filling out of the first record. 

I agree with you that it is ridiculous to think that we would ever hire 
clerks who were so inapt and unskilled as to require this treatment. Yet, 
we are buying or leasing equipment for I.D.P. systems which require 
this exactitude. The man who coined the phrase "Giant Brains" to 
describe electronic computers was the greatest showman since P. T  . 
Barnum. I trust you are aware that I am not underselling the strength 
of these benefactors to our economy. My sole purpose is to pose the road
blocks inherent in the construction of I.D.P. equipment, particularly in 
the electronic computers, but present to a much lesser degree in the related 
paper tape input-output units. 
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This equipment programming portion of the planning phase eats man
power in bites of months rather than days. Initially, the only attack upon 
this roadblock was by frontal assault, of massed programmers. Gradually, 
science is creeping into this area, I am happy to report. Automatic pro
gramming routines are taking over some of the more dogmatic problems. 
I feel certain that, in the not too distant future, modifications in equipment 
and improved techniques and knowledge will provide even greater assist
ance than presently possible. 

Planning includes debugging or system proving practices. The several 
roadblocks encountered here deal with the assimilation of normal system 
data and the equipment. Since the system has been constructed to handle 
the major data flow as well as the minor exceptional conditions, it is neces
sary to build a small data model which will incorporate every possible 
exceptional case. At the time of the survey, it was assumed that all excep
tional cases had been corralled. Closer inspection, however, of the output 
from test runs invariably stimulates supervisory management to think of 
a few more exceptions for which coverage has not been provided. 

This occurs simultaneously with the physical convergence of the plan
ners with the equipment. Up to this point, the planners have been com
pletely confident of their knowledge of equipment. The moment that the 
planner sits before the keyboard or the console, however, and attempts to 
run the first routine, he discovers that his comprehension of logic and the 
machine's understanding on the subject are somewhat askew. Visibly 
shaken, he retires to his cubicle, where he tears apart the defeated routines 
and starts rebuilding or perhaps patching in preparation for the next on
slaught. This may be repeated several times until he finally conquers the 
equipment. 

Establishment of organizational responsibilities and job descriptions, 
indoctrination programs for employees, selection and training of operating 
personnel and supervision, physical placement of equipment, including 
associated office rearrangement and reconstruction, design and procurement 
of forms and other similar areas present particular roadblocks during the 
planning phases, but I am afraid that we will have to omit their considera
tion due to lack of time. 

Confidence runs rampant among all levels of management when word 
is transmitted that the final roadbuilding construction can be started. The 
system is ready to be installed on a parallel basis. New clerical procedures, 
new forms for data origination, controls and reports, equipment operator 
instructions and associated information is issued. 

At the moment the new system is installed the personnel concerned 
discover that each day consists of only 24 hours and that this is insufficient. 
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Although, from the final debugging phase, it appeared that everything was 
under control, this is not really the case. Exceptions now arise at the 
data originating point and no provision for them has been made in the 
instructions or form layout. In addition, clerks and machine operators who 
have apparently understood what was to be placed in each section of the 
form, treat the new forms as though they have never seen them. 

These items may not be caught until they reach the next stage of pro
cessing. If the next stage is a paper tape driven machine, attempts may 
be made to correct the original boner with an additional boner, just to 
keep the work flowing. At some processing point, however, the system 
will start to creak and slow down due to the improper condition of the 
original data. 

It is certain that when improperly prepared data reaches a tabulating 
or computer processing routine, particularly the latter, the system will stop 
completely. This is the point at which human intervention and ingenuity 
cease and the equipment becomes sole master. 

One of the dominant characteristics of computers is that they will treat 
only data which is io  o per cent properly prepared, and process only 
problems for which they have been programmed. A single misplaced digit, 
a missing digit, or an excessive digit all have the same eifect. The computer 
stops and the giant, which is capable of calculating several thousand multi
plications per minute, stupidly blinks its electronic tubes at the operator. 
The insertion of a data problem condition for which no program loop has 
been built into the routine has an identical effect. This rigidity of equipment 
dictatorship is difficult to comprehend by personnel beyond the confines of 
the equipment room. This, together with the roadblock of proprietorship, 
which we shall next discuss, assists in the stimulation of irritability between 
data originating and data processing personnel. 

A data processing program requires the shifting of paperwork processing 
responsibilities. This may be due to such things as the elimination of 
duplicate record maintenance or to the establishment of centralized pro
cessing centers. This poses the roadblock of proprietorship. 

Most data processing in the past has been performed on a decentralized 
basis in which case the individual supervisor processed all data relating to 
all phases of his own responsibility. He has been responsible for originating, 
processing and reporting. 

As we know, the concept of integration and mechanization destroys 
this pattern. Now the supervisor may find it necessary to originate data 
with an improved degreee of perfection and to forward it for processing 
on a more formal fixed schedule to a relative outsider, departmentally. 
On the reporting side, the supervisor may feel that he is accepting reports 
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which have been developed by personnel who are not aware of the signifi
cance or who are not responsible for the reasonableness of the completed 
records. These elements from the viewpoint of line supervision, together 
with the equipment and associated data rigidities from the standpoint of 
data processing center supervision, may cause periodic misunderstandings. 

When the program is established on a plant basis, local greasing of the 
gears may be applied by local supervision: the plant manager, plant comp
troller, etc. However, when the program calls for physical removal of data 
to other locations, more lines of authority become involved. The parti
cipants and their superiors may be several boxes apart on an organization 
chart and so the misunderstandings may encompass several plants or 
divisions of the company. 

Time will not permit a full rundown of other particular roadblocks 
during the installation phase. It should be sufficient to point out that the 
meticulous plans to integrate personnel, equipment and data requirements 
will seldom be installed without constant revision of the many details 
inherent in such a large undertaking. 

If you now have been completely discouraged from attempting to 
establish a coordinated data processing program, this paper may be con
sidered a resounding success insofar as it has presented the case for the 
assigned topic. 

However, I now wish to assure you that we have been faced with many 
of these roadblocks in United States Steel. We are finding new ones every 
day but we feel that, to date, the results are worth many times the effort 
to overcome the roadblocks. 

I wish we could state that our original objectives are identical with our 
present objectives, that all our survey work has been completed, that all 
bridges have been solidly constructed and all the highway construction 
has been completed. 

Unfortunately, it appears that progress will not stop long enough to 
permit us ever to be at that point. I do believe, however, that we are 
learning more about this new science each day and becoming adept at 
handling new roadblocks. W e feel it is the only way that we can cope 
with the need for increased data which will permit us to meet and maintain 
our over-all corporation objectives. 
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A pioneer in education for the professional practice of accounting, 
Professor Kester organized the College of Accountancy in the School of 
Business in Columbia University, a three-year course of training for the 
practice of accountancy based on two years of liberal arts work. 

He graduated from Missouri Wesleyan College in 1902 and after a 
few years in other occupations, taught and practiced accountancy in 
Colorado where he received his C.P.A. certificate. He came to New 
York in 1915 to develop the accounting courses at Columbia University 
and was later made Professor of Accounting in the School of Business 
from which he retired as Professor Emeritus in 1948. 

In World Wa r I he was on staff of Boyce, Hughes and Farrell and 
was engaged in work for the Alien Property Custodian and the Wa r In
dustries Board. He received the degree of Ph.D. from Columbia Uni
versity in 1919, and was in charge of research and development of the 
National Association of Cost Accountants from 1925 until 1929. 

He served as one of a committee of three to redraft the provisions of 
the Revenue Act of 1938, providing for the use for Federal tax purposes, 
of the last-in, first-out method of inventory valuation. 

He was the author of Accounting Princiflesy Advanced Accounting, 
Accounting Applications to various forms of business and industry; was co
author, with S. B. Koopman, of Fundamentals of Accounting and Book
keefing and was former coeditor of the magazine Administration. His 
writings showed great clarity and originality of thought and are widely 
used in the various universities and by practicing accountants. 

He has been president of the Colorado State Board of C.P.A. Examin
ers and of the American Accounting Association. He will be long remem
bered for has outstanding services to the practice and to the teaching of 
professional accountancy. 

As an inspiring teacher, as a gifted author, and as one whose leader
ship has been an inspiration in the development of acccounting education, 
the Board of Nominations is happy and proud to present Ray Bernard 
Kester. 

Professor Miller was a man of vigorous personality and strong con
victions, devoted to his profession and his students, and particularly to 
The Ohio State University. His dedication to the highest standards of 
scholarship and his administrative ability made him an ideal leader, both 
as an educator and as a member of his profession. 

He was a member of the staff of Scovell, Wellington and Company, 
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New York, in 1921 and then became secretary of the American Motor 
Car Company in 1922. In 1923 he joined the teaching staff at The Ohio 
State University, remaining until 1925, when he became instructor at 
the University of Wisconsin. In 1926 he returned to the staff of The 
Ohio State University, was named Professor of Accounting in 1934 and 
became Chairman of the Department of Accounting in 1946. He was 
a native of Columbus and graduated from the North High School. He 
was active in campus, affairs and directed The Ohio State University 
Annual Institute on Accounting. 

Mr. Miller served in the regular navy during World War I and in the 
naval reserve from 1925 until 1954, retiring with the rank of captain. 
During World War I  I he was Supervisor of Cost Inspection for the Fourth 
Naval District. He was president of the Ohio Society of Certified Public 
Accountants from 1934 to 1936 and was president of the American Ac
counting Association in 1947 and president of the Grand Council of 
Beta Alpha Psi in 1941. He was a member of the Executive Committee 
of the Commission on Standards of Education and Experience for C.P.A.s. 

He contributed many articles to technical and professional journals, 
and with Jacob B. Taylor, wrote Intermediate Accounting, CJP.A. Prob
lems and Solutions to C.P.A. Problems, all of which are standard texts in 
their field. 

For his many years of devoted service to the profession of accounting, 
as an inspiring teacher and educational administrator, the Board of Nomina
tions of The Ohio State University Accounting Hall of Fame is proud and 
happy to present Hermann Clinton Miller. 



EDUCATION FOR BUSINESS: 
A DYNAMIC CONCEPT AND PROCESS 

By THOMAS H . CARROLL 

Vice President, The Ford Foundation^ New York 

Economist Gerhard Colm has recently stated: 
When Henry Thoreau wrote that Walden Pond offered him every

thing he needed, the United States had a population of about 23 million. 
In 1957 we expect a population almost ten times as large. T  o provide 
a reasonable degree of comfort for more than 220 million people requires 
a large and growing amount of production. Emphasizing the need for 
material goods is not materialistic as long as we recognize that production 
is not an end in itself but is useful only in support of a dignified life for a 
free people.1 

It has been estimated recently that more than one third of today's gross 
national product of the United States is attributable to research and develop
ment of the past 10 years. As one example, it is reported that Radio 
Corporation of America attributes four-fifths of its current sales volume to 
products that did not exist a decade ago. 

These observations help set the stage to consider the subject, "Education 
for Business: A Dynamic Concept and Process." Unquestionably, there 
are forces acting to change our industrial society, and the rate of change 
has been increasing in recent years. "Progress" and "change" are not 
synonymous, but it is difficult to conceive of progress without some change. 
We need not only new ideas and concepts. We need more effective and 
useful combinations of those we already have. 

The Ford Foundation, with which I am associated, is substantially 
an educational enterprise. The Foundation has made grants principally, 
though not exclusively, to support the work of faculty members, research 
personnel, and students in colleges, universities, and research institutions. 
Our program in Economic Development and Administration comes under 
my so-called "initial cognizance." In order to insure against too academic 
an approach, we have invited leading men of affairs to meet with us 
from time to time. From these non-academicians we solicit advice on the 
directions in which the program has been moving and on the problems to 
which they believe we should give future attention. 

At one of these recent meetings, the able top executive of one of 
America's large corporations suggested seriously that "the training for 
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business given on the campus—particularly at the undergraduate level— 
tends to spoil the kids for business." College students, he said, need to get 
broader, more liberal educational background; the business firm, he added, 
is a better place to learn the "how-to-do-it" techniques. There was no 
dissent among those present. 

Professors and administrative officials of schools of business are, of 
course, accustomed to slighting remarks by "unworldly souls" in academic 
life who may regard business as not quite "respectable." But these were 
hardheaded, successful business executives who are active also in educational 
affairs and who devote a surprising amount of time in reflection on optimum 
education as preparation for business. 

Their opinions are not novel. Indeed, it apparently has become fashion
able for corporation executives to stress in public speeches the value of 
a broad, liberal education for a business career. Yet, the people who actually 
recruit college graduates for positions in the same corporation seek persons 
with narrowly specialized training. This is particularly the case—and un
derstandably so—for companies which do not offer special training pro
grams for college graduates and other potential executive material, but 
recruit instead for specific positions. In his provocative book, The Organi
zation Man, William H. Whyte wryly observes: "Between 1953 and 
1956, the number of business speeches bewailing over-specialization in
creased. So did the demand for specialists." 

There is clearly a need for systematic study of the basis on which 
businessmen actually hire and promote within their organizations if one is 
to develop a workable—though certainly not ^unalterabl e and universally 
acceptable—answer to the question: What is optimum education for busi
ness competence and responsibility? 

Although historically the major foundations have not given any sig
nificant support or even much attention to business and educational prep
aration for it, two of the three largest foundations have recently addressed 
themselves specifically to this problem. The Carnegie Corporation has 
made a grant to Swarthmore College under which Dr. Frank Pierson, 
Professor of Economics, will head a study of business education. This is 
one in the series of studies of professional education supported by that 
foundation. The Ford Foundation has been giving serious thought and 
consideration to this area since early 1954. Last fall, it appointed to its 
staff Dr. R. A. Gordon, Professor of Economics at the University of 
California (Berkeley), who will direct a study of education for business 
while on leave of absence from the University. He will make a report 
primarily for the Foundation's internal use in helping to guide its activities 
in the field of business education. 
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Impressed with the need for relating the objectives and educational 
methods of the schools to the requirements of business and society, Dr. 
Gordon's group is devoting a large part of its attention to the character 
of the market being served by the business schools. They have come across 
several "gold mines" of relevant data on the effect of educational 
background on "business success" that have been collected by several firms. 
Much of the ore from these mines is still to be assayed. 

For example, in one company all employees at a certain management 
level were subject to exhaustive interviews by a staff of management 
consultants. The same procedure was applied to a group three salary levels 
below them. By pairing people of similar lengths of service, an attempt 
is being made to determine the qualities that caused some people to rise 
faster than others. It will be interesting to see if educational factors can 
be isolated from the mass of data available and if meaningful implications 
for changes in business education can be drawn. 

As a result of a hard look at the organization and functioning of the 
business firm, Dr. Gordon^ group hopes to emerge with a fresh image of 
the range of activities and responsibilities involved in "business." Everybody 
in business education "knows" or thinks he knows what business is all 
about. But how valid is each picture? For example: Is business a profes
sion? What are the similarities and differences between business and 
the traditional profession and what are the implications for "professional" 
education for business? What about the importance of the "management" 
function? Should education for management be the central theme of 
business training at the college level? At the graduate school level? Or 
does this emphasis merely produce graduates with delusions of grandeur, 
who are disappointed if they do not become vice presidents within a short 
period? 

Many important educational issues hinge on the answers to questions 
such as these: What kinds of business training seem best for specified 
purposes? What are the relative merits of generalized versus specialized 
training? What is the optimum amount and kind of liberal arts education 
for the businessman? What is the place of the social sciences in business 
education? What is the relative importance of personal qualities? In what 
ways can the schools identify and develop them? 

By focusing on that part of the curriculum expressly designed to train 
for business competence, Dr. Gordon and his associates hope to shed new 
light on a number of factors. Among them are: the relative emphasis to be 
placed in the curriculum on business administration as applied social science 
compared with applied economics; the value of practice in simulated deci
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sion-making as opposed to the gaining of fundamental knowledge and 
techniques to aid the decision-maker; and the effect of external environ
ment on the firm as opposed to an emphasis on internal operations. 

Dr. Gordon's group will devote some time to investigating the 
varieties of education for business presently offered in the colleges and 
universities. They rely for much of this information, however, on the 
Swarthmore study, which will emphasize a detailed survey of current 
practices in business education. 

It is certain that all these investigators will find business education 
in anything but a quiescent state. While in some quarters business subjects 
are being taught in the same way and with the same curriculum over a 
number of decades, other places are full of new ideas and new experiments. 

I should like to report on a few of the developments, diverse in 
direction, but all encouraging in that they are evidence that business 
education has at least some part of the dynamic quality of American business 
enterprise itself. No one of these, in my opinion, represents the best 
approach that all others should emulate. But they all offer creative ideas 
for possible local adaptation at other schools. In general, these developments 
represent a movement away from a series of more or less unrelated, nar
rowly vocational courses offering descriptions of more or less current 
business practice. The encouraging movements have been in the direction 
of fewer, broader, and more closely integrated courses. 

One of the most influential forces in modern education for business is 
the clinical approach to administration. This is typified, of course, by the 
case method pioneered at the Graduate School of Business Administration 
at Harvard and adopted either largely or in part at numerous other 
business schools, both graduate and undergraduate, at home and abroad. 
There are, in fact, few institutions where at least some of the courses do 
not employ the case method. The "case" is not used merely as an illustra
tion of business practice but as a device to subject the student to the type 
of intellectual process that it is assumed he will be called upon to perform 
in the business world: the process of arriving at decisions after consideration 
of complex data that must first be sorted out from a welter of irrelevant 
information. 

Use of the case method in business administration teaching is hardly 
new any longer. But there is a recent movement toward a decentralization 
of case gathering activity. At more and more institutions, faculty are 
going out into the field, developing their own cases, and absorbing at first 
hand the flavor of actual business operations. 

This development has been aided by a summer seminar at the Harvard 
Business School to which faculty members of schools of business throughout 
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the country are selected for intensive training under fellowship appoint
ments in case research, case writing, case teaching, and grading. An active 
"alumni association" of participants in the program, which is now going 
into its third year, is working on plans to set up a national clearing house 
mechanism for the exchange of original cases and for encouraging this 
activity at their home campuses. It is axiomatic that the professor who is 
involved in this field work and in the writing of a case based upon it is a 
better teacher of cases than the one who uses only the case products of 
others. 

It is interesting to observe, incidentally, the extent to which centers of 
instruction in business administration throughout the world look to the case 
method as a promising way of introducing training in business administration 
in places where none has previously existed. For example, at Lille in the 
northern textile district of France, at the University of Istanbul in Turkey, 
at Turin in the industrial heart of Italy, business educators are actively 
engaged in preparing "home grown" cases, which, of course, suit their 
needs better than translations of American cases. 

Another important—and considerably newer—development in modern 
business education is the school that directs itself toward disciplines under
lying business administration, i.e. the social sciences primarily, as well as 
the physical sciences and mathematics. These schools emphasize business 
as a profession and seek to steer education for it along the general lines 
of other professional education. 

A comparison with the evolution of medical education is illuminating. 
During the nineteenth century, except in the Germanic countries, medical 
practitioners taught in hospitals under an apprenticeship system. Observa
tion of practice and subsequent discussion proved effective in preventing 
what Dean Allen Wallis of the University of Chicago has described as 
"new kinds of errors." It is his contention, however, that "this system 
did not promote the discovery of new truths or of a profound and growing 
understanding of health, disease, and therapy." 

In contrast, Germanic medical education was carried on in the 
universities under professors. Thorough grounding in the pre-clinical 
sciences of anatomy, biochemistry, pathology and physiology was a pre
requisite for clinical training. 

Certain influential business educators regard social psychology, cultural 
anthropology, sociology, mathematics, and statistics, as well as economics, 
as the business analogues of the medical students' anatomy, biochemistry, 
pathology, and physiology. Rather than devote most of the professional 
curriculum either to a description of business practice or to tackling business 
problems via the case method, these educators would concentrate on train
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ing in the so-called behavioral sciences and on mathematics and statistics. 
It should be noted that these methods are not mutually exclusive. Indeed, 
Harvard has established the first research professorship in a business 
school that is to be filled on a rotating basis by behavioral scientists. The 
objective is to make generally available to the faculty knowledge of the 
applications of the social sciences to their own fields. 

There are schools of business vying for leadership in this approach that 
actually boast of the small proportion of their faculty with traditional train
ing in business administration. One such school with over 40 full-time 
faculty members has only five who received graduate training in business 
schools. Another business dean states baldly that he is out to hire out
standing social scientists whether or not they have previously interested 
themselves in business problems. The primary emphasis is on their proved 
ability as social scientists and the secondary emphasis is on their expressed 
interest and desire to work with problems of business. 

There is danger of going to extremes in emphasis on the underlying 
disciplines and thus giving up all connection with relevant business experi
ence. An ultimate result could be a so-called school of business indistinguish
able from departments of social science, with no rats on d'etre as a separate 
professional school. 

Without exception, those educational leaders who stress the under
lying sciences are research-oriented. This is a significant fact. A practicing 
profession does not make really significant forward strides through the 
perfection of minor procedures, but through scientific discoveries and new 
insights into human behavior, which sometimes seem of little immediate 
relevance to current practical problems. 

In talks with business executives, one often hears that "business 
schools are 20 years behind modern business practice." Are there so 
many teachers of business subjects who content themselves with explaining 
business practices as they have read about them in textbooks written some 
years ago by other academic persons as to justify this accusation? O r is 
this a serious overstatement of the fact? I repeat what I have said else
where : "The increasing public aspects of private business and the increasing 
need for managing economic forces point forcefully to a community of 
interest between academicians and managers. Changes in the area of 
management could, and should, result more typically from work initiated 
by the academic mind and developed with the cooperation of policy-makers. 
Such results cannot be reasonably expected, however, if men in academic 
life are proceeding on unfounded hunches or outdated facts about the 
administrative world." 

Let me describe some aspects of the research program of one leading 
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business school that cannot be accused of running 20 years behind business. 
In fact, its most distinguished original thinker refers to some of his research 
as "Buck Rogers stuff." 

The general research strategy at this institution is to seek out important 
management problems but not to tackle the problems in terms of their 
surface manifestations. Instead, an effort is made to fill gaps in the 
fundamental knowledge necessary to solve the basic, underlying problems. 
For example, in an effort to understand how decisions are made in a 
business firm, these researchers are trying to develop a so-called "empirically 
testable theory of human higher mental processes" by using large-scale 
computers for simulation and study of human thought processes. In other 
words, people in a business school are developing a "thinking machine" for 
the purpose of devising and testing a new body of theory about the nature 
of human rationality in complex situations. This machine is already capable 
of playing chess and proving theorems in symbolic logic. By studying 
how the machine "thinks," the researchers hope to reconstruct the thought 
processes that we call judgment. 

This theoretical approach is complemented by down-to-earth field 
study of actual decision-making processes in business organizations. In 
order to follow through a single complete policy decision, one or two staff 
members are assigned full-time to an organization for prolonged periods. 
The enormous body of data obtained in this way is then translated into 
forms needed to make it relevant for possible generalization and theory. 

The research tradition has been weak if not lacking in many—perhaps 
most—schools of business. This has been brought home to us in the Ford 
Foundation through the faculty research fellowship program in economics 
and business administration, which has been functioning on an experimental 
basis. 

Of 34 research fellowships to be awarded for the coming academic 
year, six, or about 17.5 per cent, will go to business school faculty; the 
remaining 28 will go to members of departments of economics. Under 
the system of nominations developed for this program, 29 schools of 
business and 62 departments of economics were invited to name one candi
date each. On a proportional share basis, therefore, one might have 
expected that about one-third of the fellowships awards would have gone 
to the field of business administration. 

In making the selections, the Foundation's staff was assisted by the 
ratings of a five-man, outside screening committee consisting of three mem
bers of business school faculties: a professor of finance, a professor of 
transportation, and a professor of industrial management, and two members 
of faculties in economics. The committee rated the nominees on the basis 
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of the quality of research proposals submitted as well as on each candidate's 
reputation and/or promise for productive research. It must be emphasized, 
however, that some of the business school research proposals and people 
were outstanding. Of the top three fellowship nomineers, two were from 
business schools. 

One frequently hears as explanation for lack of research results that 
business school faculty members properly devote their time to teaching and 
consulting work and, therefore, have neither time nor need for research. 
This attitude has been bluntly but forcefully challenged by Dean Allen 
Wallis, who states: 

That faculty which is most capable of productive research is that 
faculty most capable of effective and respectable pedagogy. Further
more, unless a student studies in an atmosphere in which research is 
going on he is likely to become too sure about his answers and unaware 
of the pervasive challenge offered by our vast ignorance. Although a 
single teacher may do well even if he is not engaged in research, his 
work is likely to diminish in vigor unless he operates in a setting in 
which he is surrounded by unsolved questions and efforts to solve them. 

Closely allied with the emphasis on the underlying behavioral sciences 
and mathematics is an increasing concern with the need for better work in 
the liberal arts. This nted is generally recognized by educators concerned 
with professional training, whether it be business, medicine, law, or engi
neering. This discussion is a study of the role of general education in 
engineering, recently published by the American Society for Engineering,1 

is as germane to business education as it is to engineering. While this report 
recommends extensive work in the humanities and the social sciences for 
engineers, it tempers its recommendation with this astute observation: 

An overstatement of what may reasonably be expected from the 
humanities and the social sciences may be dangerous. Implied in some 
of the glowing statements the committee has examined is a faith that a 
few courses in the humanities and the social sciences can provide health 
and emotional adjustment, personal and social success, clarity of 
thought, moral integrity, civic responsibility, aesthetic sensitivity, pro
fessional vision, and, in general, a kind of serenity and wisdom that we 
had thought was reserved for Providence alone.2 

Another type of training for business is becoming increasingly visible: 
training generally given within industrial engineering departments and 

 "General Education in Engineering." A Report of the Humanistic-Social Research 
Project, The American Society for Engineering Education, 1956. 
>2md., p. 5. 

1
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centered around operations research. Under such programs, heavy em
phasis is placed on basic mathematics, probability theory, and other topics 
designed to provide skill in the use of new mathematical tools for so-called 
"scientific" decision-making operations. This is a healthful development. 

It is particularly encouraging when it replaces the traditional industrial 
management or administrative engineering sequences in engineering schools 
which have tended to constitute a rather disorganized hodgepodge of 
courses, some in basic engineering and some descriptive of business functions 
and practice. Here, as in all lines of endeavor, there should be a suitable 
academic division of labor along lines of talent and interest. 

What has all this to do with accounting? it may be asked. It is relevant 
because it relates to accounting education. 

Recently I had lunch with a tough-minded, outspoken executive of one 
of our largest corporations. "You know," he said, "I've concluded re
luctantly that our accountants are only good for bookkeeping operations. 
They're not trained to look behind the dollars and come up with the 
relevant data." By contrast, he emphasized the ability of economists, statis
ticians, and operations research people to handle data effectively and 
produce meaningful answers. His charges may be too harsh for his own 
large company, let alone for any broader generalization. 

But certainly the accountant who is to play a part in the planning of 
future activities of a company must be conversant with the powerful tools 
of data analysis being developed by practitioners of other disciplines. Roger 
R. Crane, former director of operations research of a manufacturing 
concern and now director of management sciences in a national public 
accounting firm, recently addressed himself to the place of operations 
research in industry.1 He wrote in part as follows: 

. . . One point is evident—the operations research scientists should look 
carefully at the function of the controller at least as a department with 
many common interests and as a source of essential basic data on opera
tions, and, conversely, the controller should follow carefully the devel
opment of this new activity to assure himself that he is utilizing it to his 
greatest advantage. 

Turning to the public accounting profession, it is gratifying to note that 
the findings of the Commission on Standards of Education and Experience 
for Certified Public Accountants,2 on which I was privileged to serve as 
a layman, are entirely consistent with the development in business education 
I have been describing. 

The report states that "the typical CPA has been considered as having 
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his nose in a ledger or digging feverishly through piles of musty documents. 
Actually he is much more likely to (and certainly should be) concerned 
with problems of communication, the exercise of considered judgment." 
With this in mind, the Commission has recommended as its ultimate goal 
for optimum training for Certified Public Accountants a professional post
graduate program that would be designed to follow an undergraduate 
curriculum concerned principally with cultural and "liberal" subjects. 
Accounting instruction on the undergraduate level would be restricted 
to basic courses in principles, leaving to post-bachelor programs the special
ized and professional aspects of preparation for public accountancy. This 
particular recommendation was accepted without dissent by all members 
of the Commission. Th e Commission included not only professors of 
accounting and educational administrators but members of some of the 
nation's leading public accounting firms as well. 

Th e only dissent among the Commission, incidentally, was on the 
question of an experience requirement for the CPA designation. The 
Commission's majority would drop the experience requirement in favor 
of at least five years of university-level instruction to be followed by the 
uniform CPA examination, while the minority group believes that a 
number of years of experience should be required before the CPA designa
tion is actually awarded. This dissent is noteworthy because it is based 
upon the opinion that academic work cannot be considered sufficient 
preparation for professional competence, that it merely can prepare a 
graduate to be receptive to—and profit from—the teachings of experience. 
If this be true, is it not quixotic for educators to develop a highly technical 
and vocational program to fit a man to be an accomplished professional 
upon graduation? It would appear to make much more sense to focus on 
the underlying fundamentals. 

Public accounting has already established itself as a recognized pro
fession. It has the opportunity now to contribute toward the development 
of business education in general along truly professional lines. 

The dynamics of our contemporary industrial civilization would seem 
to present an almost unparalleled challenge to educators—both in the liberal 
arts and in the professional fields. As President John Gardner of the 
Carnegie Corporation has so well stated: "If the traditional liberal arts 
fields are to recapture their proper role in our undergraduate education, it 
will not be by scolding the technologists, but by making the liberal arts 

1 Roger R. Crane, "Opreations Research in Industry," The Controller, March 1957, p. 
121. 

2 Standards of Education and Experience for Certified Public Accountants (Ann Arbor, 
1956), p. 19
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an indispensable and enviable experience/1 Similarly, if the level of pro
fessional business education for competence and responsibility is to be 
elevated, both in teaching and research, there must be soul-searching and 
hard work on the part of business school faculties. 

Both these challenges could be met. Will they be met? 
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FINANCIAL REPORTING—AND THE TAX LAW 
By JAMES J. MAHON, JR  . 

Tax Editor, The Journal of Accountancy 
Partner, Lybrand, Ross Bros. & Montgomery, New York 

There are several important areas of our Federal Tax Code that are 
the subject of such varying interpretations that it is almost impossible to 
estimate their ultimate tax effect in a given situation. 

The doubts surrounding these provisions may be due to abstruseness or 
ambiguity in their wording, or to the ostensible conflict with the plain 
meaning of another Code provision. In any event, Treasury interpretation 
is opposed to popular lay interpretation in some cases; the Treasury and 
the courts are in disagreement in others; and the courts disagree among 
themselves in still others. Finally there may even be a divergence of opinion 
among the various districts of the Service on a particular interpretation 
of facts or law, or indeed among the technicians within a particular district. 

In this chaos, a taxpayer can be expected to and usually does adopt the 
position most favorable to him in the filing of his tax return. Likewise, the 
Treasury can be expected to and usually does adopt the position most 
favorable to it in the examination of the return. In the ensuing dispute, 
either the matter is settled by compromise within the Internal Revenue 
Service itself, or it goes into litigation. If the issue is settled within the 
Service, the arithmetical chances are that the settlement will be a 50-50 
compromise. (Actually the latest statistical data concerning cases disposed 
of in a pre-docketed and docketed stage by the Appellate Division during 
the fiscal year ended June 30, 1956, indicates that of the 14,135 cases 
settled by the Appellate Division, the ratio of settled deficiency to original 
deficiency was about 52 per cent.) If an issue goes into litigation, it is 
conjectural as to what the outcome will be, particularly where appeals are 
likely to be filed by the party adversely affected by a lower court decision. 
One thing is certain, the issue will be in doubt for a long time! 

In any event, regardless of the position taken in the tax return and 
whatever the doubts surrounding the issue, business has to get its financial 
statements out at least once a year. And somebody has to appraise the tax 
issue realistically so that reasonable tax accruals and provisions can be re
flected in the published financial statements. That somebody is frequently 
the accountant certifying to the company's financial statements. He is 
frequently the first "judge" to consider these tax issues. 

Despite the law's possible ambiguity, possible disagreement between the 
Treasury and the courts, and conjecture as to how an issue will be viewed 

97 
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by the examining revenue agent, he will nevertheless undertake to state 
the provision for taxes as reasonably as his considered judgment will permit. 
It is terribly difficult in some casess, however, and particularly in those 
areas of the tax law where there is disagreement between the Treasury 
and the court or where because of the law's ambiguities the Treasury simply 
has not issued regulations. The problem multiplies with the lapse of each 
succeeding year during which the question remains unsettled. 

Percentage Defletion 

Let us take for example the problems that have arisen with producers 
of various minerals and ores under the percentage depletion provisions of 
the Code. 

Of about 450,000 corporations filing tax returns in the United States 
that show taxable income (there are about 700,000 all together), only a 
relatively few are mineral producers. However, percentage depletion is a 
significant factor in computing the taxes of these mineral producers because 
the allowance can range as high as 50 per cent of the taxpayer's income 
before Federal income tax. And with a 52 per cent income tax rate, it 
follows that the effect of this allowance on reported earnings for the year 
can be up to 26 per cent. Thus, percentage depletion can have a material 
effect upon tax liability and resultant earnings in this industry. 

Percentage depletion has applied to oil, gas, coal, iron and a few other 
ores and minerals since the early 1930's. However, in 1951, some 30 
additional minerals were added to the list, and in 1954, percentage depletion 
was extended to all useful minerals except those extracted from sea water 
or air. 

Th e 1951 and 1954 extensions of the provisions to new minerals cre
ated new problems; it takes more than a tax specialist to resolve some of 
them. For example, take this problem of mineral classification. The 1951 
Revenue Act accorded depletion of 15 per cent to quartzite and 5 per cent 
to sand. Th e question promptly arose as to what is quartzite as distinguished 
from sand? A reference to various technical authorities disclosed that 
there is a difference of opinion as to the attributes and properties of quartz
ite. Th e principal difference revolved around the so-called "fracture test." 

Some petrographers insisted that to be classified as quartzite, the sand 
grains of the quartz rock must be so firmly cemented together that when 
fractured, the break must occur through rather than around the grains. 
Otherwise, they asserted, the rock is merely sandstone and not a quartzite. 
Others insisted that the fracture test is not a necessary requisite of quartzite 
—that it is other characteristics that govern. The result was a battle of 
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geologists and petrographers with two-thirds of a depletion deduction at 
stake in the cases of those producers whose mineral did not meet the fracture 
test. There is a decision pending in the Tax Court on the question right 
now.* 

In the meanwhile, where the scientists differ in classifying a particular 
mineral and where the classification has such an important bearing on the 
company's tax liability, it is exceedingly difficult for the certifying account
ant to compute the tax accrual for the years involved with any degree of 
certainty. 

The second great problem in the percentage depletion area is the 
problem of the "cut-off" point. The Code provides that the applicable 
depletion rates are to be applied to the value of "the commercially market
able mineral product"; but there then fellows a description of certain 
specific technical process that are either includible or excludible in deter
mining the base to which the applicable rate is to be applied. As applied 
to some minerals there appears to be a conflict since some of the "exclud
ible" types of processes would have to be "included' to produce the "com
mercially marketable mineral product." In these cases, the Treasury has 
taken the stand that it is the nature of the process which controls; that 
if the process is, say, a heat process, one involving a chemical change or one 
involving fine pulverization, the depletable value of the mineral must be 
determined at a stage short of these processes, regardless of whether the 
product is customarily sold at that stage. And to determine the value 
of the mineral at such intermediate stage for depletion purposes, the 
Treasury has used a proportionate cost formula. 

You never saw such a rash of litigation as has resulted from taxpayers' 
claiming on the one hand that they are entitled to percentage depletion on 
the market value of their finished product, and the Treasury insisting on 
the other, that the "cut-off" point is at some stage short of the finished 
product. And practically every important reported case over a 15-year 
period has resolved the issue in the taxpayer's favor. 

Not only has the "proportionate costs" formula been impugned but 
the following processes in effect have been held to be "includible" in arriv
ing at the "commercial marketable mineral product": the furnacing of 
quicksilver ores1 and the pulverization of talc2 and 3 (both later specifically 
added to the Code itself), the molding of talc into crayons3, the pulveriza

* This problem dissolved for years after 1953 j the 1954 Code accords the 15 per cent 
rate to quartz rock. 

1 New Idria Quick silver Mining Co. v. ComW., 144 F. (2nd) 918; (CA 9, 1944) 
2 International Talc Co., 1$ TC 981; (1950) 
3 The Hitchcock Corporation v. Tozonsend, afPd 232 Fed. (2d) 444j (CA 4, 1956) 
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tion of gilsonite,4 the "burning" of structural brick and tile,5 the "burning" 
of refractory brick,6 and the kiln process used in converting cement rock 
into cement.7 The Treasury has yet to accept the principle enunciated 
by the Tax Court and five circuits, and since there is no conflict among 
the circuits, it may be difficult for the Treasury to get the question consid
ered by the Supreme Court. 

In the light of the long history of litigation on this issue, the Treasury's 
reluctance to concur in the various decisions and apparent reluctance of 
Congress to further clarify its intent, it is fairly difficult for the first 
"judge/* the accountant, to appraise accurately the tax liability of a tax
payer "caught in the middle." 

The Taxability of Foreign Income 

Another area in which there may be major problems is with reference 
to the U. S. taxability of foreign income. While over 90 per cent of U. S. 
private investments in foreign countries are held by less than 500 Amer
ican companies, the tax problems are becoming increasingly significant 
because of the recent unprecedented expansion of American business into 
foreign countries. Indeed, the balance of private investments abroad has 
more than doubled since 1948. 

There is rarely a serious U . S. tax problem where the American 
company operates through a foreign branch. The branch's earnings are 
currently taxable in the U . S. unless they are subject to blocked currency 
restrictions. Likewise, there is no great problem where the American 
company has a foreign subsidiary which purchases its own raw material 
from outside sources, conducts its own manufacturing activities, and sells 
its product to foreign customers; that is, where the foreign subsidiary is 
reasonably independent of the parent and does not conduct business in 
the U. S. In such a case, the income of the foreign subsidiary is clearly not 
taxable to the domestic parent. When and if dividends or other distribu
tions are received by the parent, a U . S  . tax will be incurred. 

Most foreign arrangements, however, are not so clear-cut as the one 
in the example; i.e., usually the foreign subsidiary is not so independent 
of the parent. Sometimes the U. S. parent does the manufacturing in the 
U. S. and sells its product to the subsidiary, which in turn sells it abroad; 
or the foreign company may manufacture the product abroad and sell it 
to the parent company, which in turn resells it in the U. S. O r finally, 

4 American Gilsonite Company, 28 TC No. 22 (4-29-57) 
5 Cherokee Brick and Tile Co. v. U.S., 218 (Fed) (2d) 424 (1955) j and Merry Bro

thers Brick & Tile Co., et al. v. U. S., Fed. (2d) (3-27-57), both CA-5? and Sapalpa Brick 
& Tile Corp. v. U. S., 259 Fed. (2d) 694 (CA-10, 12-20-56). 

6 U. S, v. Acme Brick Company, and U. S. v. Elgitt^Burter Brick Co., CA-5, 4-25-57. 
7 Dragon Cement Co. v. Comyr.> (CA i} 5-14-57) 
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the parent may simply supply the subsidiary with raw material or vice versa. 
In any event, the intercompany purchases and sales may provoke a question 
as to the fairnesss of prices charged or paid by the American company and 
the resultant reasonablness of the allocation of net income between the 
two entities. If there is an unreasonable "assignment" of income to the 
foreign subsidiary, the U. S. parent can be subjected to tax thereon. 

However, "reasonableness" may be a rather nebulous thing. What the 
Treasury may consider as reasonable in one case may not be considered 
as reasonable in another. And the courts may differ as to the reasonable
ness of a particular arrangement. However, neither the Treasury nor 
the court will pass on the reasonableness of such an arrangement until 
the matter is brought officially before them, usually some years after the 
event. Therefore, the first independent determination as to reasonableness 
is made by the certifying accountant; he becomes the first referee or 
"judge" to consider the problem in all its aspects, and the amount of 
accrued taxes in the company's balance sheet or provision in its income 
statement should reflect the accountant's considered judgment with refer
ence thereto. 

The tax aspects of the problem can become even more abstruse where 
the foreign subsidiary is incorporated in a "profit sanctuary" or "tax haven," 
such as Lichtenstein, Liberia or Panama. The income tax rates in those 
countries are very low. What is more, corporations organized under their 
laws are not liable for any income taxes on dividends or other income 
attributable to sources outside of the respective countries. Thus, these 
countries are a sort of tax Shangri-La, offering virtual freedom from 
taxation of foreign profits of U. S. firms operating abroad. Of course, 
the profits ultimately will be taxed in the U . S.—when they are "pulled 
down" by the American parent as dividends or on liquidation. However, 
one of the advantages of these foreign subsidiaries is to reinvest the foreign 
profits in other foreign operations before they are subject to tax. 

The potential tax benefits from establishing subsidiaries in foreign tax 
havens have inspired a great deal of publicity in the Wall Street Joumaly in 
lectures, and in technical papers and pamphlets. Thus, the Treasury has 
accelerated its scrutiny of the methods established for foreign expansion 
by American industries. When the foreign corporation is deemed to be a 
sham, organized solely for the purpose of diverting domestic taxable income 
to foreign countries, the Treasury has the power under Code section 482 to 
subject such income to U. S. taxes. 

Whether the Treasury and the court will be "tough" or "soft" in 
reviewing these cases is conjectural; opinion ranges in both directions. 
In any eventy the ultimate decision in a particular case can either result 
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in or avert a large tax deficiency to the U. S. parent. In the meanwhile, 
what is the certifying accountant to do in examining the statements of the 
American parent? Again he has to be the first judge, and his judgment 
should be reasonably accurate. Among the tests that may help him in 
determining whether the personality and the income of the foreign sub
sidiary will be respected from a U. S. tax viewpoint are these: 

1. Is there a sound business reason for the division of business between the 
parent and its subsidiary? 

2. Is the division a logical and natural one or is it forced and artificial? 
3. Is there some geographical proximity between the foreign country of 

incorporation and the actual activities of the subsidiary? 
4. Is the foreign subsidiary self-sufficient, i.e., does it carry on its own 

business with its own capital, employees and accounting records? 
5. Is there arbitrary shifting of property from parents to subsidiary? 
6. Are transactions between parent and subsidiary bona fide? 

If the answers to these questions are fairly satisfactory, the tax accrual 
can be determined with some certainty; if not, the accuracy of the accrual 
may be in doubt. 

Tax Effects of Changes in Accounting 

Still another area of doubt is that involving the tax effects of changes 
in accounting, particularly where they involve the correction of an errone
ous method. The problem concerns the application of new Code section 
481 to such changes. 

Let me illustrate. Taxpayers sometimes keep books and file tax 
returns on the cash basis even though the presence of inventories would 
dictate that the accrual basis should be used. 

Also, despite the long-standing requirements of the Code and regula
tions, the use of improper inventory pricing methods still persists. Generally, 
the effect is an undervaluation or understatement of the inventory. Over 
a period of years the understatement or "increment" tends to grow as 
price levels rise. 

In requiring taxpayers to shift over to the correct method of computing 
taxable income, in these instances, the Treasury formerly attempted to tax 
all the accumulated increment as income in the year of the change-over. 
However, its efforts were largely defeated in the courts. Most decisions 
held, for example, that the increment could not be restored to the closing 
inventory of the year under review without similarly adjusting the opening 
inventory.1 

1 Caldtcell v. Com'r.} 202 F. (2 d) 112$ Com'r v. Dzoyer, 203 F. (2 d) 522} Hughes, 
32TCN0.1) 
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Because most of the increment had originated in prior closed years and 
old section 3801 (now 1311) was inapplicable to those situations, a great 
amount of income escaped tax altogether in the switch-overs. 

Congress sought to correct this situation by the enactment of section 
481 of the 1954 Code, which provides, inter alia, that when a taxpayer's 
method of accounting is changed, adjustments must be made to prevent 
income from being omitted or duplicated. The adjustment in proper cir
cumstances may be spread over a three-year period. 

A primary intent of this provision is to permit the inclusion of the 
untaxed increment in the closing inventory in the year of "discovery" 
without making a similar adjustment to the opening inventory. 

However, a saving clause states that "there shall not be taken into 
account any adjustment in respect of any taxable year to which this section 
does not apply." The section applies only to taxable years beginning after 
1953, and the Finance Committee's report makes it clear that "the portion 
of the net transitional adjustment which corrects errors made prior to 1954 
will not be made." Therefore, while the Treasury is now authorized to 
tax increment arising after 1953 at the time an erroneous accounting 
method is correct even though the statute of limitations may have closed 
the intervening years, the taxpayer is nevertheless protected from the taxing 
of increment that arose in years frior to 1954. 

That conclusion is reached easily enough. However, a snag or two 
develops upon further analysis of section 481. While taxpayers who have 
been using an erroneous method of accounting in the past now have an 
opportunity to correct the method without disastrous tax consequences, by 
its wording the section does not apply only to corrections of erroneous 
methods. It applies to all changes in accounting methods. 

Therefore, taxpayers regularly and properly reporting on the cash 
basis prior to 1951, ostensibly may change to the accrual basis thereafter 
without paying tax on pre-1954 receivables. And it is understood that the 
Commissioner's permission to make such changes has been sought by many 
such taxpayers. The result (if permission to make these changes were to 
be granted by the Commissioner) would be a significant loss of revenue. 
Thus, it is understood that action on such applications has been delayed 
by the Commissioner because of doubt that Congress intended this in 
general application of the new section. 

That is not all. There is also a question as to the applicability of 
section 481 to changes in accounting that involve regularly recurring 
items of income or expense which have been consistently reported in the 
wrong taxable year. Such items might include, for example, State and 
local taxes, vacation pay or rental income. This type of item involves 
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no "increment" as such. It is not like an inventory or a receivable, the 
balance of which may carry over from year to year. It simply is an 
annually recurring item which is subject to the fixed rules as to the proper 
year of accrual or deduction. And these fixed rules are not affected by 
the fact of an omission of income or duplication of deduction in a prior 
closed year.1 It is difficult to apply section 481 rationally to the correction 
of this type of item, and yet the Committee Reports infer that the section 
was intended to so apply. 

These may be the problems that have confronted the Treasury in its 
analysis of section 481. Whether it will conclude that section 481 is simply 
unworkable is conjectural. Perhaps it will seek clarifying legislation from 
Congress. In any event, the Treasury has neither issued nor proposed any 
regulations under the section. 

And these are the problems that beset the accountant in attempting 
to reflect the tax results of a correction of accounintg in a client's tax 
accrual. Perhaps this is an area where an accrual of tax on pre-1954 
double deduction is in order, since a correction in many cases involves an 
even larger credit to income or surplus than the accrual itself! 

Loss Carry-Over or No Loss Carry-Over 

Finally, there is a doubt existing in connection with the acquisition 
of a net operating loss carry-over in connection with certain types of 
reorganizations. And the availability or nonavailability of such a loss to an 
acquiring corporation may have a singular and material effect upon its tax 
accrual. Here is this highly technical problem. 

Code section 381 ( c ) ( i  ) provides for the transfer of existing net 
operating loss carry-overs to an acquiring corporation in these types of 
reorganizations. If the shareholders (or former shareholders) of the "loss" 
corporation own at least 20 per cent of the "profit" corporation imme
diately following the reorganization, the carry-overs may be available 
in full since the limitation imposed by section 382 (b) is not effective. 

For example, assume that Corporation A, having outstanding capital 
stock with a fair market value of $400,000, issues additional voting stock 
worth $100,000 to the shareholders of Corporation B (a "loss" corpora
tion) in exchange for all the outstanding stock of that company. Th e 
existing loss carry-over in the amount of, say, $100,000 would be available 
to Corporation A upon liquidation of Corporation B. 

However, if Corporation B's net assets have an adjusted basis of, say, 
$250,000, the entire loss carry-over may be disallowed Corporation A 
under the provisions of section 269. The purpose of acquisition would be 

1 Corner, v. Dzcyer, 203 F. (2d) 522, and others. 
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particularly suspect since it would appear that a substantially dispropor
tionate amount ($100,000 of stock) was exchanged for $250,000 of 
net assets plus $52,000 tax benefits to be realized from the carry-overs 
(section 269 ( c ) )  . 

According to the committee reports on section 382, the danger of the 
application of section 269 is avoided if the limitations imposed by the former 
section are effective. Thus, had Corporation A's stock issued in exchange 
for the stock of Corporation B been limited to $93,826, five per cent of the 
carry-over would have been sacrificed, since the former shareholders of 
Corporation B would only have a 19 per cent interest after the exchange. 
Thus, the relinquishing of five per cent of the loss would seem to constitute 
"insurance" for retaining the balance of the loss. 

It is now understood that the Treasury does not agree with the plain 
wording of the Committee report that section 269 is not applicable in a 
case where the limitations which are imposed by section 382 (b) obtain. 
Therefore, the accountant confronted with estimating the adequacy of a 
tax accrual of a corporation which has acquired loss corporations under 
such circumstances is confronted with a problem. And the ultimate outcome 
of that problem is very highly conjectural. 

This and all the other doubtful areas of our tax law make difficult the 
determination and presentation of the liability or provision for income 
taxes. Notwithstanding the many diiEculities, it is nevertheless incumbent 
upon accountants to make as accurate a determination as is humanly 
possible, so that net worth and income are not materially overstated, nor 
materially understated. I add the latter because while overstatements are 
primarily to be avoided, understatements are only slightly less serious. 

If overstatements were the only evil, they almost always could be 
avoided by anticipating even the most remotely contingent possibility of 
tax deficiencies, that is, by being "ultra-conservative." However, this has 
its well-known drawbacks, and thus ultra-conservatism can never be a 
satisfactory substitute for the exercise and application of objective and 
reasonable judgment. The accountant therefore is charged with determin
ing as accurately as possible the most reasonably correct liability and pro
vision for income taxes in the light of the law, the interpretations thereof 
and their application to the given fact situation. He may not pass on this 
responsibility to management or to legal counsel, although he may receive 
comfort from both. As a practical matter, the determination is a respon
sibility which the accounting profession must and does accept. 



EQUITY AND THE INTERNAL REVENUE CODE

By JOHN PHILIP GOEDERT 

Partner, Alexander Grant & Company, Chicago, Illinois 

I. Introduction 
Nature of Tofic 

The title of my discussion is purposely misleading. "Equity and the 
Internal Revenue Code" could probably more correctly be restated as 
"inequity in the Internal Revenue Code." However, this subject of inequity 
is an elusive one. I am sure that there are as many definitions for the word 
"inequity" as there are people in this audience. 

We are all human. W e all tend to protect ourselves. We all wish to 
preserve what we have—and if we are ambitious—to get more of the same. 
W e therefore feel that we have a vested and a just right in any provisions 
of the tax law that help us to reduce our tax bill. We resent any inference 
that a tax benefit we enjoy may be inequitable, and we naturally greatly 
resent any attempt to remove that benefit. 

But the benefit enjoyed by someone else, that is a different matter. 
That could very well be inequitable, and should therefore be examined very 
carefully. In all probability, that benefit enjoyed by someone else is really 
a "loophole," and should be removed in the interests of getting a more 
equitable tax law. 

Now I am a taxpayer just the same as I assume the rest of you are. 
I am also human and subject to the same failings. But I also happen 
to be a professional man who has been trained by background and experi
ence to be independent and objective. It is in that spirit that I have 
approached my examination of the inequities in the tax law. 

He cent Develofments 
During the past several years you may have noticed a mounting wave 

of criticism against our present system of income taxation. Articles have 
appeared in various popular magazines pointing out the severe inequities 
of the present tax law. Public figures have made speeches condemning the 
income tax law and urging its repeal. A third party movement was even 
initiated with the repeal or drastic modification of the income tax law as an 
integral part of its platform. Influential members of Congress have urged 
that a study be made of the tax law directed towards making it more 
equitable in its application to the average taxpayer. 

More recently, the American Institute of Accountants, through its 
Committee on Federal Taxation, advocated the creation of a special 

106 



 107 EQUITY AND THE INTERNAL REVENUE CODE


Hoover-type commission to make an extensive study of our present method 
of income taxation. The Institute Committee referred specifically to over 
ioo provisions in the income tax law which involved special tax benefits 
for various selected groups of taxpayers. 

With the recent developments as a background, I would like to discuss 
the possibility of obtaining simplification and some equity in our present 
Internal Revenue Code. I would like to review the terrific erosion that 
our taxing base has been subjected to, an erosion that is the result of the 
enactment of a mulitude of special exemptions and deductions, an erosion 
that minimizes the tax liability for some taxpayers, maximizes it for others, 
and by its very nature, results in the need for excessively high tax rates 
for all. 

II. The Background of Our Present Tax Law 

The Sixteenth Amendment 
Before becoming too specific, it might be wise to review the background 

of our tax law. It has its basis in the sixteenth amendment to our Federal 
Constitution. Although we had income tax laws levied in this country 
prior thereto, for various reasons they were discontinued or declared void 
by the courts. The enactment of the sixteenth amendment, however, per
mitted a progressive income tax to be levied without regard to the propor
tionate requirement theretofore embodied in the Constitution. In its initial 
stages the law was very simple. It consisted of a total of 18 pages—'think 
of that—only 18 pages! The tax rates on individuals started at I per cent 
and went as high as 7 per cent. The tax on corporations was I per cent. 
Even with such a simple law, and with the rates as low as they were, we 
still found many anguished cries raised against confiscation, usurious 
taxation and complicated tax requirements. 

The Internal Revenue Code of 1954 
The 1954 Internal Revenue Code (a law so complex that it requires 

929 pages of fine print and involves over 3,000 changes) was supposed 
to remove inequities, clarify ambiguities and close loopholes. 

Let us take a look at this 1954 code. Some inequities were removed, 
that is true, but they were removed for the most part, not by deletion from 
the Code, but by giving similar special treatment to other groups—that is, 
if there was enough pressure brought to bear upon Congress to make the 
adjustment. In other words, we solved one inequity by creating another. 

The new law was supposed to effect simplification and clarify am
biguities. But have you read any part of it lately? There are so many 
ambiguities remaining in the law that regulations are still not complete, 
even though it is almost three years since the law was enacted. 
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The law was supposed to close loopholes. It did close a few, but it left 
so many more open, and opened so many more new ones, that during the 
last few years we have seen the rise of financial geniuses who admittedly 
built up industrial empires solely by judicious use of what they describe 
as "gimmicks" in the tax law. 

Without question, the 1954 Internal Revenue Code is the most complex 
taxing statute any country ever saw, and probably the most unfair, and 
yet it is merely the reflection of some 40 years of legislative drafting, of 
some 40 years of compounding inequity upon inequity, and of 40 years 
of enacting special provision after special provision in a vain attempt to 
minimize inequities that were asserted to exist in the law. 

III  . Sfecial Statutory Provisions 

Let me see if I can give you some idea of the problem by presenting 
examples of special tax treatment. T  o attempt to catalog all the special 
statutory provisions in our present law would involve an interminable 
task. However, it would appear desirable to give you some examples. 
Sfecial Legislation for Individual Taxfayers 

Have you ever heard of the Mayer provision? Possibly not. It is very 
interesting. The ordinary rule requires that retirement income paid in a 
lump sum is taxable to the employee as ordinary income in that year. Mr. 
Mayer wanted to retire, but he did not want to pay the high tax rates that 
would otherwise be applicable. I am sure that his tax advisors could 
eventually have worked out some involved device that, under the statute— 
complicated as it is—would have given Mr. Mayer a capital gain. And yet 
they found it much easier to go to Congress and get legislation enacted 
that was so special and so restrictive in its terms that it would apply to only 
one man in our entire country of 175 million people. 

This very special provision stated that if a taxpayer had been employed 
for 20 years and had held a right to future profits for 12 years and had 
the right to receive a percentage of profits for life, or for a period of at 
least five years after termination of his employment, then in that case— 
and in that case only—his retirement compensation would be subject only 
to capital gains taxation. (They did everything but spell the man's name!) 

I mention this provision not because it involves any great loss of tax 
revenue, but because it epitomizes the whole area of special legislation that 
has so weakened and distorted our whole tax structure. How much more 
special can you get than a provision of the statute that applies to only 
one man in the whole nation? And what about the millions of taxpayers 
who get no such special treatment? Yet it is all perfectly legal. Moreover, 
you can find precedent after precedent for this approach. 
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Of a little broader application, but equally specialized, is the capital gain 
treatment granted to inventors and their financial backers. Why an 
inventor should receive the benefit of capital gains, but an author or an 
artist be denied it, is beyond my comprehension. They each produce 
creative works. Presumably they are each, engaged in their project over 
a long period of time. None of them receives what might be considered 
recurring income but each is dependent upon the profits from the sale 
of his works. Yet one receives the capital gains treatment. The others are 
taxed on the basis of ordinary income. The only conclusion that can be 
reached is that the political power of inventors is far greater than that of 
writers or artists. This is somewhat contrary to the axiom, "the pen is 
mightier than the sword." 

Profitable Charity 
Special treatment of charitable enterprises has been a fundamental 

concept of our revenue legislation for many years. In effect, the government 
undertakes to subsidize charitable activities on the theory, apparently, that 
the citizens will have to stand the cost anyway, therefore why should it not 
be done directly by tax subsidies? Accordingly, the charitable motives of 
the average citizen are encouraged by the government with appropriate 
tax credits. 

Do you suppose, however, it was ever the intention that an individual 
taxpayer should actually profit as a result of his charitable activities? Or, to 
put it in other words, is there in any way the semblance of a charitable 
motive if an individual taxpayer could have a net increase in dollars in his 
pocket after his so-called "charitable" gift? Do you think that is impossible? 
Consider for a moment the situation of the high-bracket taxpayer with 
substantially appreciated property. Under certain conditions, if he makes a 
contribution of the property, he can end up with more dollars net than if 
he sells the property. Is that true charity? 

Another example of the favored tax status of charitable organizations 
being twisted and distorted to the advantage of individual taxpayers lies in 
the use (or perhaps misuse) of the charitable organization or foundation 
to purchase properties and businesses. You are all probably familiar with 
this device and it should require no further explanation. 

Industry Preferences 
Various industries have, from time to time, obtained for themselves 

special tax treatment in an effort to minimize the impact on them of 
otherwise extremely high tax rates. We are all thoroughly familiar with 
percentage depletion as it applies in the oil industry. W e are all aware 
of the asserted economic justification giving rise to this provision. 
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But are you aware of the extent to which the concept of percentage 
depletion has been extended or distorted, in an alleged attempt to obtain 
so-called equity for groups other than the oil industry? For example, do 
you know that practically everything even remotely related to a mineral 
(other than turf and water) is subject to percentage depletion at some rate? 
Do you know, for example, that clam shells and oyster shells are properly 
entitled to 5 per cent depletion? 

Coal is the subject matter of 10 per cent depletion, but rather interest
ingly for reasons almost directly contrary to those underlying percentage 
depletion in the oil industry. 

An underlying purpose of percentage depletion in the oil industry was 
to recognize the economic circumstances involved in the discovery and 
production of oil pools and to stimulate the necessary development and wild
catting activities. The coal industry, however, came along and said that 
the growth of the oil industry was affecting them adversely and they 
needed relief in the form of percentage depletion. The picture is obvious. 
One industry needs percentage depletion to help it grow, and the other 
industry gets percentage depletion to help it resist the growth of the first. 

Fringe Benefits 

One of the characteristics of our present hodge-podge of special taxation 
is the fact that one group of taxpayers will always tend to disregard the 
special benefits they enjoy, when they are criticizing the benefits of another 
group. We are all human. The special benefits enjoyed by others are 
unfair and inequitable and should be challenged. However, the benefits 
we enjoy ourselves are economically sound and must be preserved at all 
costs. Employees, generally, are no exception. 

Corporate executives as employees have in recent years come to enjoy 
very substantial tax-free or tax-deferred fringe benefits. During the last 
10 years the growth of pension and profit-sharing plans has been nothing 
short of phenomenal. Deferred compensation plans have grown like 
mushrooms, even though with only very hazy statutory justification. 

Fringe benefits, legitimate and otherwise, are found in every nook and 
cranny. Some are merely theoretical, and some have been approved by 
the courts. If, for example, you advertise your corporate milk business 
by showing your African movies, it is perfectly all right to take a safari and 
charge it off as expense on the corporation's tax return. At least, it has 
been so held. Extensive expense accounts for supposed business traveling 
quite generally allow adequate latitude for social activities. 

And when the expense reports are analyzed, it is amazing how extreme
ly little it costs to take your wife with you. The Treasury Department is, 
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of course, trying to restrict this avenue of tax-free dollars, and has issued 
some very positive-sounding rulings, but the practicalities of the matter 
are against them. 

Your taxpayer without comparable benefits is very disturbed by this 
state of affairs. He resents very much being the only member of a very 
social group, in Florida, in January, who is not charging his expenses, at 
least in part, to Uncle Sam. Perhaps he is even considering changing 
his tax advisors to see if he, too, cannot work out a similar arrangement. 

Organized labor also finds it highly desirable to protect its position by 
attacking the very many loopholes (as it calls them) which it finds in the 
law. At the same time, they are somewhat unaware, shall we say, of the 
astounding growth of fringe benefits which labor has acquired for itself 
during the past few years—and, of course, all or at least partially tax-free. 

These benefits include the ordinary retirement and pension plans, 
accident and hospitalization insurance, sickness insurance, paid medical 
expenses, paid life insurance, low-cost social and country clubs, free meals, 
purchase discounts—you make your own list. While there is some question 
about the practicality of taxing all these various fringe benefits, nonetheless 
the fact remains that here we have substantial economic values received 
by a group of taxpayers without being subjected to tax. 

The Investors Tax Advantages 

During the past several years we have heard considerable compassion 
expressed for the plight of the "poor investor." Double taxation, if you 
were to believe what you heard, was practically driving him out of business. 
The capital gains tax was making it impossible to build up capital funds. 

Is the investor really so adversely affected? On the contrary, is he not 
really specially favored by our present tax laws? The investor has hundreds 
of opportunities to avoid paying ordinary income tax rates and to realize 
gains subject only to a maximum of 25 per cent—and despite all the talk 
to the contrary, a maximum tax rate of 25 per cent is still rather attractive. 
In fact, it is the goal of many of us. 

In addition to the ordinary security transactions, an investor can also 
utilize the Code provisions with respect to timber and coal royalties. Muni
cipal tax-exempt securities are also still available, despite the fact that it 
is becoming harder to justify their tax-exempt status. Certain types of 
insurance policies present a very attractive tax shelter for your investor. 

If an investor is not satisfied with all the other avenues available to 
him, he can always invest his money in one of the fast-growing Canadian 
investment funds. These devices offer possibilities that have not even been 
touched as yet. 
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The Marital Deduction 
Perhaps the most outstanding example of discriminatory special legisla

lation in the Internal Revenue Code lies in the well-known marital deduc
tion. This, of course, affects most of us very directly. Right there you 
have a perfect example of trying to eliminate one inequity by adding 
another. For years we had the situation where certain community property 
states gave to their residents unparalleled income tax advantages. A husband 
and wife could split their income for tax purposes and consequently their 
tax payment was substantially less than that of the citizens in the non
community property states. Th e discrepancy and inequity was clear to 
everybody. Of course, there were other factors that made the community 
property situation not entirely a one-way street, but they were somewhat 
overlooked in considering the Federal income tax advantages. 

Assuming that this was a real inequity, the obvious and logical approach 
would have been to enact legislation denying to married couples in a 
community property state the right to divide their income for Federal tax 
purposes. That would merely put a citizen of California, for example, on 
the same basis as a citizen of Illinois. But that is not the way we do things. 
Instead of changing the tax status with respect to the citizens of approxi
mately 8 states, our Congress went ahead and gave the citizens of the other 
40 states a similar income splitting privilege. 

Th e testimony before Congresss while that provision of the law was 
under consideration makes rather interesting reading. It was stated, for 
example, that the marital deduction would encourage young couples to 
premature marriage without too much forethought. As if young couples 
needed any such encouragement! It was complained that the marital deduc
tion discriminated against bachelors and, of course, the obvious answer 
was that they had so many other advantages, that they should be discrim
inated against. 

More recently, the complaint was made that income splitting works 
inequitably in the case of a widow or widower, because not only are they 
split from their spouse, but they are immediately deprived of the right to 
split their income. How was that corrected? In the usual manner. An
other special section was enacted, giving widows and widowers two addi
tional years of income splitting. And, of course, for some time we have 
had income splitting applicable by the alimony route. Again we have 
inequity. Alimony paid in one form is tax-deductible. Just change the form 
slightly and it is not tax-deductible. 

Exemption for Blind 

You are probably all aware of the fact that a blind person gets an 
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additionl personal exemption of $600. Hardly anyone would be so unfeel
ing as to criticize this exemption. Our sympathies are all with the individual 
so afflicted. 

But are the blind the only ones entitled to our sympathies? Or, 
expressed in another way, if our sympathies for the blind lead us to grant 
them a special $600 exemption, are we any less sympathetic towards the 
deaf, the paralytic, the consumptive? Is an individual with only one arm 
not a handicapped person? And if he has no arms does he not merit special 
consideration ? 

I hope that I am making my point clear, and it is a very simple one. 
If we are going to recognize in our tax law certain inequities and attempt 
to enact special provisions to favor certain types of taxpayers, then in all 
fairness we must consider every possible situation involving an inequity. 
You can readily see where this would lead. 

Summary, Sfecific Statutory Provisions 

I could go on at great length attempting to list additional examples of 
special tax treatment and special rights enjoyed by various classes of tax
payers. Dealers in tax-exempt bonds, for example, enjoy a very special 
tax benefit. Operators of oil properties can actually sell a part of their 
ordinary income and realize a capital gain. Many taxpayers can realize 
a double deduction for tax purposes by borrowing money and purchasing 
securities to be used to make a charitable contribution. Cooperatives enjoy 
a peculiarly favored tax position. The list is almost endless, but I think 
that the point I am trying to make should be clear without going into 
further detail. 

We cannot follow the route we are now on much longer. If we do, 
the special exemptions in the law will become more complicated, more diffi
cult to understand, more difficult to apply, more inequitable, and more 
offensive to the great masses of taxpayers who do not believe that they 
derive any real benefit from all the special tax treatment. 

IV. Possible Alternatives 

Current Public Attitude 

The present situation is rapidly reaching the point where the average 
taxpayer is becoming very conscious of his position. He is not only antago
nized by the complications of the law, but when he finds out that another 
taxpayer will pay substantially less taxes on the same income as his, simply 
because of special provisions of the law, then the resentment of the average 
taxpayer becomes acute. 

You have to keep in mind the fact that our entire system of income 
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taxation is based upon the concept of self-assessment and confession of 
liability. With over 70 million taxpayers, our system could function in no 
other way. It would be absolutely impossible to have enough tax collecting 
officials even to start to do the task. With this in mind, it becomes clear 
that something must be done before our tax law reaches the point where 
the average taxpayer has nothing but contempt for it. Public confidence 
in our Federal taxing procedures must be restored. 

Retain Income Tax 

I am not advocating that the income tax law be abolished. I find it 
difficult to agree with those who take that position. I feel that they might 
very well be accused of irresponsibility, unless they, at the same time, present 
workable alternates. Whether we like it or not, the revenue needs of our 
government are so great, that it is extremely doubtful that any other means 
of levying taxes would be anywhere near as fair and equitable, as could 
be the case with a properly designed income tax law, involving the principle 
of progressive tax rates. 

However, those who publicly take the position that the income tax law 
is killing itself (and I am sure you have all seen newspaper and magazine 
quotations to that effect) are coming closer to the truth. The thought has 
been expressed that the public attitude towards the entire tax-gathering 
system is rapidly reaching the point where it might be absolutely impossible 
to enforce the law adequately as it now stands. Just what is the solution? 

Rate Reduction 

First of all, let me note that in trying to devise a solution, I will not 
at this time discuss the most palatable of remedies, rate reductions, nor will 
I attempt to outline the reasons why this nation needs tax revenues of over 
$70 billion a year. It is undoubtedly true, a reduction in the tax rate would 
help to minimize the dollars involved in some of the existing inequities, 
but it would not remove the inequities themselves. Out of some 70 million 
taxpayers, approximately 60 million have taxable income only in the first 
tax bracket. It is, therefore, obvious that even a small rate reduction 
would involve a substantial loss of revenue; yet at this time it would 
probably be too little to minimize the inequities that have developed over 
the years. 

Sales Tax 

One alternative that has been suggested many times is the sales tax. The 
simplest form of sales taxation would be a level rate assessed on every 
transaction occurring within the country. Would that be a fair method 
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of taxation? Would that in any way recognize the "ability to pay" con
cept? Would that in any way recognize the basic equities which we know 
exist? 

Of course, you could exempt items such as food in order to favor the 
basic necessities of life of the working man. But where would you draw 
the line? Would you also exempt food in a luxurious night club? You 
could exempt clothing because the small wage earner would have to bear 
the greatest part of such a tax. But would you also exempt the elaborate 
uniform of the member of some particular social lodge? In essence, for 
a sales tax to be workable, it would have to be uniform in its application. 
There is no question where the burden would lie, and that is right upon 
your great mass of citizens who are in your middle and lower economic 
groups. The "ability to pay" as a concept would be lost sight of forever. 

Proferty and Other Taxes 

The gross receipts tax has also been advanced as a solution. Such a 
tax is already in use in some of our states. However, a tax on gross receipts 
taxes the transaction itself and fails completely to recognize the actual profit 
that the transaction may create. x\bility to pay, as a principle of taxation, 
is disregarded entirely. 

The same objections would be raised to a property tax and certainly 
to practically any other type of similar taxing statute that does not have 
reference to the production of income as a factor. 

Rate Limitation 

Rate restrictions by constitutional enactment have been proposd. At
tempts have been made during the course of the past 20 years to restrict 
taxation by the Federal Government to a maximum rate of 25 per cent. 
A restriction of the rate at the present time, however, without also recon
sidering all of the inequities and all of the special rights and exemptions 
of the present tax law would merely result in chaos. The same inequities 
would exist, the revenue of the country would be sharply reduced, and 
any attempt to effect a concomitant reduction in the scope of government 
would be politically suicidal. 

Accordingly, while inflexible restrictions of tax rates are not the 
answer, any attempt to impose such restrictions will undoubtedly open up 
the entire question of the adequacy and equity of our present tax law. 

Revision of the Income Tax Law the Only Solution 

It does not take too much study and reflection to reach the conclusion 
that the basic structure of our present form of income taxation is the only 
real answer. In retaining the income tax law, however, we must take 
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steps to limit those special situations which have the effect of removing 
revenue from the tax base. We must limit the number of groups and tax
payers who receive favored treatment. We must simplify the structure 
of our tax laws, and in the process, we must restore the confidence of 
the public generally in our present tax system and demonstrate that it is as 
fair and equitable as taxation can ever be. 

An Independent Commission 

Just how is this re-examination and revision of our income tax law 
going to be effected ? Of course, it should be noted that many things have 
already been done. Certainly the Internal Revenue Code of 1954 reflects 
at least an attempt to correct some of the more inequitable situations and 
at the same time to close some of the more obvious loopholes. 

At the present time, various Congressional studies are being conducted 
into certain aspects of our taxing statutes, but this is not a comprehensive 
review. Moreover, would such a complete review be a proper subject for 
consideration by a legislative body? Can a group of elected legislators 
divorce themselves entirely from the special considerations of their con
stituents? Can they be entirely objective in evaluating the various special 
legislative provisions which have for many years resulted in favored tax 
treatment for certain types of taxpayers and certain specific industries? Can 
they correct one individual inequity without creating others? Can they do 
this task on an item-by-item basis? 

I am afraid that most of us will continue to be doubtful about the 
extent of the objectivity and independence that any legislative study can 
achieve. A little reflection will lead most of us to the conclusion that 
to be really effective, such an analysis of our taxing statutes must be com
plete and thorough and not piecemeal. Moreover, such an analysis must be 
conducted by a completely independent commission. Such a commission 
must be composed basically of outstanding individuals engaged in the field 
of taxation as accountants, attorneys or educators. 

Xhe commission should be completely non-political in character, should 
have no restrictions imposed upon its functioning, and should not be 
confronted with an arbitrary time schedule. The sole objective of such 
a commission should be to develop a specific outline of a fair and equitable 
taxing statute that will produce the revenues needed by this great country 
of ours with a minimum of inequity and a maximum of fairness for all 
taxpayers. 

The American Institute of Accountants has already advocated the 
appointment of such a commission. Some of our outstanding legislators 
have publicly recognized the need for such a commission. One in par
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ticular has emphasized that the elimination of the multitudinous provisions 
for exceptions and special tax treatment for favored taxpayers or groups 
would sharply increase our taxing base. An increased tax base would permit 
rate reductions without effecting total revenues. Other organizations with 
a degree of cognizance of the problem have also publicly advocated that 
such a commission be adopted. The fact remains, however, that a great 
number of taxpayers, although aware of the problem, still have no real 
concept of the approach to a solution. It is in that connection that we, as 
accountants, must assume some responsibility for leadership. 

V. Conclusion 

Our Interest in the Problem 
At this point you might be wondering just what our interest should be 

in this whole problem. After all it would appear to be true that we can 
easily be the beneficiaries of our present complicated and inequitable tax 
system. The greater the complexity of the tax law, the more numerous 
are the opportunities for tax savings with adequate and thorough tax plan
ning. 

Would it not be more logical for us to remain silent and let the well-
organized pressure groups of the country take advantage of the political 
aspects that are involved? 

The greater the activity of these various organized groups, the 
greater the complexity of the tax law, the greater the opportunity for tax 
savings and the greater the area for tax planning. But is that the answer? 
Should we remain silent? 
Our Responsibility 

I submit, however, that no conscientious, informed professional man 
has any right to remain silent. T o deny any responsibility is merely to 
state that our only concern is our own selfish material welfare. Do we 
not have a civic responsibility as informed citizens? Do we have an 
obligation to our fellow citizens of this country of ours? Let us be realistic. 
If informed, professional men such as ourselves do not assume any respon
sibility for objectivity in this regard, just exactly who will? Certainly it 
will not be the labor unions. Certainly it will not be either of the two 
political parties. Certainly it will not be any of the trade associations. 

The realization that something must be done and the willingness to 
take the lead in doing it must come from those citizens who are sufficiently 
informed and sufficiently interested to bring to the problem a certain fair-
minded and objective sense of equity. That means we must stop thinking 
only of our own short-range material interests and start assuming a civic 
responsibility as citizens of this great country. 
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Those of us engaged in professional practice have a special problem 
with regard to our clients. What if they are deprived of some special 
benefit that they now enjoy? Before answering that, we must first attempt 
to decide to which of our clients we will give preference. Do not forget, 
the benefit enjoyed by one client in effect is paid for by another client. 
How do you choose between them? They do not all enjoy the same 
benefits. And what about the clients of tomorrow and the day after? 
At this point, we do not know what their interests are going to be. 

T  o state it in another way, the selfish, long-range personal and 
material interest of all of us practically requires that we assume the civic 
and moral responsibility, that we assume the leadership in trying to obtain 
a more equitable tax law, a tax law that levies an assessment on the public 
in proportion to their ability to pay, with a minimum of special favor, 
special treatment and special exemptions to special interests. 

Only if that is done will we restore public confidence in our system of 
taxation. Only if that is done will we have equity in our Internal Revenue 
Law. 



INDIVIDUAL TAX PLANNING UNDER 
THE INTERNAL REVENUE CODE OF 1954 

By MERLE H. MILLER 

Ross McCord Ice & Miller 
Indianapolis, Indiana 

Roger Stevens is a manufacturer's representative who has paused long 
enough in his quest for commissions to ponder how much of his gross 
he is keeping, and how much more his partner in profits, Uncle Sam, would 
want from him if he failed to make the Biblical four-score and 10. Roger's 
financial picture is as follows: 

Estimated Cost Income 
Asset Value Basis for xgS4 

Metal Products Agency $ 50,000 —0— $50,000 
Listed Stocks 125,000 $ 80,000 7,000 
Bonds 80,000 80,000 4,000 
Home 50,000 20,000 
Insurance: 

Face $70,000 
Cash Value 21,400 
Premiums 1,180 

E Bonds (joint with Rita) 2,600 2,250 
Cash (joint with Rita) 12,000 12,000 
Miscellaneous 10,000 10,000 

$329,600 $204,250 $61,000 
Insurance at death 70,000 

$399,600 

Deductions for Roger 
Charitable Contributions $ 4,000 
Taxes— 

Property 600 
Gasoline 120 

Dependents— 
Name Relations hif Age 
Roger 50 
Rita Wife 43 
Jack Son 17 
Jean Daughter 15 
Joan Daughter 3 
Mrs. Roger, Sr. Mother 72 

(Roger contributes $2,000 a 
year to support Mother whose 
other income is $840 from 
rental property.) 

Club Dues $240 
Property of Rita Car 
Property of Jack None 
Property of Jean None 
Property of Joan None 
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Income Tax Planning 

There Are Only Three Basic Methods of Reducing Income Tax 

I Apply all available credits against the tax. 
I  I Reduce income. 

I I  I Reduce the rate applicable to that income. 

I 

Afply All Available Credits Against the Tax 

The principal credits against an individual's income tax are: 

A. Dividends received by individuals (Sec. 34) 

1. After an individual has computed his tax, he is entitled to credit against 
the tax due: 
a. 2 per cent of the dividends received after July 31, 1954, and before 

January 1, 1955. 
b. 4 per cent of the dividends from domestic corporations received after 

December 31, 1954. 

B. Retirement income (Sec. 37) 

1. An individual over 65 who has received salary or wages in excess of $600 
in 10 or more preceding years is entitled to credit against his tax liability 
20 per cent of the "retirement income" received by him up to $1,200. 

2. "Retirement income" means pensions and annuities, interest, rents, and 
dividends. 

3. A widow or widower whose spouse has received "earned income" in the 
required amounts for 10 years is considered to have received earned 
income for purposes of this credit. 

4. In calculating the credit, retirement income must be reduced by: 
a. A tax exempt pension or annuity received such as Social Security 

benefits. 
b. In the case of an individual who has not attained the age of 75, the 

amount of earned income in excess of $900 received by the individual 
in the taxable year. 

I  I 

You Can Reduce Income By: 

A. Taking advantage of exclusions under Part I I  I of Chapter 1, Subtitle 

A; such as 

I. Sec. 101 excludes from taxable income the excess of actual instalment 
proceeds of life insurance over the principal amount prorated to each 
instalment, to the extent that it does not exceed each year. 
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2. Sec. I O  I also excludes the first $5,000 paid by employer with respect 
to the death of an employee. (But the employer gets a deduction.) 

3. Tax-free interest (Sec. 103) 

4. Sec. 116 excludes the first $50 of dividends received during any tax year 
ending after July 31, 1954. 

B  . Taking advantage of all deductions. T h  e principal new ones added by 
the Revenue Code of 1954 are: 

1. Dependents who are children of the taxpayer and are either under 19, or 
in full-time school do not lose their status as dependents merely because 
they earn more than $600 a year. (Sec. 151) 
a. But Roger's mother with $870 rent, but a net after expenses of 

$500, is not a dependent, since her gross income is not less than $600. 

2. Medical expenses to the extent that they exceed 3 per cent of adjusted 
gross income, instead of 5 per cent as formerly. But medicine and drugs 
may be taken into account only if they exceed 1 per cent of adjusted 
gross income. (See 213) 

3. Charitable contributions to schools, churches, or hospitals may be deducted 
even after the 20 per cent general limitation has been passed, up to 10 
per cent of adjusted gross income. (Sec. 170) 

4. Depreciation of property whose construction was completed after De
cember 31, 1953, or whose original use commenced with taxpayer after 
such date, may be computed under new alternative methods giving 
greater deductions. (Sec. 167) 

5. Research and experimental expenses may be deducted in full at election 
of taxpayer which election is binding for subsequent years. (174) 

6. Soil and water conservation expenditures for land used in farming, to 
the extent that such expenditures do not exceed 25 per cent of the gross 
income from farming that year, but any excess may be carried forward 
to future years. (175) 

C. Taking advantage of tax-free exchanges: 

1. Property (other than stock in trade, stocks, and bonds) held for productive 
use or enjoyment may be exchanged for property of like kind. 
Mxamfle: 
Real estate may be exchanged for other real estate, irrespective of improve
ments, such as a farm for an office building, etc. (1031) 

2. If proceeds from sale of principal residence are invested in another resi
dence within a period beginning one year prior to the date of sale and 
ending one year after the sale, no gain is recognized. (You are allowed 
18 months after date of sale if you build your home.) (1034) 

3. Exchanges pursuant to a "reorganization" which meets the intricate re
quirements of the Code and court decisions are tax-free. (354) These 
include: 
a. Mergers and consolidations (368(a) ( i ) (A)  ) 
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b. Exchange of substantially all corporate property solely for voting stock 
of another corporation. (The stock received may be subsequently dis
tributed to the stockholders tax-free.) (354) 

c. Exchange by the stockholders of at least 80 per cent of all stock of 
a corporation, solely for voting stock of the acquiring corporation. 
( 3 68(a)( i ) (B)  ) 

d. Division of corporate assets into two or more separate corporations 
conducting active businesses. 
(1) With stockholders owning stock proportionately in each corpora

tion. (355(*)(i)  ) 
(2) With stockholders becoming separate owners of the different cor

porations by disproportionate stock distributions. (A and B, sole 
stockholders can split the business into two new corporations and 
each wind up sole owner of one corporation.) (355(a)(2)) 

III 
You Can Reduce the Rate By: 

A. Taking advantage of the capital gain provisions: 
1. Sec. 1201 allows a taxpayer to include only one half his capital gains as 

ordinary income, or pay a maximum tax of 25 per cent of such gains, 
whichever is lesser. 

2. The property used in trade or business, subject to depreciation, and real 
estate, qualifies as capital assets when gain is realized, but entitles a tax
payer to deduction for ordinary loss when loss is realized. (Sec. 1231) 

3. But beware of Sec. 341, intended to prevent clever Hollywood producers 
from making a picture, then liquidating before release of the picture 
so as to get capital gain instead of ordinary income. The section is so 
phrased as to catch others, even on a sale of stock and should be checked 
on any liquidation or sale of stock where inventory is a substantial item 
and has appreciated in value. 

4. The sale of a patent by the inventor, or a purchaser prior to reduction 
of practice, results in capital gain treatment, regardless of the method or 
terms of sale. (Sec. 1235) 

5. An individual, not a dealer in real estate, may subdivide a tract and sell 
lots with benefit of the capital gains provisions if: (Sec. 1236) 
a. He has not made substantial improvements on the tract. 
b. He has held the land five years. 
c. He does not sell more than five lots. 
If he does sell more than five lots, gain to the extent of five per cent of 
the selling price of such excess shall be taxed as ordinary income and the 
remainder as capital gain. 

B. Spreading the income over more years: 

1. Where the down payment (total amount received the first year) is not 
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more than 30 per cent of the selling price, the gain may be reported 
and tax paid as the instalments are received. (Sec. 453) But income 
subsequently received is taxed according to the law then in force. Harry 
B. Golden 47 BTA 94. 

2. Sec. 1301 permits spreading income over prior years where services 
extend over a period of 36 months or more and at least 80 per cent of 
the total is received in one year. The income is pro-rated by months 
over the entire period, and you pay the difference between the tax paid 
in prior years and the tax computed for each year after including the 
allocated income. 

3. Income from an invention or artistic work where the work covered 24 
months or more, and 80 per cent of the total to be received is received 
in one twelve-months period, may be allocated over the period of work 
or five years, whichever is shorter, and a tax paid for the prior years. 
(Provided the income is not taxable as a capital gain from the sale of a 
capital asset.) (Sec. 1235) (Sec. 1302) 

4. If back pay received in one year exceeds 15 per cent of the gross income 
for that year, it may be taxed as though it had been received in the years 
to which it is attributable. (Sec. 1303) 

C . Spreading income over more entities: 

1. A corporation provides a new entity and the rates are lower than individual 
rates. Roger's tax on $61,000 will be approximately $21,480. If he 
formed a corporation and paid himself $35,000 salary, which was reasona
ble so as to be deductible, the total tax on the $61,OOO income would be 
$7,500 for the corporation, $8,250 for Roger, or a total of $16,020. That 
is $5,000 less each year, but Roger has no use for the earnings accumu
lated in the corporation, since his is a personal service business. 

2. Trusts are separate entities and Sec. 672 has restored order where formerly 
there was chaos, and it is now possible to find rules to follow to prevent 
income being taxed back to the grantor. 
a. Roger could transfer $40,000 of his bonds in trust to pay the income 

to his mother life, and on her death, the bonds to revert to him. 
The income would be taxed to his mother, his own disposable income 
(after contribution for her support) would remain the same, and his 
tax saving wolud be $820 each year. 
Roger's tax on $2,000 $1,080 
Mother's tax on $1,300 260 
($2,000 plus $500 net rent, less $1,200 
exemption for those over 65) 

$ 8 2820 

Roger would have to earn $2,150 additional to have $820 left after 
taxes. 

b. Roger will be 65 when Joan enters college.  He could put $10,000 
in trust for her education, and have a fund ($16,300) that would 
relieve him of any burden at that time. The tax saving on the $500 
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income each year would be $220, or a total of $3,300 for the 15 
years. But if income were used currently for Joan, it would be taxed 
to Roger and no tax saving would be accomplished. 

3. In general, the income of a trust will not be taxed to the grantor if the 
trust is to last for the life of the beneficiary, or for 10 years or more, (673) 
and the income is not to be accumulated for future distribution to the 
grantor, or used to pay premiums on insurance on his life, or used to 
discharge his obligation to support (677) ; unless he retains too many 
powers to deal with the property himself (675). 

Estate Tax Planning 

There Are Only Tw o Ways of Reducing Roger's Estate and Inherit
ance Taxes 

I. Reduce his estate. 

I I  . Take advantage of the marital deduction which allows deduction for 
property left the surviving spouse up to one-half the estate. 

I 

Reducing Rogers Estate 

The Internal Revenue Code of 1954 has made it easier to reduce the 
taxable estate for Federal Estate or State Inheritance Ta x purposes in three 
broad areas: 

A. Gifts in Trust 

1. The new Code extends the $3,000 yearly exemption for each donee 
(Roger and Rita can file a joint gift tax return and get $6,000 each even 
though the entire gift comes from Roger) to gifts in trust made on or 
after January 1, 1955, if the property and income of the trust: 
a. May be expended for the beneficiary before he reaches 21, and 

> b. Will pass to the beneficiary when he reaches 21, and 
c. Will pass to his estate if he dies before reaching 21. 

2. Th e advantages of a trust for a minor are: 
a. Income is spent at discretion of the Trustee. 
b. No court proceedings are necessary, as in the case of a guardianship. 
c. Undistributed income will be taxed to the trust. 
d. On termination, tht accumulated income will be received tax-free by 

the beneficiary. 

B . Tenancies by the Entirety 

1. On and after January 1, 1955, the taking of title to real estate in the 
names of husband and wife will not result in gift tax consequences to the 
one furnishing the purchase price. The advantages of holding real estate 
in joint title are: 
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a. While includable in the estate for Federal Estate Tax purposes, it is 
excluded for purposes of the Indiana Inheritance Tax. 

b. It escapes probate, and thereby lessens administrative costs. 
c. The survivor remains in possession at all times. 
d. Property so held automatically qualifies for the marital deduction. 

2. On sale of the property, no gift tax consequences will ensue if the pro
ceeds are divided in the same proportion as the purchase price was 
furnished. 

3. After death of one party; the property takes a new basis equal to the 
value at date of death, or the optional valuation date one year thereafter. 

C. Disposition of Insurance. 

1. Life insurance proceeds are no longer included in the estate of the insured 
solely because he paid the premiums. Under the new Code, they are 
subject to estate tax only if: 
a. The proceeds are payable to the insured's estate. 
b. The insured owns any rights under the policy at the time of his death. 

2. Roger could keep the entire $70,000 proceeds of his life insurance out 
of his estate by assigning the policies to Rita, even though he continued 
to pay the premiums. 
a. He would be making a gift to Rita of the value of the policies (slightly 

more than $21,400 cash value). 
b. If he provided in the policies that on the death of Rita they returned 

to him, the proceeds would be in his estate if he died first. 
c. He should provide in the policies that they go on to the children, 

if he wishes to keep the proceeds out of his estate. 
d. He would be parting with lifetime benefits such as 

1I) Cash surrender value 
(2) Loan value 
(3) Annuity income. 

3. Roger could take paid-up insurance on present policies and have Rita take 
out new insurance. 
a. There would be no gift tax complications on transfer of policies. 

Payments of premiums would be gifts, but in this case would be less 
than the yearly exclusion. 

b. Roger would save for his future use the existing values in his insurance. 
c. Roger could either get more insurance net after taxes to the bene

ficiaries, or the same amount for less premiums. 
Exam fie: 
Present insurance yield net after tax to his beneficiaries is $61,500. 
Paid-up value $34,000 

less estate tax $31,500 
New insurance taken out by Rita 

(free of estate tax) 30,000 
Total $61,500 
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Present premiums $ I , i8 o 
New premiums 980 

Premium saving $ 200 
Total insurance Rita could purchase with 

present premiums $34,000 
Increase in proceeds after tax to beneficiaries $ 4,000 

11 
Utilizing the Marital Deduction 

Th e new Code gives more latitude for qualifying for the Marital 
Deduction, while providing safeguards for one not experienced in business 
or handling investments. 

Exam fie: 
Roger could qualify for the marital deduction even if he left all his property 
not otherwise disposed of (such as house, insurance, etc.) in a trust with 
the income payable to Rita for life, and on her death one designated portion 
to go as Roger has directed in his will, the other as Rita shall direct in her 
will. 

Recommendations to Roger 

1. No tax saving would be gained by incorporating Metal Products 
Agency, since it has no need for accumulating earnings. 

2. Transfer $40,000 bonds in trust, income payable to mother for life, 
then the bonds to return to Roger, thereby saving $820 net after taxes 
a year, or the equivalent of $2,150 additional taxable income. 

3. Transfer $10,000 bonds in trust for Joan for her education. The tax 
saving on income accumulated by the time she entered college would 
be $3,300. 

4. Transfer title to home into joint names after January 1, 1955, taking 
it out of the estate for Indiana Inheritance Tax purposes. 

5. Take paid-up insurance on present policies and have Rita take out new 
policies with present premiums, increasing net to beneficiaries after tax 
by $4,000. 

6. If gifts to children seem desirable, trust should be used, now that the 
annual exclusion of $3,000 is available for gifts in trust the same as 
outright to the children. 

7. Since Rita is completely inexperienced in business matters, we should 
consider setting up a residuary trust in the will, which would qualify 
for the marital deduction, yet protect her from her protectors, by giving 
her income for life, with emergency clause to allow her to draw on 
principal for specified purposes (but not investment). 
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The Remaining Burning Question: 

Can Roger claim deduction for Country Club Dues? 

1. Sec. 162 allows deduction for all ordinary and necessary business 
expenses. 

2. But Sec. 262 specifically forbids any deduction for personal expenses. 

3. Examples: 

Todd W. Johnson v. U. S., (1942) 47 Fed. Supp. 377 (The lawyer 
who did not enjoy playing golf.) 
S. Charles Lee, T  C Memo, Dkt 5562 (The architect who was allowed 
to pro-rate.) 

Sfarkman (Ned Sfarks) vs Comm., 112 F.(2d) 774 (Hissing is 
personal.) 





SIXTH SESSION 

FRIDAY, MA Y 17, 1957—12:30 P.M. 

The Ohio Union—East Ballroom 

Presiding: 

EUGENE F. RATLIFF, President, Institute of Internal Auditors; Controller, 
Eli Lilly and Company, Indianapolis, Indiana 

Presentation of Hermann C. Miller Memorial Scholarship 

JAMES N. BUCCALO., President, The Ohio Society of Certified Public 
Accountants, making presentation to: 
WILLIAM M. SLOCTJM, Department of Accounting, The Ohio State 
University, Columbus 

Paper: "Organization and Operation of a Government Corporation" 

ROBERT W. KING, President, Federal Government Accountants Association; 
Agency Accounting Officer, Housing and Home Finance Agency, Wash
ing, D. C. 





SIXT H SESSION 

William M. Slocum received his Bachelor of Science degree in 1948 
and a Master of Business Administration degree in 1950, both from The 
Ohio State University. He has had five and one-half years of public account
ing experience with the firms of Arthur Young & Company and Peat, 
Marwick, Mitchell & Company. He received his CPA certificate in Illinois 
in 1951". Presently, he is studying for his Ph.D. degree in accounting at 
The Ohio State University in preparation for a career in teaching. 



ORGANIZATION AND OPERATION OF A 
GOVERNMENT CORPORATION 

By ROBERT W. KING 

President, Federal Government Accountants Association; Agency Accounting 
Officer, Housing and Home Finance Agency, Washington, D.C. 

Mr. Chairman, honored guests, ladies and gentlemen: 
It is indeed a pleasure and an honor to be invited here today to address 

this most outstanding group on a phase of the Government's Financial 
Management Program. 

The Corf orate Entity 

Th e United States Government is an organization of tremendous size 
and it has many complicated problems in the financial field. Incident to its 
public responsibilities, it must carry on many kinds of business-type opera
tions, including transportation facilities, factories, banking systems and in
surance companies, and an endless variety of other types of industries. 
In order to carry on these activities expeditiously it employs many styles 
of business organization. In recent years the corporate style has been 
utilized to a greater and greater extent. 

Panama Railroad Company 

The first major use of the corporate style occurred about half a century 
ago when the U. S. Government acquired control of the Panama Railroad 
Company. This company, which had been incorporated under the laws 
of New York State in 1849, operates a railroad across the Isthmus of 
Panama. From 1904, the year in which the Government acquired the 
Panama Railroad Company, to World Wa r I, Government Corporations 
were utilized in creating the Federal Reserve Banks, the Federal Land 
Banks and the joint-stock Land Banks, but the corporate style of organiza
tion continued to remain a comparative rarity in Government. During 
World War I, several corporations were organized to carry on specific 
activities, but immediately after the Wa r nearly all of these corporations 
passed into a liquidation stage. A few years later, the Federal Intermediate 
Credit Banks and the Inland Waterways Corporation were created by 
the Congress. 

Reconstruction Finance Corf oration 

In more modern times, on January 22, 1932, Congress created the 
Reconstruction Finance Corporation, and several other corporations were 
organized very shortly thereafter, such as the Home Owners' Loan 

132 
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Corporation, the Federal Home Loan Banks, the Tennesse Valley Au
thority, the Federal Farm Mortgage Corporation, the Federal Housing 
Administration, the Commodity Credit Corporation and a host of others. 

The Use of Corf orations 

Most governmental functions, such as the operation of the Congress, 
the Judiciary system, the President's office, and the majority of the executive 
departments, are financed with appropriated funds. These funds are spent 
to carry on the required operations, and usually there is very little, if any 
revenue. 

Other governmental functions, by contrast, perform a service for 
which they receive revenue, and in these cases the use of some variety of 
revolving funds results in some expeditious handling of financial trans
actions. 

The Government corporation has all of the advantages of a revolving 
fund in that it deposits its revenues into a bank account which is used to 
finance its cost of operation. Thus its capital "revolves." In other types 
of Government operations, however, the funds do not revolve because 
revenues are deposited directly in the Treasury Department and they may 
not be used to finance the cost of operations. 

In addition, the Corporate style of organization is advantageous because 
it allows more flexibility in daily operations; it can sue and be sued in its 
own corporate name; and it can be more quickly established than an 
unincorporated Government agency, because of the complicated fund struc
ture which frequently exists in such an agency. This is indicated by the 
large number of corporations which were created during emergency 
periods such as World Wars I and I  I and during the depression of the 
early logo's. 

Cafitalization of Corporations 

In some cases, such as that of the Tennessee Valley Authority and the 
Federal Housing Administration, the fixed capital is not capital stock 
or bonds as in the case of a privately financed corporation. The permanent 
financing of the Tennessee Valley Authority, for instance, consists primarily 
of funds which have been appropriated to it over the years; and in the 
case of the Federal Housing Administration, the capital consists of ac
cumulated earnings. In the majority of cases, however, a Government 
Corporation, like a privately financed corporation, is capitalized with capital 
stock and long-term borrowings. 

Government Corf oration Control Act 
Shortly before World War II it was recognized that there was a 
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growing tendency for many Government corporations to operate with 
very little Governmental control. Audits of financial transactions consisted 
primarily of the examination of disbursement vouchers by the General 
Accounting Office; and there was no method of financial reporting to 
either the Treasury Department, the Bureau of the Budget, or the Con
gress. 

In order to correct these deficiencies, Executive order 8,512 requiring 
regular financial reporting was issued in 1942; commercial-type audits of 
corporations were instituted in 1945; and later in the same year, with 
the passage of the Government Corporation Control Act, corporations were 
required to submit annual budget programs to the Congress. 

In addition, with the passage of this Act, Government Corporations 
have been required by law to carry on their business activities by methods 
similar to those utilized by privately owned commercial corporations. They 
are required to prepare commercial type financial statements consisting of 
balance sheets, statements of income and expense, and statements of source 
and application of funds. They are also audited by the General Accounting 
Office, in a manner similar to that of privately owned commercial com
panies, and most of them have instituted the practice of internal auditing. 

Federal National Mortgage Association Purchase 

As an example of a corporation organization, I should like to tell you 
about a transaction which occurred on September 7, 1950, whereby the 
Housing and Home Finance Administrator purchased from the Recon
struction Finance Corporation aU of the capital stock and assets of the 
Federal National Mortgage Association. 

This transaction occurred at the Treasury Department in Washington, 
D . C. pursuant to a reorganization plan which required the Reconstruction 
Finance Corporation to divest itself of all financial interests in the Federal 
National Mortgage Association and to transfer the corporation to the 
Housing and Home Finance Administrator. 

At the time of this transfer the Housing and Home Finance Adminstra
tor found it necessary to borrow $1,127,776,840 from the Treasury De
partment, and this sum was turned over to the Treasurer of the Recon
struction Finance Corporation in the form of a check drawn against the 
Treasurer of the United States. In exchange for this check, which is one 
of the largest ever written, the Treasurer of the Reconstruction Finance 
Corporation transferred to the Housing and Home Finance Administrator 
an appropriately assigned capital stock certificate representing $21 million, 
and Federal National Mortgage Association notes representing the balance 
of the purchase price. This was not a paper transaction, even though it 
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did not change the Treasury's net financial position. It was a real trans
action where real documents were used, including the check drawn against 
the Treasurer of the United States. As an indication of what I mean, I 
have here the check for $1,127,776,840. The check, of course, has been 
cancelled. Thus it has no real value at the present time except as a very 
interesting document. Before its cancellation, however, it represented real 
money in an amount in excess of $1.1 billion. 

At the time of this transaction, the balance sheet of the Federal National 
Mortgage Association showed that it owned insured and guaranteed mort
gages totalling in value a little over $1.1 billion, financed with $20 million 
par value of capital stock, $*i million paid-in- surplus, and notes payable 
of $1.1 billion. 

Federal National Mortgage Association Reorganization 

A reorganization of the Federal National Mortgage Association in 
1954 changed the permanent capital structure to one consisting of preferred 
stock and notes held by the Secretary of the Treasury; common stock, 
issued to the mortgagees who sell their mortgages to the association; and 
short-term debentures held by private investors. In still another way, the 
Association is similar to privately financed corp rations in that it computes 
and pays annually to the Secretary of the Treasury the equivalent of income 
tax at corporate rates. 

Federal National Mortgage Association Operations 

As a secondary market for real estate mortgages, the Federal National 
Mortgage Association buys, services and sells Federal Housing Administra
tion and Veterans Administration mortgages. Its income consists of fees 
and interest on the mortgages which it owns, and its principal item of 
expense consists of servicing fees and interest costs. It is a very profitable 
operation earning a small margin out of its net interest spread on each 
of a very large number of mortgages. Like any other corporation, it has 
a Board of Directors which determines its operating policies. Its principal 
financial control, however, is exerted by the Congress of the United States. 
The Congress places a limit on the amount of its own funds which it may 
spend for administrative expenses. 

This is but one example of a government corporation, a corporation 
which has all the attributes of a privately financed corporation. It is 
financed by both preferred and common capital stock; it borrows funds 
both from its bank, the Secretary of the Treasury, and from the investing 
public; it pays the equivalent of corporation income taxes to the Secretary 
of the Treasury; and it maintains its accounts on a strictly accrual basis. 
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Accrual Accounting 

The Government Corporation Control Act of 1945, by requiring 
commercial type financial statements, in effect compels Government corp
orations to adopt commercial-type accrual accounting. But even before 
1945 many corporations had adopted accrual principles in their accounting, 
by capitalizing assets, recognizing accrued interest receivable and payable, 
creating appropriate reserves and, though to a lesser extent, recording ad
ministrative expenses on an accrual basis. And now, by a law (Public Law 
863, approved August 1, 1956) non-corporate agencies are also required to 
maintain their accounts on the accrual basis, including monetary property 
accounting records as an integral part of the system. Thus all Government 
agencies are now adopting commercial-type accounting methods. 

Current Improvement in Financial Management 

I recognize that many of you, or probably most of you, are inclined 
to think of Government accounting, and Government financial manage
ment practices, as archaic—as being leftovers from Revolutionary times. 
Prior to one or two decades ago, this view might have been correct. But 
today, government financial operations are very progressive with the present 
emphasis on accrual accounting methods and the stress on improved finan
cial management. In the area of electronic data processing machines for 
financial problems, the Government has taken an important lead. For 
instance, the reconciliation of the 350 million checks issued annually against 
the Treasurer of the United States utilizes an electronic computer at an 
annual estimated savings of $2 million. Other machines are used in all 
parts of the Government, including the Department of Defense, the 
Bureau of the Census in the Department of Commerce, the Internal 
Revenue Service of the Treasury Department, and so forth. 

Further impetus was given to improved financial management last 
October with the issuance, by the Bureau of the Budget, of a brochure 
entitled "Improvement of Financial Management in the Federal Govern
ment." This brochure requires every government agency to examine all 
parts of its financial operations for the purposee of expanding accrual 
accounting, introducing cost-based budgeting and simplifying its allotment 
procedures. 

Because of the very nature of many Government activities, there will 
always be some differences between Government financial practices and 
those of privately financed business corporations. These differences are 
rapidly being erased, however, thanks largely to the lead of government 
corporations. 
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Conclusion 

It has been a pleasure to be with you this afternoon, and I sincerely 
hope that my brief comments may have aroused a healthy curiosity about 
Government's financial management in the minds of many of you. And 
I particularly hope that those of you who are accounting majors here at 
The Ohio State University will be sufficiently interested in my comments 
to want to lend your talents to further improvement through employ
ment in a Government office. A career in Government is quite exciting 
because of the constant improvements in methods. It is very satisfying 
because all of us who are Government Accountants know that by our 
endeavors we are helping to cut the cost of Government and, for those with 
real ability, the compensation becomes quite satisfying. 

Thank you for being such an attentive audience. Mr. Chairman, to you 
I return the audience, with the hope that my remarks about Government 
may have stirred up a bit of interest and healthy curiosity. 
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Yankee, G. G., Miami University, Oxford 
Yocums, James C  , (Prof.), O..S. U., Columbus 
Yoder, Roger A., Detroit Steel Corp., Detroit, Mich. 

Ziegler, John H., (self), Medina 
Zimmerman, Vernon K., University of Illinois, Urbana, Illinois 



AVAILABLE COLLEGE OF COMMERCE CONFERENCE SERIES 
(Missing numbers are out of print) 

1953 

86. The Fourth Annual Life Agency Management Conference 
88. The Fifteenth Annual Institute on Accounting 
89. The Seventeenth Annual Conference of Executives of State and Local 

Trade Associations 
90. The Tenth Annual Advertising and Sales Promotion Executive Conference 
92. The Tenth Annual Conference on Restaurant Management 

1954 

93. The Fifth Annual Life Agency Management Conference 
94. The Sixteenth Annual Institute on Accounting 
96. The Eighteenth Annual Conference of Executives of State and Local 

Trade Associations 
98. The Eleventh Annual Conference of Sales Managers 

1955 

IOO. The Eleventh Annual Conference on Restaurant Management 
104, The Ninetenth Annual Conference of Executives of State and Local 

Trade Associations 

1956 

107. The Seventh Annual Life Agency Management Conference 
108. The Seventh Annual Fire and Casualty Conference 
109. The Eighteenth Annual Institute on Accounting 
110. The Seventeenth Annual Personnel Institute 
113. The Twentieth Annual Conference of Executives of State and Local 

Trade Associations 
114. The Thirteenth Annual Advertising and Sales Promotion Executive 

Conference 

1957 

115. The Eighth Annual Insurance Conferences 
116. The Thirteenth Annual Conference on Restaurant Management 
117. The Eighteenth Annual Personnel Institute 
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