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The President’s Column
A Suggestion for the New Year

HE necessity of a careful effort to

classify the various services of the
Certified Public Accountant, so that the
members of the profession as well as the
general public would each understand the
scope of work indicated by specific titles,
has long been acknowledged by everyone
familiar with public accountancy. After
the comprehensive report rendered at
Memphis, expressed themselves by reso-
lutions as being desirous of dissemi-
nating the valuable information to ac-
counting instructors, business and finan-
cial groups.

In this work of dissemination, the
members of The American Society are
afforded an excellent opportunity to
assist. The annual audit rush is here; in
a short time reports of certified public
accountants will be flooding business and
financial organizations in every State of
the Union. The period is most oppor-
tune for accountants to familiarize them-
selves with, and give publicity to the
classification of accountancy services
and certificates as adopted in principle
by The American Society and several
State organizations of certified public
accountants. The new engagement, or
the old engagement renewed, should be
classified under one or more of the
divisions recommended by the Commit-

tee, and the client informed thereof. The
text of the auditor’s report should be
changed from its old form if necessary,
and the accountant’s invoice should also
contain the wording of the class of serv-
ice rendered in conformity with the
Committee’s recommendations.

It is human nature doubtless to ex-
pect the organization, State or National,
through its officers and its committees to
do the work and smooth the road for the
benefit of the individual members. The
members of this organization, each work-
ing in his own circle—large or small, can
spread the principles of Classification
and smooth the road of better mutual
understanding more effectively, and more
universally, than a handful of officers
and committeemen, no matter how
cempetent and resourceful.

For the New Year, therefore, it is
suggested that every member of our
Society familiarize himself with the re-
port of our Committee on Classification
and Certification of Accountancy Serv-
ices to the end that with the opportunity
afforded by annual audits now under
way, each one will do his individual
share toward spreading the helpful idea.
Do this and the committee work to
follow will find a fertile field and results
will be more rapidly attained.



To those who

plan to take

the next C.P.A. examination

N addition to its regular

 Course; the International
Accountants Society, Inc.,
offers a special Coaching
Course for Accountants who
are planning to take the C. P.
A. Examination.

This Course will be supplied
only to those who are already
competent accountants, as
no attempt is made to teach
general accounting in this
course. The instruction is
pointed directly at the C. P.
A. Examination.

:So'mething more than a
knowledge of accounting is
necessary to insure success in
the examination room.

Solving examination prob-
lems is vastly different from
the usual work of making

Particularly noteworthy
Jeatures of the training are:
100 problems in Practical Accounting
with solutions and coraments
100 questions and answers in Account-
‘ing Law
100 questions and answers in Auditing

100 questions and answers in Theory

of Accounts

Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,”
working sheets, side calculations, use of
proper inology, and discussions of
authoritative opinions.

Problems and questions (1) actually
usedina C.P.A.oran A.I. A. examina-
tion, or {(2) specially prepared to train
the candidate in handling certain points
likely tob dinthe PR

Personal correction, criticism, and grad-
ing of every ‘examination paper by a
Certified Public Accountant who has him-
self passed the C. P. A. examination.
There are sixteen such Certified Public
Accountants on the Active Faculty of the
International Accountants Society, Ine,

audits; installing systems, or
conducting investigations.
Many men with little or no
practical experience can solve
C. P. A, problems readily—
many others with years of
experience flounder pitifully in
the examination room. WHY?
The candidate is required to
work at top speed. He must
work with limited information.
He has to construct defini-
tions. Very often it is neces-
sary for him to use unusual
working sheets.

The C. P. A. Coaching
Course given by the Interna-
tional Accountants Society,
Inc., prepares you to meet
such conditions. The fee is $4¢,
and the text consists of twenty
lessons.

SPECIAL booklet, “How to Prepare for the C. P, A. Ezamination,” is now ready for those
L who are interested. For a free copy, just write your name and address below and mail.

INTERNATIONAL ACCOUNTANTS SOCIETY, Inc.
A Division ofthe ALEXANDER HAMILTON INSTITUTE

Y Totheln

Society, Inc., 3411 South Michigan Avenue, Chicago, HHinois.

Send me the special booklet, “How to Prepare for the C. P. A. Examination,”
‘whiclt describes your special Coaching Course for Accountants. !
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The President’s Column
A Suggestion for the New Year

HE necessity of a careful effort to

classify the various services of the
Certified Public Accountant, so that the
members of the profession as well as the
general public would each understand the
scope of work indicated by specific titles,
has long been acknowledged by everyone
familiar with public accountancy. After
the comprehensive report rendered at
Memphis, expressed themselves by reso-
lutions as being desirous of dissemi-
nating the valuable information to ac-
counting instructors, business and finan-
cial groups.

In this work of dissemination, the
members of The American Society are
afforded an excellent opportunity to
assist. The annual audit rush is here; in
a short time reports of certified public
accountants will be flooding business and
financial organizations in every State of
the Union. The period is most oppor-
tune for accountants to familiarize them-
selves with, and give publicity to the
classification of accountancy services
and certificates as adopted in principle
by The American Society and several
State organizations of certified public
accountants. The new engagement, or
the old engagement renewed, should be
classified under one or more of the
divisions recommended by the Commit-

tee, and the client informed thereof. The
text of the auditor’s report should be
changed from its old form if necessary,
and the accountant’s invoice should also
contain the wording of the class of serv-
ice rendered in conformity with the
Committee’s recommendations.

It is human nature doubtless to ex-
pect the organization, State or National,
through its officers and its committees to
do the work and smooth the road for the
benefit of the individual members. The
members of this organization, each work-
ing in his own circle—large or small, can
spread the principles of Classification
and smooth the road of better mutual
understanding more effectively, and more
universally, than a handful of officers
and committeemen, no matter how
cempetent and resourceful.

For the New Year, therefore, it is
suggested that every member of our
Society familiarize himself with the re-
port of our Committee on Classification
and Certification of Accountancy Serv-
ices to the end that with the opportunity
afforded by annual audits now under
way, each one will do his individual
share toward spreading the helpful idea.
Do this and the committee work to
follow will find a fertile field and results
will be more rapidly attained.
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Accounting and Credits

By Henry H. HEIMANN

President, National Association of Credit Men

N AR. Chairman and Gentlemen: To begin
1vi with, I bring to you, of course, the
greetings of the association I represent, which
is the National Association of Credit Men.

In order that you might have a picture
clearly in mind of the type of organization,
(not that I am going to impose on your
graciousness to do any advertising) allow me
to say that we deal with wholesale credits as
distinguished from individual or personal
credits. In other words, we pass on the credits
of jobbing concerns, wholesalers and manu-
facturers.

I think I can fairly say that my note of
greetings to you carries with it a sense of
sincerity that might ordinarily not be found in
these platitudinal expressions, when I tell of
some developments immediately after I went
into this work. I did, in my own private in-
dustry, serve as auditor, and if I am to let
you in on any of the secrets of my ambitions
in life, I would say to you in all frankness
that I hope some day I might get to be a cer~
tified public accountant. But in my business I
went from the auditing field to the finance
field, from the finance to the sales, and when
I left private industry I was vice-president of
the Kawneer Company, in charge of sales.

When 1 went into the present work, which
I would have you understand is largely a labor
of love, I called in the secretary-managers of
our organization. We have some one hundred
secretary-managers located throughout the
country who handle our work., At this meet-
ing I suggested and was given the assurance
that if I took the assignment each and
every local unit of my organization would
present me with a certified public account-
ant’s statement twice annually. Further than
that, I am to pass upon the accountants
who might be qualified to give that audit. I
have no hesitancy in saying that if I under-
stand this organization correctly, and if I

*Address delivered at the annual meeting of
The American Society of Certified Public Ac-
countants, October, 1931.

understand the American Institute correctly,
membership in either of these two organiza-
tions would automatically call for approval
on my behalf. I mentioned that to illustrate to
you just how I feel toward a C. P. A. balance
sheet. We credit men, I feel, can do as much
to promote our own interests selfishly, if you
please, and can do as much to promote your
interests, by insisting on C.P. A. audits from
anyone who might apply for credit, as any
organization in the country.

Furthermore, there is a mutuality of in-
terest in our work that I am sure would be
helpful to us if we co-operated along certain
definite lines.

Permit me at this time to make some ob-
servations with respect to your own field. I
have often felt that if certified public ac-
countants could bring home to the small mer-
chant the value of a certified public accountant
examination and audit, you would not only be
rendering a service to business, but you would
be rendering a service to human welfare as
well, for in all of my experience as a credit
manager of an industrial company, I can
honestly and truthfully say that a man who
knew what his business was about and who
was posted on the details of his business was
an unusually good credit risk. The unfortun-
ate thing about the small merchant is that he
does not know. While from a monetary point
of view it might not be fruitful to develop
that small merchant’s business, I take it you
are in a profession, and everyone in a profes-
sion must do many things for which adequate
compensation is not received, by way of earn-
ings at least, in order that the profession
might bring added prestige and further serv-
ice to humanity.

If there is any one thing lacking in the
country at the present time, it seems to me
that it is old-fashioned spunk or courage. You
people in the next year must exercise courage
in every respect, for you are going to be faced,
as I see it, with situations which cannot be
glossed over and in the handling of which you-
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must not only exercise courage but you must
frankly interpret the facts.

I have been interested in the recent English
decision, and I am wondering how {far the
accountant would have gotten in the United
States in that case. I am satisfied that men
not engaged in your work as a profession
would have immediately concluded that at
least he was incompetent, if, indeed, he was
not civilly liable.

I am wondering what the attitude of the ac-
countant is going to be this year with respect
to inventory. Delicate questions are going to
be put up to you in this respect. Certainly
there will be an inflation in inventories; make
no mistake about that, particularly in the fin-
ished goods. There is a question that is going
to call for an unusually high degree of cour-
age. May I say, when I suggest these matters,
that the accountants I have had to do with
have, I am happy to inform you, always
possessed a high degree of courage.

It seems to me that you can be of service to
your country at this particular time with re-
spect to advising in matters that may affect
national welfare. After all, you haven’t any
iron in the fire. You are not pulling for this
industry or for that industry. You stand in an
unprejudiced light, just as does the organiza-
tion I represent. Can you tell me who is the
better qualified to pass upon an equitable tax
law than the certified public accountants of
this country? I should like to see a measure
of co-operation with respect to national tax
legislation which would have in mind the
working out of that legislation, so as to dis-
tribute the burden equally, and in such a way
as not to be harmful to business.

We have occasion in our work to use ac-
countants’ audits, not only in our own pro-
gram but likewise in the program that we
have in what I might call our fraud preven-
tion work. We went out to the nation some
four or five years ago and raised a fund of
two and one-half million dollars. Perhaps I
can explain to you the use to which that fund
is put, when I take a sample case out of my
portfolio.

Julius Kohn, let us say (we will just call
him that), looking towards Mr. Springer’s
home, Ann Arbor, sees a fine place in which
to go into business. He gets into the city and
ingratiates himself, first of all, with all of the
ministers of town. Oh, Julius is a man who
hasn’t any particular religion in mind, but he

is very gracious toward all of them. He goes
around and makes a donation to the Catholic
priest. He next remembers the rabbi. He
then gives the Methodist minister some
money. Julius Kohn is building local good
will. Soon he begins to go to the leading at-
torney’s office, and tells him that he wants to
incorporate his business; he is going to locate
in the town. It is a fine little town, and he and
his family are going to move in and become
a part of it.

This he does, and he pays a handsome fee
for the incorporation. He opens up his shop
and sits down and orders merchandise. He
pays his bills promptly for six to eight
months. Get that! He pays his bills promptly
for six or eight months. Then one night
Julius sits down from twelve to two o’clock
in the morning, and he scatters broadcast
orders for $138,652.20. I am giving you an
exact, typical case. The merchandise is shipped
to him, and immediately something goes wrong
in the affairs of Julius. His wife begins to
complain. Things are breaking rather badly.
Money is coming rather difficult. He is hav-
ing a hard time making a success out of his
business. Soon you see the sign “Cash Clear-
ance Sale” over his door, and Julius has a
clearance sale, and he cashes in to the tune of
$50,000 or $60,000, and Julius blows town, or
otherwise stands in front of the door wring-

‘ing his hands and wailing and bemoaning his

fate.

All right. We had a fund of two and one-
half million dollars. We have fifty investi-
gators scattered throughout the United States.
One of the investigators gets on the job. Im-
mediately we see the wisdom of Julius having
contacted the various people in the town, for
the sympathy of the people is entirely with
Julius. “Why, hasn’t he been the most gen-
erous hearted soul? He gave to our church.
He gave to every civic enterprise we had.”
There could be nothing wrong with Julius,
not a thing.

We go to the local officer’s office, and we
find there, too, Julius tilled the field and cul-
tivated it rather extensively. It looks as
though you couldn’t get an indictment against
a man of that type—impossible. But we per-
sist, and we begin to get the co-operation of
the national government, and soon our in-
vestigator and the postal inspector gets on the
job. A woman enters into the case. We soon
find communications between Julius and the
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nurse, and learn that Julius has not only taken
this money and cached it in one of the South-
ern banks, but that such merchandise as
Julius could not sell, he has secreted, with the
result that in the period of just thirty or
sixty days we get all the evidence on Julius,
and in this particular instance we find that he
plans on opening up in Leavenworth, Kansas,
I don’t know why. Our investigators went
down to Leavenworth, and on Thanksgiving
Day walked into Julius’ home and partook of
a wonderful Thanksgiving feast that Julius
intended, certainly, for his own consumption.
Julius was given two years and two days for
the use of the mails to defraud.

I will remind you of the fact that this two
and one-half million dollar fund that we have
raised has been responsible for the conviction
of 1,179 for commercial crime.

‘When a man can no longer, in safety, go
out and hold up a man on the street and take
the risk and the chance, he gets into com-
mercial crime. I give you this illustration so
that in case you are called in on audits of that
character, you will know what sanitary work
we are trying to do, and you will be of as-
sistance to us and will do, if anything, an un-
usually good job on an assignment of that
kind. We are endeavoring in all ways we pos-
sibly can to keep credit well defined, to keep
it well disseminated, to keep standards and
ethics about its dissemination, for if you fail
in that, your entire business structure becomes
out of joint. Bad credit is like so much
counterfeit money. It ruins everybody that
touches it. Why, the problems of the world
today are problems of credit.

You have as a base your gold standard, an
infinitesimally small amount. From that point
forward, every business transaction that you
have is a matter of credit. I mention this to
you tc illustrate the character of work that
we are doing.

As I travel about the country, as I told you
a moment ago, I am impressed with the fact
that there seems to be a lack of courage.
There seems to be, if I may say so, in a cer-
tain measure at least, a lack of leadership.
What is leadership? Leadership doesn’t neces-
sarily mean a rugged physical being. Quite
the contrary. I have in mind at the moment
a man who lives on bird-seed, who weighs
ninety-six pounds, and whose entire habiliment
wouldn’t make one bath towel in the hotel.
Mahatma Gandhi is a leader. Whether or not

he espouses the cause we would like to have
him espouse, he is a leader. Benito Mussolini
is a leader. He is a leader because he inspires.
It seems to me that business must take on
a certain amount of leadership if we are going
to emerge in short order from this depression.
Everyone knew, for instance, when the debt
moratorium was under discussion, that a mor-
atorium for a year was merely a matter of a
few days of grace, that the issue would have
to be met again. But the business leadership
of the country did not demand that it be met
immediately so as to bring about the elimina-
tion of that period of uncertainty through
which we are going. Leadership! Leadership
in the matter of wages! I am not here to tell
you whether wages should be reduced, or
whether wages should not be reduced, but I
am here to say this, that it doesn’t promote an
emergence from depression, to see concerns
declare extra dividends and at the same time
announce a reduction in wages. Every man
must meet the situation as he finds it, but you
people know, if you are at all alive and have
your ears to the ground, that a few of our
business leaders have dismissed at the front
door, and re-employed labor at the rear door
at a reduced wage. I am here to tell you that
by and large labor has been pretty decent to
capital. They both traveled down the highway
to prosperity by reason of their co-operation.
If there is one thing that will kill it quickly,
it is to dismiss men at the front door and re-
employ them at the rear door at reduced
wages. It seems to me that a business man
who does that is acting the part of a sneak
thief, for he will build more self-respect,
more confidence in industry, and confidence is
what is needed today, if he will frankly tell
the men the situation that confronts him, and
then deal with them in that way. They will
have more respect for him and he will have
more respect for himself.

Modern civilization, naturally, brings with
it its problems. I guess by way of contrast,
primitive society didn’t know what a depres-
sion was. Instead, disease and starvation auto-
matically decimated its ranks. I am not sur-
prised at the present condition of things, and
I am not alarmed at the storm. The tragedy
of the thing to me is if we emerge from this
storm unprepared in the future to iron out
these curves, to get them on a more normal
basis. We are going to have periods of pros-
perity and periods of depression so long as
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the world exists, so long as man is selfishly
constituted. But there needn’t be the swing of
the pendulum to the extent that it is at the
present time.

The amazing thing to me is that so many
people are astonished at the fact that in this
day and age, with civilization developed to
such a high degree, with the necessity of a
delicate balance, of a perfect synchronization,
we should have these maladjustments. It
seems to me they are logical, although the
present one, to be sure, is abnormal. But show
me a parallel for the World War.

Further than that, it seems to me that if out
of this depression we emerge with a real,
definite program to limit the extent of suffer-
ing in future depressions, then, perhaps after
all is said and done, we may have learned
something from our present experience.

Almost everyone in the United States has
been blamed for the present depression, in-
cluding the New York Stock Exchange. The
New York Stock Exchange, of course, is a
necessary institution. But I am here to tell
you that unless they regulate their own house,
government will try to regulate it for them,
and I pity any business which government
tries to regulate.

I am here to make this observation, that
sometimes by legislation, either direct or in-
direct, we do things which, in the practical
working out of the problem, contribute a
great deal to the orgy of gambling.

Has it ever occurred to you, as it must have
no doubt, as you are accountants, that non-par
stock was the basis of the entire inflation in
the Stock Market? Some one mentioned to me
as I came into the room, “A certain stock is
selling at $16 a share. Can you imagine it?”

I said, “It is high. I bought it five years
ago at $72 a share, and I have six shares for
one. The stock that I bought five years ago
at $72 a share is selling today at $96 a share.”

The trouble was that the injection of non-
par stock brought on an inflation and took
away from men’s minds a proper and true ap-
praisal of the things that might really consti-
tute the values in these stocks. So it is things
of that character that have contributed. Ac-
countants can be of considerable help in that.
I expect to see the day when you accountants
will report not upon the per share earnings
(that doesn’t mean a thing to me) but on the
earnings per dollar of invested capital; that
does mean something to me.

Perhaps I have gone afield. I return to the
subject of courage. My mind goes back sev-
eral centuries, and we find a band of people
anxious to establish themselves in a new coun-
try, making a perilous journey. Sometimes
when within sight of our shores, they were
driven back, only to resolutely carry on, until
eventually they land. When they land, instead
of the Utopia that has been promised them,
they find a wilderness, a wilderness neverthe-
less possessed of great natural resources. Do
they sit down and complain and fume and
whine? Quite the contrary. They dig their
toes in and begin to wrest from a virgin soil
their daily bread. After working all day, at
night they fight the savages in defense of their
homes and their families. In the fall of the
year we find them gathered together for
what? Gathered together in thanksgiving,
thanking Providence for the opportunity that
was theirs to pursue life in accordance with
the inalienable rights that man possesses.

We turn the chapter of history. We go on
to the war for independence, and here again
we find at Valley Forge that small band of
men courageously fighting on and winning for
us the freedom that is ours.

We go on to the Civil War, and our streams
run red with patriots’ blood, north and south.
I can say this for I had people in both the
north and south—opatriots all. They fight on
for four years until finally that issue is de-
cided.

We turn another chapter, and we find that
we are in the World War. Some several hun-
dred thousand of our young men go across the
sea and give their lives in defense of those
things that our forefathers held so dear.

The point I want to make is this, that all of
the battles aren’t out on the field of war.
This is a battle you are in today, a peace-time
battle, if you please, and the challenge that
comes down to you and to me is “Is the
American nation running thin of blood?”
That is the challenge that you must answer
both in your professional work and in your
citizenship duty, bearing in mind that char-
acter was never molded except in periods of
adversity. Let us all gird for the battle, give
the best we have; dig in our toes, and soon
you will find that the clouds will roll by if,
indeed, they are not now slowly but surely
rolling by.
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Monetary Status of the Present Day’

By Jou~ T. Mabpen, C.P.A.

’T'HE foreign situation, of course, does af-

fect every one of us in this country. Mr.
Gandhi persuaded the Hindus to abandon the
custom of not washing their cotton turbans.
The result was a very great decline in the
consumption of cotton cloth in India, which,
of course, affected the output of the Lanca-
shire mills and affected the demand of South-
ern cotton, which, of course, reduced the
purchasing power of our Southland, which, of
course, reduced the consumption of industrial
products of the East and the West. So that
the vagaries of a little sect in India have their
repercussion upon each and every one of us.

The demand deposits of the New York
member reporting banks in New York for the
last week increased $200,000,000. That in-
crease was brought about very largely by the
sales of foreign-held American securities.
Some of it was interior selling in this country.
But that amount is a potential claim upon our
gold and, of course, affects the credit struc-
ture of this country and has a repercussion,
also, upon the credit structure of other coun-
tries. So that the world today is a unit, and
nothing can happen in-any part of the world
which may not affect us individually in one
way or another.

I have made a few notes for a very hurried
presentation of circumstances as they exist
today. No one can tell from one day to
another what is going to happen, because
what happens will depend very largely upon
the psychology of the several hundred millions
of people who are involved.

The latest upset, of course, was the
abandonment by Great Britain of the gold
standard, with the result that other countries
promptly followed suit, and we are back to
the year 1921 as far as the international cur-
rency situation is concerned. A great deal of
the constructive work that was carried on in
the last ten years in the stabilization of cur-
rency is practically ruined.

It is impossible to state, prior to the general
election which has been ordered in Great

*Extemporaneous remarks made at ’ghe an-
nual meeting of The American Society of
Certified Public Accountants, October, 1931.

Britain, the point at which the pound sterling
will be stabilized. After the new general elec-
tion, measures will undoubtedly be taken to
stabilize the pound at some definite figure, in the
same manner that France stabilized the franc.

We must all admire Great Britain’s valiant
attempt to maintain parity of the pound. It is
the Britisher’s proud boast that he has always
paid on the nail. Undoubtedly, Great Britain
could have carried out its project if condi-
tions in Continental Europe had been dif-
ferent and if conditions as to British manu-
facture and British industry had been differ-
ent. Unfortunately, Great Britain’s labor has
been largely a protected labor. Her costs of
production have been high. Her plants are
obsolete and out of date. Rationalization has
made less progress in Britain than anywhere
else in the world.

Moreover, the Treaty of Versailles which
permitted Germany to pay part of the repara-
tions in kind, adversely affected British in-
dustry. It put the Germans in a competitive
position, injurious to Great Britain in regard
to its manufacturers, injurious to Great Brit-
ain in regard to its coal industry, injurious to
Great Britain in regard to its shipping in-
dustry. No small portion of Britain’s present
plight, in my opinion, can be attributed to Mr.
Lloyd George.

The depreciation of the pound sterling will
tend to stimulate British exports. The present
decline of approximately twenty per cent in
the valuation of the pound practically results
in an export subsidy of twenty per cent in
favor of British manufacturers. That is likely
to be offset by other factors which I shall
mention in a moment.

The devaluation of the pound will also tend
to limit British imports, because the British
importer will have to give a larger number of
pounds in exchange for the merchandise which
he imports, and already British importers have
cancelled orders for importation into Britain
amounting to many thousands of pounds ster-
ling.

However, the stimulation of British ex-
ports and the reduction of British imports will
help Great Britain in balancing its inter-
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national payments. The less that Britain has
to pay other countries for imports, and the
more it receives in exchange for its exports
will favorably affect its balance of payments
on international account.

One of the greatest sources of invisible
exports of Great Britain is the fact that Great
Britain is the world’s international money
center. A revenue is derived by the City of
London estimated at between 50,000,000 and
60,000,000 pounds in financing international
trade. London, of course, is the greatest ac-
ceptance market in the world, and all kinds
of bills originating in international trade are
financed on the.London market. England’s
great insurance companies and her great
shipping companies create millions of pounds
of international acceptances. Many of the
world’s commodity markets are in London,
such as rubber, tin and so forth. The result
is that this great international money center
helps Britain on its international balance of
payments by the revenues derived from the
financing of international trade.

New York and Paris, of course, have be-
come increasingly important as international
money centers. Paris has made a very serious
effort to develop its acceptance business. But
the acceptance business is a peculiar business
in which the Britishers have had long ex-
perience, and in which the French have had
little experience. It was not until recently
that any acceptance business at all could be
developed in France, because no one knew,
prior to the re-organization of French finances
in 1926, whether he could get silver or gold
for French exchange, because the Bank of
France had the right to pay in silver if it
wished to, on an international acceptance. But
with the abolition of that regulation, Paris
has become increasingly important as an in-
ternational money center.

New York, of course, has financed inter-
national trade to an increasing extent, but
New York, likewise, does not have the ma-
chinery in existence, nor the experience for
the development of a world-wide acceptance
market. In New York, the principal money
market is the call market. The call market in
England or in other international money cen-
ters is very much less important. As long as
we have in New York the preponderating im-
portance of the call money market, we shall
probably not go very far in the development
of an international acceptance market.

London has always operated on a very thin
margin of gold, and London could safely oper-
ate on a very thin margin of gold as long as
there was confidence in the world that bills
due in London would be paid on the due date,
and London bankers manipulated their ac-
ceptance market so cleverly that England
could do a tremendous volume of acceptances
on this extremely thin margin.

However, the balances on international ac-
count which had been piled up in London,
threatened London’s gold. France last year,
for example, had balances of over $600,000,000
in London, and the French bankers, quite
properly, began to question whether they
would ever get payment, because if France
presented immediately a demand for the bal-
ances due her, every pound of gold in Britain
would be drained out. The Bank of France
has been accused from time to time of work-
ing against the London money market, by
calling for the payment of these balances, and
there perhaps is a well-founded suspicion that
when France wished to bring political pres-
sure on Great Britain on any international
question, pressure to the money market was
applied. I do not think there is any question
about that, although, of course, there is no
proof of it.

However, these great potential and actual
demands upon the London market have been
primarily responsible for the existing situa-
tion. There arose a lack of confidence in the
ability of the London market to pay, and,
consequently, various nations, the Hollanders,
the Swiss, the Germans and the French, and
the Americans, and even some nationals of
Britain, began to lose confidence in the Brit-
ish market.

There has undoubtedly been a very substan-
tial flight from the pound by Britishers them-
selves who have sold British securities and
re-invested the proceeds in American and
Canadian securities.

Now, the depreciation of the pound may
upset the British budget, even the revised
budget which has been presented by Chancel-
lor Snowden. That will come about in this
way: Great Britain imports large quantities
of foodstuffs and raw materials, cotton, for
example. It will require, therefore, a larger
quantity of pounds to pay for the food neces-
sary to feed the English population. That will
have a tendency to increase the cost of liv-
ing in Great Britain. Moreover, the discount
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rate of the bank has been raised, and that will
increase British overhead costs by increasing
the cost of borrowing money and doing busi-
ness. Furthermore, the tremendous increase
in taxes levied upon Britishers by the neces-
sity for balancing the budget will also increase
British overhead costs. So that while Britain
will benefit by this export subsidy in the
stimulation of its exports, there will be an
offsetting factor, due to the increase in the
cost of living and the increase in the overhead
cost of doing business. To what extent that
increase will offset the benefit, of course no
one can tell. But reliable economists esti-
mate that the increase in the cost of living
and the cost of doing business will probably
not be less than ten per cent.

Great Britain’s international balance of pay-
ments and the effect of the declining British
trade can be seen by examining the position
of British trade in international trade. Great
Britain’s position in international trade has
been continually declining from 1914 to the
present date. Incidentally, I may say that I
believe personally all British bonds stated in
dollars are safe. Those who hold British
bonds stated in dollars will be paid, without
any question.

So, therefore, Britain must immediately re-
organize its industry. First, it must abandon
its obsolete plants; second, protected labor
must surrender some of its present privileges;
third, the cost of the social service which
Great Britain is incurring today must be im-
mediately reduced. Unfortunately, unemploy-
ment is still increasing in Great Britain, and
the stimulation of British exports has not
reflected itself yet in a decline in unemploy-
ment. So much for Great Britain.

Germany. The main problem of Germany
is attempting to maintain the stability of the
mark. As long as Germany can maintain the
stability of the mark, she can remain on the
gold basis, and Germany has announced her
intention of remaining on the gold basis. They
have, of course, in Germany the keen recollec-
tion of the period of inflation through which
they recently passed. You may rely upon it
that the Germans will do everything possible
to maintain the stability of the mark. How-
ever, the stability of the mark depends entirely
upon the state of German trade. Germany
cannot maintain the stability of the mark un-
less she has favorable foreign trade, unless the

balances on international account shall run
in favor of Germany.

The renewal of the moratorium undoubt-
edly will be necessary, that is the period must
be extended, if Germany is to maintain the
stability of the mark. Furthermore, the prob-
lem of reparations must again be undertaken,
because the payments by Germany were fixed
upon a price level greater than that which
now obtains. Consequently, the whole repara-
tions business and the whole question of allied
debts must be re-examined if our present price
level is to exist.

In Germany the unfavorable factors are
that business is, at the present time, decreas-
ing and that unemployment is increasing. Fur-
thermore, the taxes in Germany have in-
creased, and government revenues have de-
creased. The present favorable factors in
Germany are a reduction in municipal and
federal expenditures. The government has re-
duced civil salaries, and it is making reduc-
tions in the cost of social services. The other
favorable factor is the present large excess of
exports on the part of Germany. German
industry is dumping manufactured goods very
much in the same manner that the Russians
dumped agricultural and natural products.
That is not because Germany wants to do so;
it is because Germany is forced to do so be-
cause of her present international position.

Another favorable factor in Germany is the
steady banking conditions which have been
maintained there. Germany has adopted one
of the most rigid financial measures ever
known in the history of the world, the details
of which I will not take the time to ex-
plain. It is known as the restriction of credit,
where the Central Bank absolutely restricts
the amount of credit which any industrial or
trading undertaking is allowed to have. When-
ever this policy of restriction of credit is in-
troduced, it helps the German’s national econ-
omy to steady the banking conditions of the
country.

The merits of German bonds held in this
country depend entirely upon the ability of
Germany to maintain the stability of the
mark ; that is to say, if Germany can maintain
the stability of the mark, anyone holding
German bonds does not need to worry about
what the present market price of these bonds
may be.

Just a word about France. In France, the
business depression is increasing. This will
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result in an upset in political conditions. Un-
employment is increasing. When I was in
France last year,” the government figures
showed only 1,000 in the whole nation who
were unemployed, and at that time there were
between 25,000 and 30,000 Italians engaged
in the construction of fortifications. Those
Italians have been shipped back to Mussolini,
but unemployment in France has increased
tremendously. No official figures are pub-
lished by the government, but it is estimated
that close to one-quarter million at the pres-
ent time are wholly unemployed in France.
French banks are, of course, adversely af-
fected by the decline in the pound. Their
balances in London are estimated at the pres-
ent time to be about $400,000,000, and natur-
ally, of course, they have got to be converted
on the devalued basis.

Lack of confidence on the part of French-
men is having an effect in this country, be-
cause France has a tendency to convert its
balances held in this country, into gold. The
Federal Reserve Board does not publish any
figures as to who earmarks gold in this coun-
try, but it is quite generally known that a
large portion of the increase in earmarked
gold is on account of France. In other words,
the lack of confidence of the French extends
even to this market, and they are converting
their deposit balances into gold.

The Scandinavian countries have been very
hard hit by the decline in the shipping in-
dustry, and by the decline in the fishing in-
dustry. They have also been hard hit by the
devaluation of the pound, because they have
close and intimate relation with the London
market. ’

Sweden is in the best position. Norway is
in the poorest position. The currency of those
countries will continue to fluctuate until the
value of the pound has been fixed, and the
return of their currencies to gold depends
entirely upon the situation in Great Britain.

Austria-Hungary. Both countries need for-
eign loans in order to maintain the stability
of their currencies. The recent decision of the
World Court in the declaration of the illegal-
ity of the customs union further complicates
the problem. Those of us who are invited to
aid in having the United States join the
World Court should realize that the decision
of the World Court was made wholly on
political lines and decidedly in disregard of
normal economic relations between Austria

and Germany. Austria’s position has undoubt-
edly been very adversely affected by the fail-
ure to realize a customs union with Germany.

Hungary is naturally an agricultural coun-
try, and it is very hard hit by the decline in
the prices of wheat and corn.

Reduction in expenditures in both countries
is necessary and, in my opinion, the League of
Nations’ control of the finances of both Aus-
tria and Hungary will very soon take place.
The League of Nations, you will remember,
took Austria under its wing and took Hungary
under its wing, appointing, in the case of
Hungary, an American, Jonathan Smith, of
Boston, as financial adviser, really financial
dictator. .

Switzerland and Holland both have been
hard hit by frozen credits in Germany. They
have invested large sums of money in Germany.
The Germans, on the other hand, have shipped
a great deal of their free funds to both Switz-
erland and Holland. In other words, there has
been a flight from the mark into Switzerland
and Holland and a re-borrowing by Germans
from Switzerland and Holland, with the result
that the credits in Germany due to Swiss and
Hollanders are now frozen. Furthermore, of
course, both countries have intimate relations
with Great Britain and are vitally affected by
the situation of the pound.

South America is a continent which has
great natural resources, the prices of all of
which are now at the lowest levels. Those
countries, of course, must reduce their imports
and must try to increase their exports, but
undoubtedly the balances of all of them on
international account will be adverse, and there
is no hope of any permanent improvement in
South America until the price level is stabi-
lized or raised above the present level.

As far as the United States is concerned,
the unfavorable situation of foreign curren-
cies means that it is going to be very much
harder for us to export. Our exports un-
doubtedly will be adversely affected. We
cannot import much because there is no way
by which the foreigners can pay us. We have
erected a tariff wall against their goods. We
cannot loan them money because there is no
one who will buy foreign bonds, and they
have no gold with which to pay us. So that
our exports undoubtedly will be adversely af-
fected. Of course, everybody has a panacea
for the correction of conditions here. I do not

(Continued on page 27)
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The Louisiana Regulatory
Accountancy Law’

By Emire Bienvenu, C.P.A.

r T"HE prime objects of a regulatory account-

4L ancy law, as I understand them are: the
protection of those employing the services of
public practitioners; the insurance that no per-
son shall practice public accountancy unless that
person is qualified to do so from the viewpoint
of education, character, ability and experience;
and the protection of the competent and
ethical practitioner against the ‘“charlatan”
who knows no standard of efficiency or de-
cency.

There are some members of the profession
who, in discussing accountancy legislation,
refer to “regulatory” laws as restrictive or
monopolistic. They seem to get away from
the real objects and purposes of regulation.

The law: of the State of Louisiana does not
“restrict the practice of accountancy to certain
of her own citizens,” nor does it “place re-
strictions of varying character and severity
upon the practice of accountancy within the
State of citizens of another State.” It pro-
vides, however, that any person practicing
public accounting in Louisiana must—as is re-
quired of all other professions—qualify to do
so in accordance with the law of the State.

No one has a natural or absolute right to
practice public accountancy but the right is
one granted on condition. Though the State
cannot prohibit the practice of public account-
ancy, it can regulate it within reasonable
bounds by defining qualifications of the prac-
titioner and requiring a certificate showing
possession thereof.

It is true that the laws of some states are
more severe than others—perhaps unreason-
ably so—but it should not be argued that it
is unfair to tell the practitioner from one
State that he cannot practice in another State
unless he meets the same requirements of
the law demanded of the local man.

The Louisiana law does not prevent the
outside accountant from coming into this State
to audit the accounts of a branch house or

*Address delivered at Four-State Meeting,
Shreveport, Louisiana, November 16, 1931.

handle isolated engagements, but if he under-
takes to render professional services to Louisi-
ana businesses and institutions, the law de-
mands that he first qualify to practice in the
State by securing a C. P. A. certificate there-
from. If a person is in good standing as a
C.P.A. of another State he will have no dif-
ficulty in obtaining a reciprocal -certificate
from Louisiana, unless the difficulty originates
with the State issuing the original certificate
which, though demanding entrance in our State
for its C.P. A’s, refuses to grant the same
privilege to Louisiana practitioners.

The ideal condition, to my mind, is to per-
mit the holder of a C.P. A. certificate from
any State to practice in every other State with
the sole provision that he is answerable to the
laws of the states in which he performs his
work.

I have deviated somewhat from regulatory
laws to talk reciprocity but the two interlock
to some extent.

Although every State in the Union has its
C.P.A. law, only ten of them have enacted the
so-called regulatory law. In Louisiana, Act
136 of 1924 provides that only persons who
have qualified for C. P. A. certificates under its
provisions shall practice public accountancy in
Louisiana. The Act further provided, how-
ever, that those persons who were, at the time
of its passage, practicing public accounting,
and were of good moral character, would be
registered by the State Board under the desig-
nation of “Public Accountant.”

This law—a compromise measure — was
brought about to prevent the introduction of
legislation by non-certified men every two
years to reopen the “waiver” clause in order
to secure their C. P. A. certificate. At every
session of the Louisiana legislature from 1910
to 1922, the Society of Louisiana C. P. A’s suc-
cessfully fought the waiver clause. However,
the more we argued the matter the stronger
grew our conviction that it was necessary, for
the good of the profession and the public, to
accord some legal recognition to non-certified
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men who were practicing public accountancy,
many of whom we knew to be capable and
ethical practitioners. The law of 1924 resulted,
leaving the “certified public accountants” un-
disturbed and registering “public accountants”
as such.

Now, as to the effects of the new law. The
business public acclaimed it as an additional
protection to those who employed the services
of the public practitioner. The bankers, par-
ticularly, endorsed it highly, and, although
partial to “certified public accountants,” in
many cases they employed or recommended
the services of “public accountants.”

The “certified public accountant” assumed
that a rather delicate problem had been solved,
that in due course of time the “public account-
ant” would recognize the benefits to be de-
rived from qualifying for his C. P. A. certificate
by examination and that, through that process,
the Louisiana designation would gradually re-
duce itself to but one; “certified public ac-
countant.”

For a while the “public accountants,” happy
in their legalized designation, and with the
knowledge that they had practically all the
rights and privileges of the certified men,
showed a decided inclination to eliminate the
factionalism previously existing, and to work
shoulder to shoulder with the C. P. A’s for a
greater and better accountancy.

In the course of time, however, the newness
of the situation wore off and the attitude of
the public accountants began to change. They
claimed that since they had all the legal rights
accorded certified public accountants it was
unfair that they should be classed separately
and placed in a secondary position before the
public. One of their contentions was that
many of them were associated in partnership
with certified public accountants and that the
senior partners of these firms were mostly
“public accountants.” They had no permanent
organization of their own and were ineligible
for membership in the C. P. A. Society. They
in various other ways indicated their resent-
ment at what they termed the “line of de-
marcation,” and their discontent finally cul-
minated in the introduction of a bill in the
Legislature of 1928, granting C. P. A. certifi-
cates without examination to “public account-
ants” who held unrevoked certificates of
registration under Act 136 of 1924. This bill,
through the efforts of the Society of Louisiana

Certified Public Accountants, died in com-
mittee.

Thus, although we had definitely eliminated
the probability of reopening the waiver clause,
another problem—the legal conversion of the
P. A. registration into a C. P. A. certificate—
was before us for solution. The public account~
ants decided that they would reintroduce their
bill, with some modification, before the Legis-
lature of 1930. Several of the leading public
accountants in the State, however, now took the
position that although they were in favor of
the measure, they would not support it unless
it was approved by the Society of Louisiana
Certified Public Accountants. Such an attitude
on the part of these men brought to their
support several outstanding C. P. A’s. The bill
was considered at a special meeting of the
Louisiana Society, thoroughly discussed, but
voted down as undesirable and inadvisable.
The public accountants accepted the con-
clusions of the Society and did not introduce
the bill,

I want to say here that the action of the
“public accountants” of Louisiana was very
gratifying because it showed an attitude of
complete co-operation and a surrender of the
prospect of personal gain for the good of the
accounting profession. All honor, then, to
those leaders among the “public accountants”
because it is in great part due to their broad-
mindedness and unselfishness that today
Louisiana is free of any dissension and Act
136 of 1924 is upheld in all its provisions. It
is also gratifying to state that twenty-seven
public accountants have passed the C.P.A.
examination since the passage of the regula-
tory law.

Under the law of 1924 there were 138 reg-
istrations as “Public Accountants.” Follow-
ing is an analysis of this number as of this
date:

Qualified as C. P. A’s................
In practice as “P. A’s”
On staff of other accountants 7

Abandoned practice
Deceased

The next problem confronting us was
whether accountants from other states had a
legal right to practice in Louisiana unless they
qualified as C.P.A’s under the law of 1924,
I commented on this matter in another paper
some time ago, but it will bear repetition here.
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The Attorney General of the State is con-
firmed in his opinion that as a prerequisite to
practicing public accounting in Louisiana a
person must first comply with the law. Judge
Jerry Cline, of the 14th Judicial District Court
of Louisiana, in a case involving a claim of
compensation for services rendered in this
State by a C. P. A. of another State, denied a
judgment to the latter on the grounds that he
was practicing unlawfully in Louisiana in that
he was not, licensed to practice his profession
in this State under the provisions of Act 136
of 1924 and, therefore, could not recover for
services rendered under an agreement entered
into in Louisiana because the laws of this
State—Civil Code, Articles 1891 and 1892—
forbid him as a resident of another State to
assume the very position he took and had to
take to carry out his agreement with the de-
fendant.

The case was appealed and the Court of
Appeals sustained Judge Cline. In its dictum
the Court of Appeals says that “the principle
of law here involved seems to have been well
settled by the jurisprudence of the country.”
In referring to other regulatory laws the
Court of Appeals even maintained that:

“Where the law does not contain the
prohibition but imposes a penalty for its
violation, it seems to be generally held that
the penalty implies the prohibition.” The
decisions to that effect are based on the
well-known principle that “the law will not
lend its support to a claim founded upon its
violation.”

It is held by some who question regulation
that in every reported case on which the
legality of a State Accountancy Act was so
worded as clearly to require a license as a
condition precedent to the doing by an ac-
countant of accountancy work for the public
has been decided, the courts have ruled that
such an Act contravenes the Constitution of
the United States. Judge Cline’s conclusions
on this point are very interesting and I ask
your indulgence while I read the following
extracts from his decision:

“Practice as a physician or as a lawyer
is universally prohibited except by those
deemed qualified, and so certified by public
authorities. In these professions the formal
license issued by the State follows as a re-
sult of the qualifications of the license, and
not primarily in consideration of the pay-
ment of the license fee. In some other
callings, the license is merely a receipt for
payment of an occupation tax. ...”

“ . . the moderate fee to be paid for the

certificate cannot be considered the moving
cause of the enactment; it is merely inci-
dental to the regulations deemed important
in the public interest, and at most, designed
to relieve the State itself of some of the
cost of such regulations . . . it must be held
that the public policy of the State places
accountancy in the class of learned profes-
sions, and for the public protection, pro-
hibits its practice under penalties, by those
not duly qualified under the Legislative
Act.”

Again, the following quotations from the
decision of the eminent Louisiana jurist are of
much importance :

“A competent accountant must doubtless
possess certain natural qualifications, im-
proved by education and experience. It is
clear that an incompetent accountant might
injure the public seriously by malpractice.
In State v. DeVerges, which appears to be
the only Louisiana case on the subject, it is
said that accountancy did not affect the
morals, health or safety of the public, how-
ever incompetent the persons practicing the
profession might be. But the later policy
declared by the Legislature, in its Act of
1924, is controlling and can be deduced only
from the Act itself. ... It is seen that the
public policy of the State as set out in the
Act of the Legislature, considers public ac-
countancy as a highly skilled profession, and
the regulation of its practice to be essential
to the well being of the public. . . .”

“It may be said that the rigid terms of
the statute were not intended to apply to
qualified public accountants of other states
who pursue their calling in Louisiana. The
terms of the statute itself are to the con-
trary. Such an accountant, at the discretion
of the Board, may have his certificate reg-
istered without the usual examination, pro-
vided, his home State grants the same privi-
lege to Louisiana accountants; but this is a
discretionary grant. Certainly the Board
would inquire as to good character, and pre-
sumably as to education and experience be-
fore granting the registration. Practice
without such precautions is the exact thing
from which our lawmakers sought to pro-
tect the public.”

In view of the Attorney General’s opinion,
Judge Cline’s decision, and the sustaining of
the latter by the Court of Appeals, it is rea-
sonable for us in Louisiana to believe that Act
136 of 1924 is truly regulative, and would
withstand any attack on its constitutionality.

In conclusion —expressing my individual
opinion—I would say that although our ex-
perience with a regulatory law has been satis-
factory, the ideal situation cannot be reached
nor our big problems met unless and until we

(Continued on page 62)
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Average Ratios of Twenty Represen-
tative Industrial Failures

By Pauw J. FrrzPatrick, Ph.D.

N recent years, increasing attention has been

given to financial statement analysis as a
means of ascertaining the solvency, the earn-
ing power, the sources of capital, etc.,, of a
business enterprise; and also for the purpose
of detecting any symptom of business disease
or ailment which, if not corrected, may lead
to the formation of a creditor’s committee or
to receivership.

As a result, accountants, business managers,
credit executives and other interested parties
are becoming more and more interested in the
use and interpretation of accounting ratios.
Financial statements express business rela-
tionships. The items in themselves may not be
significant, but the relationships between them
are. Thus, ratios are useful tools or devices
in ascertaining the relationships. Like all
tools, however, ratios should be used only
within the range of their efficient or appro-
priate use.

Nevertheless, a question often asked and as
often unanswered is, “What was the nature
or state of the ratios at the time a business
failed, and also several years prior to the
failure?” Furthermore, “Were the ratios fa-
vorable or not; and which ratios were favor-
able and which were unsatisfactory and to
what extent?”

The writer has analyzed the published finan-
cial statements of twenty representative in-
dustrial enterprises which failed during the
period of 1920-1929 for the purpose of ascer-
taining the condition of several well-known and
widely used ratios at the time of failure as
well as several years prior. to failure. Certain
results disclosed by this investigation will be
pointed out in this article. The term, industrial
enterprise, is here used to mean a business
concern engaged in manufacturing or trading
activities or both.

*The data used in this article are taken from
a recent investigation, “Symptoms of Indus-
trial Failures,” a Ph.D. dissertation by the
writer, at the Catholic University of America,
Washington, D. C.

STATISTICAL PROCEDURE

At the outset, it may be advisable to give a
brief explanation of the statistical terms used
in this article. An average is a terse or sum-
marizing expression employed by the financial
or credit analyst for the purpose of describing
in a single phrase the common characteristics
of a series of items. In other words, a sum-
mary figure is desired in order to serve as a
representative of the group. There are sev-
eral types of averages or measures of central
tendency such as: (1) the arithmetic average
or mean; (2) the median; (3) the mode; and
(4) the geometric average. Of these types,
the arithmetic mean and the median are com-
monly used in economic and business investi-
gations.

The arithmetic mean is the result obtained
when the sum of the items in a series is di-
vided by the number of items. It is a numeri-
cal concept or idea. It has the advantage of
being simple to calculate and thus is widely
used. Moreover, it is probably more readily
understood than any other average because of
its simplicity. There is, however, the disad-
vantage that it emphasizes the extreme items,
whether they be exceptionally large or small,
which in most cases is undesirable. Thus in
such cases it is not a satisfactory average. As
an example, the arithmetic average of the
series, 26, 48, 85, 89, 99, 138, 156, 191, 195, 203,
211, 226, 274, 287, 328, 468, 507, 619, 734, 2,525
is 370. These items represent the current ratio
of twenty representative industrial failures in
sixteen lines of business. Thus, the average
current ratio is 370 per cent. If the extreme
item, 2,525, is removed from the series and the
sum of the items divided by 19, the number of
cases, then the average current ratio is 257 per
cent—a much lower figure and probably a
more representative average.

The median is the middle item in a series
when arranged consecutively, so that 50 per
cent of the items in a series are above it and
50 per cent of the items are below it. Thus
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this average is determined by position and
not by calculation. Moreover, it is not in-
fluenced by extreme items or variants to the
same extent as is the arithmetic mean. There-
fore, arranging the twenty current ratios in
the order of magnitude, as stated above, we
find the median to be 207 per cent. If the
extreme item, 2,525, is omitted then the
median of the nineteen ratios is 203 per cent.
This is, indeed, an illustration of how little
influence extreme items have in the computa-
tion of the median. Because of this, the me-
dian is generally considered as a more typical
average than the arithmetic mean.

Variation or dispersion. One of the other
purposes of an average is to establish a cen-
tral point or so-called norm from which to
measure the dispersion or variability of the
individual items in the series. In other words,
we are interested in ascertaining not only what
is the average or typical case, but also how
much do the individual items of a group vary
above and below this central tendency. When
the variability is small the several items in
the series are not widely different and thus
the average may well represent the group.
When it is large, however, the several items
differ widely and the average does not well
represent them. There are several statistical
methods of measuring this variability: (1)
the range; (2) the quartiles or interquartile
range; (3) the average deviation; (4) the
quartile deviation; and (5) the standard de-
viation. In this article, only the quartiles are
employed.

The quartiles are values which divide the
items of a series into four equal parts. There
are three quartiles. The upper quartile (Qs)
is the point above which are the highest one-
fourth of the items. The median is generally
the second quartile. The lower quartile (Q:)
is that point below which are the lowest
one-fourth of the items. The interquartile
range, then, is the distance or difference
between the upper and lower quartiles with-
in which the middle 50 per cent of the items
or cases fall. This is the zone which we
are interested in for observation and analysis,
the extreme items below the first and above
the third quartiles being ignored. Thus this
zone or area generally contains typical cases.
Moreover, it is the zone wherein random
items are most likely to fall.

The average ratios as shown by tables No.
1 and No. 2 are an average (arithmetic and me-

dian) of the respective annual ratios of twenty
representative industrial enterprises which
failed during the period 1920-1929. Further-
more, these average ratios were grouped ac-
cording to the corresponding years before
failure. It is not, however, the intention of
the writer to regard these average ratios, thus
obtained, as standards or norms typical of
failed enterprises generally. The sole purpose,
indeed, is only to show the condition of the
ratios one and two years prior to failure. The
quartiles are pointed out by table No. 3.

InTERPRETATION OF TABLE No. 1

In inspecting this table, one finds the current
ratio to be 370 per cent the second year prior
to failure if the extreme item, 2,525, is present.
It is 257 per cent, however, when this excep-
tionally large item is removed. In either case,
the condition of this ratio is favorable as the
customary and minimum “standard” for the
current ratio is 200 per cent. But in the first
year prior to failure, it is only 178 per cent—
being below this so-called standard.

The quick ratio is 163 per cent if the ex-
treme item, 1,275, is present; and 105 per cent,
when it is removed, for the second year before
failure. This condition is barely satisfactory.
In the final year before failure, it is only 67
per cent and this indicates an unfavorable
condition. The normal or customary rule,
even though a minimum one, is 100 per cent.

The four sales ratios, for which there are
no so-called standards as yet established, are
interesting. Sales to fixed assets ratio drops
from 245 per cent in the second year to 137
per cent in the final year prior to failure.
This, therefore, suggests a strong tendency
towards over-investment in fixed assets. Sales
to inventories ratio shows practically no

" change from 393 per cent to 394 per cent.

Sales to receivables ratio, whether the ex-
treme item is eliminated or not in each year,
reveals a favorable upward trend. Sales to net
worth ratio shows a strong upward movement
from 139 per cent to 274 per cent if a very
large extreme, 1,320, is included. However,
the trend is downward from 139 per cent to
125 per cent when the influence is removed.
This downward swing suggests that too little
business is being done in proportion to the
funds invested in it.

The net worth to debt ratio shows a decided
decline from 191 per cemt to 132 per cent.
This is an unhealthy sign because it reveals
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that the business is operating more on outside
capital than on its own capital.

Net worth to fixed assets ratio reveals a
drop from 173 per cent to 134 per cent and in-
dicates over-investment in fixed assets. This
is conclusively proved as the sales to fixed
assets ratio is also declining. Net worth to
fixed assets ratio should always be supple-
mented by the sales to fixed assets ratio be-
cause if both ratios are declining or are below
normal, the conclusion is obvious that there
has been an undue expansion of the plant.

Inventories to receivables ratio, regardless
whether or not the extreme item, 1,774, is
removed for the final year prior to failure,
reveals a trend toward over-investment in
inventories. It also explains why the quick
ratio is not satisfactory.

Net profits to net worth ratio is conclusive.
It shows a 7.4 per cent profit on the net worth
investment for the second year, while a loss
of 134 per cent is disclosed for the final year
prior to failure. '

Current assets to total assets ratio must be
interpreted in the light of the changes taking
place with the ratio of fixed assets to total
assets. These two ratios reflect a pronounced
tendency toward over-investment in fixed

assets at the expense of the current assets, thus
impairing the working capital position. The
current assets drop from 41.4 per cent to 34.2
per cent while the fixed assets are increasing
from 44.9 per cent to 51.6 per cent.

Other assets to total assets ratio reveals
practically no change. It is 13.5 per cent for
the second year, and 14.1 per cent for the
final year.

INTERPRETATION OF TABLE No. 2

While revealing the same tendencies as
table No. 1, nevertheless table No. 2 appears
to portray a clearer and better picture of the
serious condition of the several average ratios.
In addition, this table, which uses the median
as an average, seems to be more representative
or typical, because the influence of extreme
items or variants is considerably reduced.

The current ratio is barely satisfactory for
the second year prior to failure being 207 per
cent, and is very unfavorable for the first year
when it reaches the low point of 125 per cent.

The quick ratio is very unsatisfactory both
for the second and the final year prior to
failure, being 87 per cent and 58 per cent,
respectively. This is, indeed, an ominous sign.
Thus, both the current ratio and the quick

AVERAGE RATIOS OF TWENTY INDUSTRIAL FAILURES
USING THE ARITHMETIC MEAN

Taste No. 1

Type of Ratios

1. Current assets to current liabilities ...............

2. Quick assets to current liabilities
3. Sales to fixed assets
4. Sales to inventories

Year prior to failure

5. Sales to receivables .......ooericeiieeeecceraenennnn.

. Sales to net worth ...

00N

. Net worth to fixed assets

. Net worth to all liabilities or debt ...............

9. Inventories to receivables .....ccieevieevreernnnn.

10. Net profits to net worth .......
11. Current assets to total assets
12. Fixed assets to total assets .........

13. Other assets to total assets ..........
*Contains a large extreme item.
tWhen the extreme item is removed.

Second First
370*
................................. 257t 178
163*
.............................................. 105t 67
245 137
393 394
684* 799%
................................. 562t 591+
274%
.............. 139 1254
................................. 191 132
................... 173 134
288*
................................. 178 211¢
+ 074 — 135
......................... 414 34.2
................ 44.9 516
13.5 14.1
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ratio indicate the serious impairment of work-
ing capital. Current or working assets repre-
sent the lifeblood of the business. It is the
principal means of earning profits. Cash is
spent by a manufacturing enterprise to pro-
cure raw materials; raw materials are trans-
formed into finished products ready for sale;
finished products are sold and accounts re-
ceivable are created or cash is received; the
accounts receivable are collected and cash
takes its place; cash is spent for more raw
materials and the cycle begins again. Conse-
quently the maintenance of ample working
capital is essential to the profitable develop-
ment of an enterprise. The lack of sufficient
working or circulating capital seriously re-
tards operations.

Sales to fixed assets ratio together with the
ratio of net worth to fixed assets point out
unmistakably the over-investment in fixed
assets. The former is declining from 224 per
cent to 140 per cent while the latter drops
from 144 per cent to 96 per cent, for the
second and first years, respectively.

Sales to inventories ratio shows a down-
ward tendency from 369 per cent to 341 per
cent. This is a contrast to table No. 1 where
there is practically no change, being 393 per
cent and 394 per cent, respectively.

Sales to receivables ratio is favorable, in-
creasing from 579 per cent to 717 per cent.

Sales to net worth ratio is declining from
142 per cent for the second year to 123 per
cent for the first year prior to failure. This
indicates that too little business is being done
in proportion to the net worth investment.

Net worth to debt ratio shows a sharp
drop from 164 per cent to 8 per cent. In
other 'words, there are only $89 of net worth
for every $100 of debt. Thus it becomes very
evident that the short-and long-term creditors
have more equity in the business than the
owners or stockholders. Furthermore, the real
significance is clearly apparent when one con-
siders that net worth is permanent capital
contributed by the stockholders and that debt
is only temporary capital advanced by the
creditors.

Inventories to receivables ratio reveals a
slight trend toward over-investment in inven-
tories, being 199 per cent for the second year
as compared with 207 per cent for the final
year. .

The ratio of net profits to net worth points
out the unprofitable nature of business activi-
ties. A loss of 03.3 per cent was sustained the
second year and a loss of 12.8 per cent the
final year prior to failure.

The current assets to total assets ratio is
declining from 39.5 per cent to 29.1 per cent,
while the fixed assets to total assets ratio is
increasing from 37.3 per cent to 49.8 per cent.
This, indeed, reveals the policy of over-ex-
pansion of plant at the expense of the current
assets—a very unwise financial policy.

Other assets to total assets ratio registers
practically no change.

INTERPRETATION OF TABLE No. 3

In the interpretation of this table, it should
be kept in mind that the first or lower quartile
is that point below which fall the lowest one-

AVERAGE RATIOS OF TWENTY INDUSTRIAL FAILURES
USING THE MEDIAN AS AN AVERAGE

Taere No. 2 Year prior to failure
Type of Ratios Second First
1. Current assets to current HHabilities ..........ccveeceereerernererereneinnnne 207 125
2. Quick assets to current liabilities 87 58
3. Sales to fiXed ASSELS erirervieierrerererieeeesenessie s s s ebs s s 224 140
4. Sales tO INVENLOTIES .coccovvreceeersesmereeniressesnsesesssassssssssasssnessessssesserans 369 341
5. Sales to receivables 579 717
6. Sales to Net WOIth oot enenns 142 123
7. Net worth to all liabilities Or debt ....ccccieverviceceereerrreeeerereeesreennns 164 89
8. Net worth to fixed aSSets .....ceeveeereerievrerirersesererressssenenens 144 96
9. Inventories t0 reCeivabIEs ........coiviveemeireincveniieenerenesesesseeseesseseene 199 207
10. Net profits to net WOrth ...cceveveccreiiecnseecreeeereee e s — 03.3 — 12.8
11. Current assets to total assets ....... 39.5 29.1
12. Fixed assets to tOtal aSSets .........eemivcomivriremsenseesenesssessesecnes 37.3 49.8
13. Other assets to total assets ............ 06.3 06.9
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fourth of the companies. The third or upper
quartile is that point above which are the
highest one-fourth of the companies. Between
these two points, then, is the interquartile
range which contains 50 per cent of the cases
(i. e., the range of the middle half of the
ratios) which may be regarded as typical or
representative. This is the zone which we are
interested in for observation and analysis.
As to the current ratio, one finds that the
ratios between the first and the third quartile
are from 138 per cent to 328 per cent for the
second year prior to the failure. In other
words, the middle half or 50 per cent of the
companies had a current ratio anywhere from
138 per cent to 328 per cent. For the final
year, the range between the first and the
third quartile is from 76 per cent to 207 per
cent. In other words, the middle half of the
companies had a current ratio anywhere from
76 per cent to 207 per cent; besides, three-

fourths of the companies had a ratio not ex-
ceeding 207 per cent. Inasmuch as 200 per
cent is the customary and minimum ‘“stand-
ard,” this condition is not favorable.

For the quick ratio, it can be seen that the
ratios falling between the first and the third
quartile are from 46 per cent to 160 per cent
for the second year. For the final year prior
to failure, they are from 31 per cent to 83
per cent—a very poor showing—in view of
the fact that the customary and minimum
“standard” is 100 per cent.

Thus, three-fourths of the companies are
below this rule-of-thumb, and reveal the ur-
gent need of more working capital.

The several sales ratios were not studied on
account of the limited number of cases avail-
able—only eight or ten cases being available
in most instances.

The net worth to debt ratio is from 83 per
cent for the first quartile to 231 per cent for

RATIOS OF TWENTY INDUSTRIAL FAILURES
SHOWING THEIR POSITION BY MEANS OF QUARTILES.

TaBLE No. 3
Type of Ratios

1. Current assets to current liabilities ..............
Current assets to current liabilities ..............
2. Quick assets to current liabilities ....c.cevvenee
Quick assets to current liabilities ..........c......

3. Sales to fixed assets

Sales to fixed aSSELS ..cceceveieveeeiveereereeeeerenerennas

4. Sales to inventories ....

Sales to inventories

5. Sales to receivables
Sales to receivables

6. Sales to net worth

Sales to net worth

7. Net worth to debt

Net worth to debt

8. Net worth to fixed assets

Net worth to fixed assets .......cccecevevevvecereeee

9. Inventories to receivables

Inventories to receivables

10. Net profits to net worth
Net profits to net worth

11. Current assets to total assets ........oeeererecnes
Current assets to total assets ..........cevveerennnn

12. Fixed assets to total assets
Fixed assets to total assets

13. Other assets to total assets .......coeveereene
Other assets to total assets ...

Year Prior  First Third
to Failure Quartile Median Quartile
...... Second 138 207 328
First 76 125 207
...... Second 46 87 160
First 31 58 83
Second * 224 *
First * 140 *
Second * 369 *
First * 34 *
Second * 579 *
First * 717 *
Second * 142 *
First * 123 *
Second 83 164 231
First 57 89 151
Second 91 144 244
First 58 96 163
Second 179 199 268
First 146 207 290
Second — 105 — 033 4 050
First — 305 — 128 — 020
Second 304 39.5 55.3
First 20.7 29.1 44.6
Second 27.5 373 54.1
First 34.1 49.8 66.7
Second 03.2 06.3 25.5
First 04.0 06.9 259

*Not available owing to the limited number of cases.
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the third quartile for the second year prior to
failure. As to the final year, it ranges from
57 per cent to 151 per cent. In other words,
three-fourths of the companies do not exceed
151 per cent—a poor showing. The customary
and minimum “standard” should be, at least,
100 per cent. It is a credit axiom that the
owners of an industrial enterprise should have,
at least, an equal investment with creditors.
When, this is not the case, the inference is
generally drawn that the owners do not have
confidence in the business. Furthermore, if
too much outside capital is being employed,
there is the risk of losing control.

As to the net worth to fixed assets ratio, the
range is from 91 per cent for the first quartile
to 244 per cent for the third quartile for the
second year prior to failure. For the final
year, it is from 58 per cent to 163 per cent.
This unsatisfactory condition reveals over-in-
vestment, in fixed assets.

Inventories to receivables ratio ranges from
179 per cent to 268 per cent for the second
vear, whereas it is from 146 per cent to 290
per cent for the final year. This condition re-
flects the over-investment in inventories. It
also explains the poor showing of the quick
ratio.

Net profits to net worth ratio shows a loss
of 1024 per cent for the first quartile to a

profit of 5 per cent for the third quartile for
the second year prior to failure. In the final
year, the range is from 3074 per cent loss to a
2 per cent loss. In other words, three-fourths
of the companies reported losses for the final
year.

As to the current assets to total assets ratio
for the second year, the range is from 30.4 per
cent to 55.3 per cent. In the final year, it is
from 20.7 per cent to 44.6 per cent. In other
words, the middle half of the companies had
a ratio anywhere from 20.7 per cent to 44.6
per cent; besides, three-fourths of the com-
panies had a ratio not exceeding 44.6 per cent.
Industrial enterprises generally have 50 per
cent or more of their assets in the form of
current assets.

Fixed assets to total assets ratio is from
2715 per cent for the first quartile to 54.1 per
cent for the third quartile for the second year
ﬁrior to failure. In the final year, it is from
34.1 per cent to 66.7 per cent—a clear indica-
tion of over-investment in fixed assets.

As to the other assets to total assets ratio,
one finds that the range is from 03.2 per cent
to 25.5 per cent for the second year. In the
final year, it is from 04.0 per cent to 25.9 per
cent. This reveals a tendency towards too
much intangibles such as goodwill, trade-
marks, prepaid expenses, etc.

Classification of Accountancy Services
and Responsibility of Accountants’

By Rosert E. Warren, C.P.A,

.IA S the title of my discussion indicates,
X there are two phases to the subject as-
signed to me. And while it might have been
better, if time permitted, to assign a separate
phase to two speakers, the plan of the pro-
gram committee—aside from their choice of
a speaker—has much to recommend it.

For the responsibility of the accountant, to
which we are forced to give considerable
thought, is inseparable from the classification
of accountancy services to which until recently

*Address delivered before the 1931 Fall
Meeting of the Ohio Society of Certified Pub-
lic Accountants, Dayton, Ohio.

only too little careful and logical considera-
tion has been devoted.

Considerable concern has been engendered
in the profession because of the growing re-
sponsibility of accountants. This was in-
stanced in a striking manner by the Ultra-
mares case with which you are no doubt
familiar. As a result, committees of our
various societies have undertaken a classifica-
tion of accounting services and have urged
the various State societies and professional
bodies to thoroughly discuss the subject and
adopt a classification.

In order that the consideration which we



1932

THE CERTIFIED PUBLIC ACCOUNTANT 19

give the subject may be in the light of all the
attendant circumstances, it will be well to re-
view the developments which have given rise
to the need for classification.

Not so long ago the classification of ac-
countancy services was a simple matter. This
was due to the limited scope of service and to
the type of individual served. With rare ex-
ceptions the services of the accountant were
limited to audits and a relatively small field
of special service such as system installation
and cost work. Audits were for the most part
of three general types: First, complete or de-
tailed audits, in the course of which all trans-
actions were completely verified or at least
adequately checked ; second, limited or balance-
sheet audits which were restricted to a verifi-
cation of assets and liabilities and, a more or
less limited test of operating transactions; and
finally special investigations, limited to a veri-
fication of certain phases of an organization’s
activities, such as cash, purchases, et cetera.

Speaking in general terms it was recognized
that the accountant’s liability in the case of
these classes of audits was as follows:

1. The accountant was responsible in the
case of the complete or detailed audit for the
accuracy of all recorded transactions, except
those specifically excluded by means of a
qualification.

2. In the case of the limited or balance-
sheet audit, he was responsible only for the
correct statement of the assets and liabilities.

3. Special investigations involved liability
only for a correct and complete report upon
the particular phase of the business which was
examined.

This short and simple classification of serv-
ices and responsibility was then satisfactory
alike for the profession and the laity. For the
laity, at least as far as the profession of ac-
countancy was concerned, was relatively lim-
ited. It consisted of bankers, financiers and
business men, who for the most part were
thoroughly cognizant of the various types of
services rendered by accountants and the ex-
tent to which they might reasonably hold the
accountant responsible.

In short, in those days an audit was either
an audit or it was not. An accountant was
either responsible for the accuracy of all
recorded transactions or he was not. And in-
cidentally I think we can all agree that the
number of detailed or complete audit engage-
ments is now relatively smaller than it was

fifteen or even ten years ago. But—and this
is the important thing to bear in mind—the
responsibility of the accountant has not cor-
respondingly decreased but if anything has
increased.

The reason for this anomalous situation
is not hard. to find.

For reasons with which you are all fa-
miliar the scope of the accountant has, for-
tunately, been enormously broadened. Not
only have the type of services been increased
but the character of the audits required has
changed. Mergers, consolidations, long dis-
tance financing and management have wrought
an important change. The profession has been
called upon to prepare statements for many
and varied purposes and after examinations
limited in a manner that makes the old three-
way classification obsolete.

At the same time the lay community which
looked to the accountant for authentic state-
ments was broadened and changed in char-
acter. The income tax, the desire of various
trade and business associations for uniform
accounting and the necessity for more accu-
rate and clearly interpreted data, among other
things, brought a larger number of the busi-
ness community to the office of the accountant
seeking various types of services. The con-
temporary growth in the public’s interest in
securities also gave the general public an in-
terest in financial statements and in the work
of the public accountant. It is obvious that
many of the public are qualified by neither
training nor experience for the interpretation
of financial statements to say nothing of the
responsibility properly attributable to account-
ants.

As a result of these factors, accountants are
faced with the necessity for clearly defining
and limiting their responsibilities. As respon-
sibility varies with the class of services ren-
dered, it is logical to first classify our services.

As accountants we classify our services into
two general categories, viz: auditing and
other types of service. In turn we have come
to recognize that there are various types of
audits, balance sheet and detailed, limited,
qualified, general and special, cash, payroll or
what have you. Roughly speaking, we feel
that an accountant is responsible for all errors
and omissions only if he has verified all
transactions, and that in the stated absence of
a complete and detailed verification he is re-
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sponsible only for the accuracy of those items
or accounts which have been verified.

And in this connection it is pertinent to
note that this reasonable but none the less
self-protecting view was not established by
accountants with their selfish interests at
heart. It was forced on them by clients and
the lack of interest on the part of those finan-
cially interested in the accuracy of the clients’
statements.

For I believe that I am safe in stating that
there is not an accountant extant who would
not welcome full responsibility and legal
liability on every engagement if every engage-
ment involved a detailed audit at full per diem
rates.

Regardless of where to place the blame for
the situation, however, the fact remains that
the accountant in the case of audits feels that
his responsibility, and also his legal liability,
is limited exactly as the scope of his exami-
nation is limited. And as time goes on it is
surprising how the scope of the examination
can be constricted.

What of the laity? And in referring to the
laity I do not limit the title to the man in the
street or the man with the hoe. I include
bankers, lawyers, credit men and financial
writers. With little exaggeration it can be
said that the laity feels that any statement,
certified or uncertified, on the letterhead of an
accountant or accounting firm has been duly
and completely verified and is published by
that firm or individual as a true, correct and
comprehensive statement of the affairs of the
business organization to which it pertains.
Certainly it can be said conservatively that if
errors or misstatements are discovered in such
statements the accountant is embarrassed by
the unjustified imputations which are made by
the laity.

This assertion is substantiated by the fact
that many firms refuse to allow their names to
be used on any statements, report backers, or
letterheads where such statements have been
made from the books without verification. In-
deed, the Committee of The American Society,
in the report which I will quote later, recom-
mends that this policy be followed in the case
of services of this character.

I am of the opinion that, although some of
you may look upon my assertion as to the in-
telligent laity as an exaggeration, a review of
your own experience will cause you to agree
with it.

In the face of these circumstances we are
forced to the conclusion that as regards the
laity we must admit the truth of General
Foch’s statement “It is not what they know
but what they believe that is important.” This
situation places a responsibility upon the pro-
fession that is more onerous than the legal
liability involved. For, regardless of our legal
liability for damages, if the public is inclined
to hold us responsible we must either assume
and discharge the responsibility or take steps
to relieve ourselves of it.

In other words, we can selfishly fall back
upon the standards fixed by law and allow the
laity to take care of itself. Or we can attempt
to protect the laity from itself by clearly
classifying our services, defining the respon-
sibilities attendant upon the various classes of
services and educating the laity to a proper
conception of the classification of services and
responsibilities, In short, we can either dis-
charge our legal liability or our responsibil-
ity to the public.

Happily our various societies and organiza-
tions have wundertaken the latter course.
Among other steps that have been taken The
American Society of Certified Public Account-
ants appointed a Committee on Classification
of Accountancy Services. That committee
after diligent research and consultation and
the review of 5,000 typical engagements, pub-
lished three reports. The last of these reports,
dated July 9, 1931, contains the most recent
classification recommended by the committee,
together with suggested forms of certificates.

In mailing the report Secretary Springer
of The American Society said:

“Endorsements of reports of this char-
acter do not indicate that in the judgment
of the individual members of the organiza-
tion the report is perfect or will never need
amendment. Such endorsements indicate
rather that the profession is on the way to

a thoughtful determination of its possible

service and responsibility to the public.”

Time will not permit reading the report in
its entirety. I will, however, give the pertinent
facts and submit such criticism both favorable
and unfavorable as in my opinion the report
merits.

The committee has divided the services in
six different classes. Five of these are audit
and the sixth is “Other Services.” Because
the sixth class is the least important from the
viewpoint of responsibility and because the
titles of the various types of services which
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are included in this class are almost self-ex-
planatory, I will refer to them first.

The committee has included in Class 6,
“Other Services,” the following:

First: Investigations of Specific Matters.

Quoting from the report, the committee
states :

“Such investigations comprehend exami-
nations of one or more specific features of a
business and are undertaken usually in con-
nection with such matters as suspected
fraud, disputes regarding payments of roy-
alties, etc., reasons for increases or decrea_ses
of profits, financial policies, determination
of possible extent of civil liability, meas-
urement of contract obligations, insolvency,
bankruptcy, measurement of rate-making
factors of utilities and carriers, and other
financial or administrative matters.”

Second: Preparation of Statements from
Books or Records Without Audit.

Respecting this type of service, the com-
mittee says in part:

“Statements prepared from the books or
records without audit, should be made pref-
erably on unwatermarked paper, bound (if
at all) in a plain back, without any indica-
tion in the statements themselves or in any-
thing attached to the statements that they
were prepared by public accountants. I, on
the other hand, watermarked or regular
stationery is used, a footnote should be
added to the balance sheet or other statements
showing that they have been prepared from
the books of account without audit.

“In cases where it is necessary to include
in a report any statements which have been
prepared from the books without audit, or
only partial audit, such statements should
be marked under the descriptive heading
and at the bottom, so as clearly to indicate
that they were prepared from the books
without audit or with only such audit as is
indicated opposite the respective items, de-
pending on the situation.”

Third: Tax Service.

Fourth: System Service.

Fifth: Budgetary Services.

Sixth: Opinions.

Seventh: Miscellaneous, which as the re-
port states includes:

“Services not comprehended in the fore-
going classes, such as acting as liquidating
trustee, as advocate in the arb’*ration of
commercial disputes, as arbitrator in com-
mercial disputes, as umpire in accounting
controversies involving accountants, or
clients, or as comptroller, auditor, or boolg—
keeper, giving testimony in court and arbi-
tration cases, interpreting financial data,
rendering advice in accounting matters, pre-
paring and recording bookkeeping entries,

instructing bookkeepers, and checking state-
ments, etc., etc.”

This general classification, for reasons
which will appear later, can be objected to
only because there is included under Type 1:

“Investigation of Specific Matters, such
examinations of one or more specific fea-
tures of a business as are undertaken usually
in connection with such matters as suspected
fraud, disputes regarding payments of roy-
alties, etc.”

It is my opinion that such services are
auditing services and should be included in the
fifth class of audits, which will be discussed
later and which is titled “Audits of Specific
Accounts.”

Next we take up the first five classes of
services which may be referred to as the
various classes of audits. These are as fol-
lows :

“I. Examination of Financial Condition and
Detailed Audit of Transactions for a Period.
Short Title—Detailed Audit.”

“II. Examination of Financial Condition and
Audit Tests of Transactions for a Period.
Short Title—Test Audits.”

“III. Examination of Financial Condition
and Review of Operations.”

“IV. Examination of Financial Condition.”

“V. Audit of Specific Accounts.”

Briefly, we then have five classes of serv-
ices:

1. Detailed Audit.

2. Test Audit.

3. Examination of Financial Condition and
Review of Operations.

4. Examination of Financial Condition.

5. Audit of Specific Accounts.

The short titles for the first two classes are
self-explanatory. Briefly, in the first class,
“Detailed Audit,” every transaction is verified.
In the second class, “Test Audit,” the assets
and liabilities are verified and tests are made
of the transactions.

With respect to this class the report states:

“A test audit has as its purpose substantia-
tion by audit procedure of the correctness of
the assets, liabilities (actual and contingent).
reserves, capital, and surplus as at a balance
sheet date, and selective audit tests of the
transactions for a period ended on the bal-
ance sheet date. The character and extent
of the tests will be governed by the circum-
stances of each case and should be so de-
signed as to satisfy the auditor of the

general correctness of the recorded trans-
actions for the period, although such tests
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will not necessarily disclose every irregu-
larity.

“The audit report, addressed to the client,
may take the form of a balance sheet, and a
statement or statements of income and sur-
plus for the period, together with comments
in which a certificate may be incorporated.
The certificate may be appended to the
financial statements, provided that any es-
sential qualifications are incorporated in the
certificate.”

To understand the type of services which
come within the third classification it is, you
will note, only necessary to differentiate be-
tween ‘“Audit Test of Transactions for a
Period,” the phrase used in describing the
“Test Audit” and “Review of Operations”
used in the third class.

Let the report speak for itself:

“An examination. of financial condition
and review of operations is distinguished
from a test audit by omission of the audit of
cash transactions, and by analytical study,
comparison, investigation, statistical and
other tests of the income, expense, profits
and losses rather than by selective audit
tests of the transactions reflected in those
accounts.”

The fourth class, “Examination of Financial
Condition,” is briefly commented upon as fol-
lows:

“An examination of financial condition
has as its purpose substantiation by audit
procedure of the correctness of the stated
assets, liabilities (actual and contingent),
reserves, and capital at a balance sheet date,
and an analysis of surplus, including as an
incident to the substantiation of the balance
sheet accounts, examination of such trans-
actions at or about the balance sheet date as
may affect the stated financial condition.

“A report on an examination of financial
condition, addressed to the client, may con-
tain properly a certified balance sheet, but if
a statement of income and surplus is in-
cluded in the report, it should be qualified
as having been prepared from the books
without audit of the transactions for the
period.”

Class V. “Audit of Specific Accounts” has
a title that is self-explanatory. Regarding this
class the report says:

“This class of service may cover any par-
ticular account, or accounts, of which the
following are examples:

“(a) Cash.

“(b) Securities.

“(c) Payroll.

“(d) Manufacturing cost.

“An audit report on an account, or ac-
counts, falling in this group, may take the
form of a statement of the account or ac-
counts audited, together with comments in

which a certificate may be incorporated, or

the certificate may be appended to the state-

ment, provided that any essential qualifica-
tions are made a part thereof.”

To summarize the classification proposed by
the committee, we have six main classes of
services :

1. Detailed Audit.

2. Test Audit.

3. Examination of Financial
and Review of Operations.

4. Examination of Financial Condition.

5. Audit of Specific Accounts.

6. Other Services.

In order to determine the sufficiency and
accuracy of this classification, the circum-
stances which necessitated it and the purposes
for which it was made should be reviewed.

At the outset I referred to the increase in
the types of services rendered, in the char-
acter of the laity and to the resulting con-
fusion in the mind of the public as to respon-
sibility of the accounting profession,

The Committee on Classification prefaced
its report with this enunciation of purpose:

Condition

“A classification of accountancy services
affords an intelligent basis for action in the
following respects:

“1. Negotiating with clients and arriv-
ing at a clear understanding as to
the service to be rendered.

“2. Administering practice: planning
and supervising field work, review-
ing reports, correspondence, judg-
ing performance on the part of
members of the staff, compiling sta-
tistics of operation.

“3. Contact with other professions or
lines of activity; attorneys, bankers,
credit men, engineers, appraisers, in-
vestment houses, etc.

“4, Litigation, threatened litigation, con-
troversies with clients concerning
negligence, etc.

“5. Publicity concerning the certified
public accountant and his work.”

Then this paragraph is added:

“Instances are numerous of time and ef-
fort economized and of friction avoided by
partners, principals, and staff, through the
use of a common language afforded by the
classification. .

“The classification should serve not only
as a means of assistance to the profession,
but as a guide in the formulation of study
courses designed for students who are pre-
paring to enter the profession.”

These, then, are the announced purposes of
the classification. It is fair to state that where
the proposed classification serves the purposes
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it is satisfactory; when it fails to meet the
self-imposed purposes of the committee, it
should be revised.

With only slight reservations, I think the
proposed classification serves the first two
purposes admirably. Certain shortcomings,
which occur to me and which I shall refer to
later, are of little importance in negotiating
with clients. In such negotiations the wise
practitioner will reduce the terms of the en-
gagement to writing, with such elaboration as
may appear necessary.

When it comes to the second purpose, ad-
ministering our practice, the classification can
be explained and if need be elaborated upon to
fit the peculiarities of each office.

It is, therefore, my opinion that the classi-
fication serves these two purposes admirably.
Likewise, it could well be made the basis for
formulating courses in accountancy.

But, in my opinion, the classification falls
short of accomplishing the other purposes
which it was intended to serve. With ap-
preciation of the painstaking services of the
committee, I think the report suffers from an
evil that curses our profession and that recent
efforts of various committees have done little
to alleviate. I refer to the continued use of
terms which lack definitiveness—terms which
are in many cases synonymous in the minds
of the laity and which lack clear definitions in
the profession.

Indeed, the greatest need of the profession
is a Daniel Webster who will start every dis-
cussion with that challenge “Define your
terms, sir, define your terms!”

To be specific you will note that the report
uses three terms to describe the work that an
auditor does in securing data for the compila-
tion of statements. These words are “audit,”
“examine” and “review.” Only one of these
words is defined by the report. That word,
audit, is defined as follows by the committee:

“Auditing, as used in a professional sense,
may be defined as the procedure whereby
one undertakes to pass judgment on the
correctness of financial statements and ac-
counts, by scrutinizing accounts, vouchers,
documents and other supporting data and
records, corresponding if necessary with
independent third ,parties and orally ques-
tioning officials and employees.”

If this be “auditing” and the definition
seems acceptable, what is “examining” and
what is “reviewing”? When do I cease to be
an auditor and become an examiner, and when

do I pass from the role of examiner and be-
come a reviewer? Or are the terms synony-
mous? You will note that in describing the
first and second classes the terms seem to be
used synonymously. On the other hand, in
explaining the third classification -the terms
are so used that a distinction is implied.

I have no doubt that answers to these ques-
tions would be as numerous as the practition-
ers who undertook to answer them. It is un-
doubtedly true that most of us recognize, how-
ever vaguely, a distinction between the terms.
In our own minds the lack of definitive terms
would cause little confusion. But what of the
laity? In our contact with the other profes-
sions, attorneys, bankers, credit men, engineers,
etc., referred to in the second avowed purpose,
can we expect even a hazy recognition of the
distinction between our services as auditors,
examiners and reviewers? As I once heard a
surgeon remark, “There are two classes of
operations—major and minor. But every pa-
tient feels that there is no such thing as a
minor operation.”

To my mind this request for clear-cut terms
is more than an academic aim at nicety of
words. It is the crux of the entire undertak-
ing. If the classification is to serve the last
three purposes, viz., contact with other pro-
fessions, litigation and controversies with
clients concerning negligence and, especially,
publicity concerning the C. P. A. and his work,
we must classify by the use of terms which
define and which are used in the generally ac-
cepted meaning attributed to them not only by
the profession but by the public as well.

With this in mind it seems to me that we
must make use of the present beliefs and
opinions of the laity as far as that is com.-
patible with a reasonable limitation of our re-
sponsibility. I have already mentioned that
the public is inclined to feel that any state-
ment prepared by a public accountant is an
audited statement. It goes without saying that
we cannot accept the responsibility which this
opinion imputes to us. But it is also equally
questionable whether we can entirely disabuse
the laity of this opinion. Certainly it is ex-
ceedingly doubtful whether we can educate the
laity to the nice distinctions between audit,
examine and review. Distinction with which,
incidentally, we are not any too familiar our-
selves.

Until we do so educate them we will have

(Continued on page 51)
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Commercial Arbitration

FT'HE New York Arbitration Law has

been further strengthened by a recent
decision of the New York Court of Ap-
peals, handed down by Judge Cordozo in
the case of Newburger, Henderson & Loeb,
stockbrokers, vs. Jacob J. Lubell. The deci-
sion establishes that one of the parties to
an agreement to arbitrate a future dispute
may not defeat the agreement by refusing
to admit a controversy or by refusing to
participate in the arrangement of an arbi-
tration.

The plaintiffs, Newburger, Henderson &
Loeb, bought and sold securities for Mr.
Lubell under a written agreement contain»
ing the standard arbitration clause of the
American Arbitration Association, provid-
ing that any controversy arising betweeen
them should be determined by arbitration.
As a result of these transactions, the stock-
brokers claim that Mr. Lubell had become
indebted to them on January 2, 1931, in
the amount of $48,937.23. When the stock-
brokers sought to ascertain whether there
was a controversy as to the amount due,
so that it might be submitted to arbitra-
tion, the defendant failed to respond to
their inquiries and kept silent as to his
position.

It has been generally assumed heretofore
when a party to a contract containing a
clause providing for the arbitration of
future disputes commences a suit in the
courts, that he waives his right to demand
arbitration thereafter. Fearful that an ac-
tion at law to recover the balance claimed
might constitute such a waiver, if it should
develop that a controversy did exist, and
also that a petition-for the appointment of
an arbitrator might be met with the objec-
tion that in the absence of a controversy
there was nothing to arbitrate, the stock-
brokers demanded a declaratory judgment
in their favor.

The Court of Appeals, in affirming the
action of the lower court and denying the
motion of the stockbrokers, pointed out
that there are certain circumstances under
which the commencement of an action will
not be considered a waiver of a party’s

right to demand arbitration, and set forth
the procedure to be followed by the stock-
brokers to obtain a judgment or an award,
as ensuing circumstances might determine.

“The plaintiffs,” said the Court, “may sue
at law and reduce their claim to judgment.
If the defendant does not contest the debt,
they will have judgment by default. On the
other hand, if he does contest, with the
result that a controversy develops, they
will be free to discontinue, and get the
benefit of the contract that whatever con-
troversy arises shall be settled by arbitra-
tion. We see no force in the objection that
a waiver or abandonment of the benefits of
arbitration could be inferred from the mere
commencement of an action in the absence
of notice that a controversy existed . . . .

“The plaintiffs are not restricted, how-
ever, to an action at law. If the defendant
fails to pay the debt and refuses to declare
himself as to the reason for the failure,
leaving the plaintiffs uncertain whether he
contests it or not, they may file their peti-
tion under section 3 of the Arbitration Act,
alleging their uncertainties and praying
that the defendant be required to submit
to arbitration whatever controversies exist.
If the defendant . .. . disclaims any con-
troversy and concedes the debt, the court
will not appoint arbitrators to compose a
non-existing difference or one not within
the scope of the defendant’s promise, but
the defendant may be estopped in such
circumstances from interposing a defense
thereafter. On the other hand, if the de-
fendant remains obstinately silent, the court
may infer from the very fact of silence that
the petitioner’s demand is not so plainly
and fully uncontested as to make resort to
arbitration useless, and may then proceed
to a decree accordingly.”

Judge Cordozo, in his opinion, said, “One
who has become a party to a contract for
the arbitration of future differences must
live up to his engagement according to its
spirit. He will not be permitted to wrest
it from its purpose and turn it into a shal-
low form by taking refuge in a disingenuous
silence or in subtle and adroit evasions.”
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Harpy NEw YEAR!
% % %

Everybody who has ever been in Wash-
ington knows who Harry Wardman is. If
you want to know a lot about his and other
dealings in Washington realty, read the
Findings of Facts in two cases, Philips
(24 B.T.A. 98, and Wardman (24 B.T.A.
102).

* * *

An accountant has to put up with a lot
from the bookkeepers whose accounts he
audits. He finds anything from studied in-
difference to downright sabotage. The
limit seems to have been reached in the
case of the head bookkeeper for a New
York garment house. N. L. Nathan relates
the story. For many months one of his
men had been making the audit regularly.
Then he was compelled to lay him off and
different men were sent. They reported
nothing but trouble; the former man had
never had any. Quiet but tactful investiga-
tion revealed the reason. The young woman
was sore at the auditing firm because it
no longer sent the man who was laid off.
He was a good-looking young fellow, to
whom the girl had taken a fancy; and she
just didn’t like the looks of his successors;
hence she would not help them.

% % %

The last word on the subject of annuities
and similar computation (at least for many
months) is presented herewith. It is en-
titled: “Handbook of Financial Mathe-
matics,” by J. H. Moore, published by
Prentice-Hall, Inc. There are 1,206 pages.
We would like to see an abridged edition
for accountants, containing those chapters
and tables most commonly used.

The beauty of this book in our opinion
is the simplicity of treatment of a tradi-
tionally tough topic. The author assumes
that the reader knows nothing and de-
velops his subject by slow steps. There
is much duplication, but of such a nature

TALKING SHOP
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as to hammer home by repetition, the
points reiterated.
Table VIII, page 1,120 ff, will be found

especially useful for installment payments.
* % *

Station WCPA broadcasting on an in-
frequency of twelve meters. In response
to several requests and a lot of dares, the
Shop Talkers’ Dramatic Association will
present this evening a notsomellowdrama
entitled, “The Accountant’s Revenge,” in
two acts. The part of the patient is taken
by Dash, his wife is played by Etta Broun.
We wanted to cast Miss Adams for the
part but she is a blond, and as gentlemen
prefer but don’t marry them, we had to
get the dark-haired Miss Broun. That
irresponsible juvenile, the Kid, plays the
young physician. Your announcer is Old-
timer,

As the curtain rises on Act one, we see
Mr. Dash in bed and Mrs. Dash hurrying
to answer a ringing doorbell. She returns
with Dr, Kidd and says:

“Oh doctor, he’s so sick!”

Dr. Kidd: “How long has this been going
on?”

Mrs. Dash: “He came home complaining at
dinner time.”

Mr. Dash (weakly) : “I started to feel pain
about three o’clock. At five it was so bad I
stopped in a drug store on my way home and
got a big dose of bicarb and—”

Mrs. Dash: “When he got here I made him
take a hot drink and after a while he felt a
little better.”

Mr. Dash:
hurting me!”

Dr. Kidd: “Well, I didn’t mean to but at
that anyone who waits till two o’clock in the
morning to get a physician after being sick
since afternoon, deserves to be hurt.”

Mys. Dash: “But what is it?”

Dr. Kidd: “Appendicitis, and we’ve got to
rush him to the operating table. I hope it isn’t
too late. Even an hour makes a difference in

“Ouch! Oh! Doctor you're
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an acute appendectomy. Where's your phone?”
Mr. Dash (very feebly): “Oh, doctor!”
Dr. Kidd: “This the hospital? Send an
ambulance right away.”

CURTAIN

Station WCPA. We now pause for a
moment to set the scene for the second act.
The time is five P. M., the place, Dr. Kidd’s
office. Dash enters.

Dash: “You sent for me doctor?”

Dr. Kidd: “Yes; I'm glad you're here. I've
been so rushed that I haven’t been able to
make up my tax return and remembered that
was your business, so I sent for you.”

Dash: “Very kind of you (there is an ironic
tone in his voice). It is just seven hours be-
fore the sixteenth of March. The blanks have
been out for two months, and you wait till
now to send for me.”

Dr. Kidd (annoyed): “But there’s really
nothing to it; I expected to do it myself and
started. See! Here are all my bank state-
ments, my check book, bank book, broker’s
statements, everything you need. It shouldn’t
take you an hour.”

Dash: “How do you know how long it
should take? How did I know I had an acute
appendix when I tried to treat a bad stomach,
and you scolded me for it? It may take two
hours and it may take two days. I won’t know
till 'm into it. You called it making an in-
cision. You've pulled me away from my of-
fice at a critical time and if I'm going to
touch the case, you're going to pay for it.”

Dr. Kidd: “Oh, of course, I don’t want
anything for nothing.”

Dash: “Nor are you going to get it. The
balance I owe you on the operation is two
hundred and fifty dollars. If I get your return
into the mails in time, you cancel it.”

Dr. Kidd: “Oh come, Dash, that’s pretty
steep!”

Dash: “All right, then do it yourself. But
I call your attention to the penalties for de-
linquent returns as well as the possibility of
making errors. That might cost you more in
the long run.”

Dr. Kidd (weakly) : “Very well; go ahead.
But it’s an imposition.”

Dash: “You have nerve! After what you
said to me in ‘October, and charged me in
March, you object to paying extra because
you waited till the Jast minute! I'm tempted
to let the case drop right here.”

Dr. Kidd: “You couldn’t. It wouldn't be
professional to abandon a client in distress.”

Dash: “Is that so? Well why did you start
by saying tax returns were my ‘business’?”

Dr. Kidd: “I didn’t mean any harm. Busi-
ness or profession, I don’t want to get into
any trouble with Uncle Sam. Do your stuff.”

Dash: “OK.”

Station WCPA signing off. Goodnight!

The October 16th issue of the B.T.A. re-
ports (Vol. 24, No. 2) contains two inter-
esting Realty cases. The first is another
one of those arising from the Florida boom
and would call for no comment if it were
not for dissents by Sternhagen, Murdock
and Seawell (Rose Investment Co., p. 215).
The other is on page 276 and involves too
many individuals to name here. The find-
ings of facts state, “In 1925 and 1926 the
real estate business was booming in New
Orleans.” That probably is no news to our
worthy president. Evidently Florida was
not the only locality so favored. Nor were
the methods used in selling lots a bit dif-
ferent than in Florida, to judge from the
report. The commissioner disallowed, and
the Board sustained him without dissent in
disallowing European excursions, etc., as

deductible expenses.
* % %

Anybody interested in mining should
consult the tabulation of allowable de-
preciation rates on mine assets (24 B.T.A.
241). x % =

H. C. Anderson, C.P.A., of Texas, won
a rule 50 decision in the case of Hoffer
(24 B.T.A. 22). T. C. Fuller, CP.A,, of
Illinois did likewise in the case of Stevens
(24 B.T.A. 52). J. L. Block (also of Texas)
split a verdict in the case of Houston Base-
ball Club (24 B.T.A. 68). But Frank C.
Miller got a clean cut “Judgment for the
petitioner” for his client, Wray (24 B.T.A.
94). * % %

Barney Rosselle, C.P.A., of California,
has sent us an interesting letter about how
he handles installment payments of a loan

to include both principal and interest.
* % %

On the evening of December 8th, we
heard Walter Stegman address a meeting
held at the Hotel McAlpine; his subject
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was Stock Exchange House financial state-
ments, and if he had not been speaking
from memory and a few notes, we would
have had a fine paper to forward to Mr.
Springer for publication. As it was Mr.
Stegman said that as soon is time per-
mitted he would write it up in regular
form. We hope that profitable business
keeps him busy indefinitely; but we trust
he won’t forget the readers of this maga-

zine.
%* % %

The next night it rained the proverbial
cats, dogs and nigger babies, but we were
glad of it; staying in to read Mr. Mellon’s
proposals for tax changes seemed less of
a duty. We shan’t talk about them now;
they will be thoroughly cussed and dis-
cussed in Congress and elsewhere; includ-

ing this Shop at sime other time.
* * %

In the same edition of our favorite
evening paper we also came across two
items of professional interest. One reported
a speech made by Valentine Howell, an
actuary for the Prudential Insurance Com-
pany at a meeting of the Chartered Life

Underwriters. He advocated that the in-
surance man should get copies of income
tax returns from prospective “Jumbo
Risks.”

* % %

The other item showed West, Flint &
Company appearing as one of the petition-
ing creditors in bankruptcy proceedings
against the suspended Stock Exchange
firm of Palmer & Company. It is common
for accountants to be involved in bank-
ruptcy proceedings as auditors, receivers,
trustees, and general unsecured creditors.
But only once before do we recall seeing
a C.P.A. appearing as a petitioning creditor
and that was in a Jersey case about a year
and a half back. Unless our memory is
failing us the accountant was Burney O.

kson.
Jackson % %

Finished with our work, we turned to a
newly acquired book of Russian Short
Stories (translated, of course) and stumbled
into more merchandise for this Shop. It
was in a story called “The Old Rat,” which
seemed to be the equivalent for the Eng-
lish “old fox” or “wise guy.” The individ-
ual in question was humorously portrayed

as a meddlesome old bookkeeper. But in
this story of a modern Soviet airplane fac-

tory, he was shown as using an abaccus!
* * *

We lay no claim to using perfect lan-
guage, although that is always our aim.
But one thing we hold and insist on in our
instructional work is that “Every Class is
an English Class.” Some of our colleagues
do not agree with us; they say that it is
our duty to teach accountancy and let the
English faculty teach good usage. Well,
one of them uses “irregardless,”’ irrespec-
tive of the fact that there is no such
word, which is just too bad. Recently, by
way of putting our theory to a test, we
asked our class to write letters of applica-
tion for a position as junior accountant.
The results were pitiful. The only good
letter in the lot came (and you explain it
if you can) from that student whose mark
in the course was the lowest in the class.
What good is it to teach students and have
them learn technical accounting if they
cannot express themselves well enough to
obtain a job after graduation? Can you
imagine the kind of audit report texts they
would write, if ever they went that far?

Monetary Status of Present Day
(Continued from page 9)

know what it is. But there is only one of two
things that can happen; either we have got
to allow the price level to continue to decline
until it finally stabilizes itself at what proves
to be the bottom, or we must attempt to
stabilize it by some artificial means, that is by
inflation. Inflation is a very dangerous instru-
ment to monkey with.

In this country where we have sometimes a
radical change in administration policies and
where our political parties are so evenly di-
vided, where our Federal Reserve System is
not a central bank but really twelve regional
banks, the difficulties confronting the bankers
and the government officials in providing for
a moderate stimulation, a moderate inflation,
seem to be almost insuperable. But until the
price level is stabilized somewhere, either at
the final bottom or artificially stabilized by in-
flation, we have not gotten yet to the end of
the vicious circle, and, of course, the United
States is the only country in the world that is
in a position to adopt a policy of inflation.
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The Amsterdam Stock Exchange

By HerrmManN Herskowitz, C.P.A.

S early as the fifteenth century, specula-
‘fion made’ its appearance in Amsterdam
in the form of trading in bills. In the begin-
ning dealings were confined to a small place
in the open air in a street called Warmoess-
traat.- In 1561 the business of the Bourse was
conducted at Niewe Brug. The brokers traded
in the open, and during inclement weather the
Chapel of St. Olaf was the scene of their
activities. It was not until 1613 that the
traders established themselves in their own
building. The first quotation list for mer-
chandise and bills was published at that time.
Speculation in securities began with the
formation of the Dutch East India Company.
This company resulted from the consolidation
of the smaller units doing business in the East
Indies. The distribution of the large issues of
stock was facilitated through the unlimited
support and backing of the government given
because of the paramount national importance
of the undertakings of the Dutch East India
Company. The millions required flowed in
as the prospects for immediate profits were
alluring. The company obtained a majority
of the East Indies trading, and under normal
conditions great returns on the invested capital
were confidently hoped for. With the close
co-operation of the Bourse and the Company,
it was soon evident that rising prices were to
be everyday affairs.

From the beginning speculation in shares
was in futures. The Amsterdam Bourse ab-
sorbed all the business since the largest specu-
lators did business there. Aiding the Stock
Exchange actively was the famous Bank of
Amsterdam, which was established on January
31, 1609. This bank became rich and pros-
perous and had in its coffers more gold and
silver than any other similar establishment
of its kind in Europe. The big volume of
business on the Exchange tended to develop
its methods, and it can be truly said that the
peculiar technique of business on the modern
Exchange owes its development to the Am-
sterdam Stock Exchange.

The international character of the Amster-
dam Bourse made it a haven for many brok-
ers, and in 1612 there were already three

hundred of them. Methods of trading were
regulated, and there were fixed terms of set-
tlement, fixed commission rates, units of
trading, and option dealings as well as loans
on collateral. The tulip mania in 1634 caused
speculation to flourish among the mighty and
the small.

Other nations cast covetous eyes over the
great commercial development of the Nether-
lands, and soon the ravages of war cast their
shadows over the country. With the invasion
of the French and the sea battles with Eng-
land, speculation in 1672 began to turn its
attention to Government securities. Towards
the close of the century, Amsterdam slowly
developed into an international stock ex-
change. One of the first foreign loans to be
brought out there was that of one and one-
half million guilder, which the Emperor Leo-
pold I borrowed in Amsterdam in 1695.

Transactions on the Stock Exchange were
no longer made directly by the public but by
dealers in stocks. It became necessary to in-
form the public about the transactions made,
and this situation led to the publication of
price lists. The first quotation list appeared
in 1720. It enumerated the shares of thirty-
four companies. The first complete stock ex-
change list on record was issued in 1747, It
contained forty-four classes of securities em-
bodying twenty-five State and Provincial
bonds, three home shares, three English
shares, four English Government securities,
six German loans, and three miscellaneous
securities.

The following decades witnessed the in-
creasing importance of the trade in stocks.
After many endeavors a separate stock ex-
change was finally formed as the trade in
stocks had long ago created its own peculiar
customs, regulations, and laws. The associa-
tion was called the “Collegie tot Nut des
Obligatishandels,” and the date of its or-
ganization was about 1787. The manner of
quotation was unsatisfactory. With securities
undergoing violent fluctuations the differences
arising from faulty quotations were consider-
able, and these conditions became burdensome.
In 1833 a division took place, and a new or-
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ganization called the “New Trading Associa-
tion” was formed. An attempt was made by
the secessionists to devise a uniform method
of quotation, but their efforts were disregarded
by the old Association. Prior to that time, the
Handelsblad, a well-known Amsterdam news-
paper started to publish besides the official
rates the figures which corresponded to actual
transactions and which were furnished by dif-
ferent stock jobbers.

The older group soon took cognizance of
the public’s preference for the more definite
quotations of the new body. It was, therefore,
proposed to combine the old and new methods,
but this attempt failed. Further negotiations
resulted in the adoption of a new method. A
quotation committee was to be appointed,
which was to publish the highest, the lowest,
and the last rate of the day. This plan fell
through, and it was not until 1848, that another
important step was taken towards a reconcilia-
tion of the two hostile groups. When France
was seething with revolution and the spirit of
rebellion was kindled in other countries, the
members of both bodies met to make a united
stand. It was decided to terminate all dealings,
and the Bourse was closed for a short period.

With the passing of the years, there came
the realization that the business of the Am-
sterdam Stock Exchange should be carried on
by one official body. In October, 1856, an ap-
peal was signed by the two associations, and a
committee was appointed to discuss the ques-
tion. The new committee prepared regulations
governing bourse transactions, but its labor
was in vain, for the power of adequate en-
forcement was lacking. However, the aim of
many years was finally realized, and the new
and old organizations were united into one
body in 1857 for certain administrative pur-
poses. All professional dealers interested in
Bourse transactions, stockbrokers, and job-
bers signed the agreement. The fixing of the
quotations was the chief task of this body.
This was done every day at 2:45 P. M., and
all members were required to assist. The rates
quoted were the highest, the lowest, and the
last for the day. The transactions on the
Bourse were quoted by messengers while the
members themselves at the daily meetings an-
nounced the rates at which they had done
business. The quotations covered mostly the
cash business, and in a separate column the
prices of securities for forward delivery were
given. The first list of quotations drawn up

according to the new principles appeared on
May 1, 1857.

Trading in stocks was carried on in the in-
adequate “Stock Pit.” This place was always
crowded, especially as the increasing number
of dealers had to contend with the idlers. A
committee was appointed to look into the ques-
tion of erecting a new Exchange building.
In 1870 the Municipal Council was asked to
furnish a plot of land for the erection of a
building. As the wishes of the Association
were not complied with, the members were
determined to end this intolerable condition.
On May 17, 1876 the work of the “Algemeen
Beurscomite” and the “Effecten-Societeit”
came to a close, and the completely merged
“Vereeniging voor den Effectenhandel” num-
bering 465 members began its labors.

The ambition for a distinct commodity and
exchange building where trading could be
done in comfort was not lost sight of. In 1896
the Municipality set the wheels in motion for
the construction of the “De Beurs von Ber-
lage,” and on May 29, 1903 in the presence of
the ruling family the building was opened.
As the room allotted for the trade in stocks
was too small, an agreement was made with
the Municipality for the building of a separate
Stock Exchange. The building was financed
by a loan of three million florins, and on
December 22, 1913 it was opened with ap-
propriate ceremonies.

The World War increased the importance
of Amsterdam as a financial center, and the
Stock Exchange participated in the increased
benefits. By the passage of “The Stock Ex-
change Act of 1914,” the Bourses were placed
under the paternal guidance of the State. The
Dutch Government could under certain condi-
tions pass laws in contradistinction to the regu-
lations of the Association. While rumblings
of dissatisfaction are heard now and then
against outside regulation, on the whole the
members are satisfied with the liberal treat-
ment accorded them by the government.

As constituted today, the Amsterdam Stock
Exchange is under the aegis of the “Associa-
tion for the Trading of Securities.” It has
duly elected officers consisting of a president,
vice-president, treasurer, and secretary. The
powers of government are vested in the com-
mittee of the Amsterdam Stock Exchange.
The many activities of the Association are
distributed among various committees, the
most important dealing with questions of
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quotations, arbitrage, admission of securities,
and members.

In the by-laws of the Stock Exchange are
contained regulations governing admission of
members. Applicants must be Dutch citizens
and must be recommended by at least twenty
members. Naturalized citizens must show at
least ten years continuous residence in Hol-
land, and in addition they must have been con-
nected with the securities or banking business
for at least two years. Membership may be
obtained by:

1. Traders, Commission Agents, Brokers,
and Bankers who deal in securities and whose
offices are located in Amsterdam.

2. Corporations with offices in Amsterdam
dealing in securities provided its managers are
also members or apply at the same time for
membership.

3. Managers of corporations provided these
corporations are members or apply at the
same time for membership.

New members are required to pay an ad-
mission fee. Each member has to pay an
annual fee, the amount of which is fixed every
year. There is no restriction as to the num-
ber of members. The membership in 1927
totalled about 800 as against 750 in 1926 and
728 in 1922.

For the admission of new securities, domestic
as well as foreign, the consent of the Minis-
ter of Finance is required. Besides the pros-
pectus, the following information must also
be submitted :

1. The authenticated copy of the Certificate
of Incorporation and By-Laws and proof that
the Company was organized in accordance
with the laws of its domicile.

2. Certified copy of income account and bal-
ance sheet.

3. A written declaration from the company
whereby they undertake to hold at the disposal
of the shareholders annual printed copies of
financial statements, all of which must be
made available in Amsterdam.

4. To make dividends and interest payable in
Amsterdam if such disbursements are made
payable in Dutch currency.

Pending the final decision of the Minister
of Finance and the Committee on Listing, the
Executive Board may provisionally enter the
security on the price list. When it is found
that all conditions for admission have been
complied with, the security is put into the class
of “Definitely Quoted Securities,” which in-

cludes, of course, the greater number of the
list of quotations. Dutch securities must have
at least an issued capital of 500,000 florins,
and foreign securities must show an outstand-
ing of 500,000 florins in Holland. (Florin
equals 40.2 cents.)

The Bourse is open for official business from
Monday to Friday from 1:30 P. M. to 2:45
P. M. and on Saturday from 10.30 A. M. to
11:30 A. M. All securities shown on the of-
ficial price lists are quoted in per cents, and
to be admitted to quotation transactions rep-
resenting at least 2,000 florins of the nominal
value of the securities, if the rate is below par,
must be completed, and at least 1,000 florins,
if it is above par. Trading on the floor of the
exchange may take place only between mem-
bers of the Association or their employees.

There are two methods employed in arriv-
ing at final quotations for “Definitely Quoted
Securities.” Under the first procedure, the
final record presents the highest, lowest, and
final rate. The second method is employed
when trading is heavy. Group A provides for
a division of the trading time into six ten-
minute quotation periods and one fifteen min-
ute period. For each of these periods rates
are quoted, and this method is employed for
different classes of shares. Under Group B,
Dutch and Dutch East Indian Government
bonds are included as well as the debentures
of the Municipalities of Amsterdam, The
Hague, and Rotterdam. Here the Bourse time
is divided into one twenty minute, one half-
hour, and one fifteen minute quotation period.
These measures are taken so that the rates
may be fixed as accurately as possible.

Most of the transactions which are officially
quoted are done for cash, and deliveries must
be made within four days. There is, of course,
margin trading, which is made possible by
loans for one month or three months. The
value of securities deposited must show at
least a margin of twenty per cent in the case
of the loan of shorter duration and ten per
cent for the longer period. Trading in op-
tions is permitted, but they are not officially
quoted. Stock Exchange transactions are re-
ported in the leading newspapers and eco-
nomic journals.

The list of securities traded on the Ex-
change embraces a great number of foreign as
well as domestic issues. Amsterdam is second
only to the United States as the principal

(Continued on page 54)
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The Advantages of Audits to Cities
and Towns’

By A. Lee Rawwrings, C.P.A.

CCORDING to your official program,
4 & you were to be addressed at this time by
Mr. Charles M. Johnson, Director of the
Local Government Commission, Raleigh, North
Carolina. Unfortunately, Mr. Johnson was
prevented, by official business, from keeping
his engagement to address you, and I was re-
quested on yesterday to substitute for him.

The subject on which I am here to address
you is a broad one, on which much could be
said, but my time has been limited and I shall
therefore confine myself to the most important
points covered by the subject.

While accounting is one of the newest pro-
fessions of today, I assume that all of those
present are familiar, in a general way, at least,
with its purposes, advantages, etc.

For a great many years past, banks, manu-
facturing and other business concerns have
availed themselves of the services of public
accountants for auditing their accounts, in-
stallation of improved accounting systems,
preparation of financial statements, etc., but a
great many cities and towns have been slow,
so to speak, in availing themselves of such
service.

While, under the subject assigned me, I am
supposed to confine my remarks to cities and
towns, I am going to take the liberty of in-
cluding counties and other functions of a pub-
lic nature in my remarks.

I desire to liken the taxpayers of a city,
town or county to the stockholders in a private
corporation, and to liken the governing
bodies of cities, towns and counties to the of-
ficers and directors of a private corporation,
who are responsible to the stockholders for
the proper and efficient conduct of the busi-
ness. While I appreciate the fact that politics
often play a large hand in municipal and other
public affairs, I, nevertheless, believe that the
same business methods and efficiency employed
in private affairs should be adhered to, as much
as possible, in public affairs.

*Address delivered at convention of League
of Virginia Municipalities, Norfolk, Virginia.

What are the advantages of audits to cities
and towns? I desire to state, that in my
opinion, audits in many instances, are not of
any real value, and often times represent a
waste of money, unless a proper basis there-
for is established. I mean by this, adequate
systems. Auditing, as you probably know, con-
sists of the verification of accounts, records
and transactions, and where complete records
or accounting systems are not maintained, an
audit of the accounts is largely a matter of
guess work and does not produce satisfactory
results. It is, therefore, necessary that the ac-
counts of any city or town be properly estab-
lished and an adequate system maintained as a
basis for satisfactory audits. This not only
makes for efficiency, and reflects the true
status of affairs, but also serves to expedite
audits of the accounts at a minimum cost.

Municipalities, as you know, operate on a
cash basis, nevertheless, it is necessary to keep
the accounts on an accrual basis, in order to
determine actual revenue and expense, which
information is absolutely necessary for pur-
pose of budgets, under which all cities and
towns are supposed to operate.

While the State of Virginia, unlike many
other states, does not prescribe a specific
system for the use of cities and towns, the
systems employed by many municipalities are
not unlike those used by cities and towns in
other states.

If I may be pardoned for the personal al-
lusion, I will state that my firm has had over
twenty years’ experience in municipal work in
Virginia and North Carolina, as well as in
some of the other Southern States, and my
remarks, therefore, are based upon actual con-
tact and experience. '

Many of you, no doubt, are familiar with,
or have read accounts in the newspapers, of
large shortages in the accounts of public of-
ficials, chiefly county treasurers, in the State
of Virginia, in the past several years. A num-
ber of these shortages were discovered and
checked up by my firm, and I say to you that
with but few exceptions, the shortages in
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question resulted from inadequate accounting
systems, and failure to properly audit and
settle the accounts at regular periods, rather
than to dishonesty on the part of officials.

This brings us back to the point previously
made by me, that every city and town which
has not a complete and adequate accounting
system, should have such installed, and then
follow with audits of the accounts at least
annually, or oftener, if so required.

Some of the chief advantages to cities and
towns of proper and complete audits may be
summarized as follows:

1. Accurate statements of income and ex-
pense for given periods, and statements of
financial condition at specific dates.

2. Detection of irregularities of both omis-
sion and commission, and the proper ac-
counting for funds.

3. Information required in connection with
sale of bonds, loans in anticipation of col-
lection of revenue, etc.

4. Establishment of taxable values, bond-
ing limits, sinking funds, etc.

5. Constructive criticism and recommen-
dations as to improvements in accounting
systems, administration of affairs, etc.

It is obvious that those responsible for the
conduct of affairs of any municipality should
know and be thoroughly familiar at all times
with the financial condition of such municipal-
ity, which knowledge can be obtained only
through complete audits of the accounts. This
is especially necessary in the preparation of
annual budgets.

Since the governing bodies of municipalities
are responsible to the taxpayers, they should
exercise every precaution for the protection
of the funds under their control. The average
public official is not an experienced auditor,
and if he were so qualified, he could not be
expected to devote the time required for such
work — hence, certified public accountants
should be employed to render the necessary
service.

When it comes to selling bonds and borrow-
ing money, the purchasers or lenders naturally
desire statements prepared by independent ac-
countants, as to the financial condition of the
city or town, and its ability to assess and col-
lect sufficient revenues with which to meet in-
terest charges and provide for sinking funds,
or other means of retiring the obligations,
and here an audit plays again an important
part.

Last, but not least, audits are both con-
structive and instructive, and make for ef-
ficieney. The best of us are more careful
when our work is subject to the scrutiny of
others. The more careful we are, the more
efficient, and the more efficient, the more re-
sourceful.

I could dwell at length on the advantages
of audits, but I think the points already made
will suffice for this occasion.

I desire, however, to tell you something
about the manner in which the accounts and
finances of municipalities are handled in the
adjoining State of North Carolina.

Under the provisions of the Local Govern-
ment Act of the State of North Carolina, the
financial affairs of cities, towns, counties,
schools, etc., are under the supervision and
control of a commission at Raleigh, of which
Mr. Charles M. Johnson is director.

The above mentioned commission prescribes
the systems to be used by the various munici-
palities, counties, etc., in the State, but does not
attempt to audit the accounts, which work is
let to public accountants, under the supervision
of said commission. All contracts, however,
for such work and the compensation therefor,
have to be approved by the director of the
Local Government commission, with whom
copies of auditor’s reports are required to be
filed. The Commission also has final say as to
the issuance of bonds, temporary loans, etc.,
by municipalities, counties, etc.

" In other words, no municipality or county
in North Carolina can issue bonds, or even
secure temporary loans, without the approval
of the Local Government Commission, and the
law also requires that the bonds and loans be
sold through bids at Raleigh, North Carolina.

The above mentioned law has been most
helpful in the regulation and stabilization of
municipalities in North Carolina, as would no
doubt be told you by Mr. Johnson, if he were
here.

I might add that the costs of audits of
municipalities and counties in North Carolina
are borne by the municipalities and counties,
but since such audits, and the cost thereof, are
subject to the approval of the Local Govern-
ment Commission, much unnecessary work
and exorbitant charges, which previously ob-
tained in some instances, have been eliminated.

As you probably know, the auditing of coun-
ties and municipalities in Virginia, when so
requested in the case of municipalities, is
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under the control of the Auditor of Public
Accounts, at Richmond, which said work is
supposed to be done by the members of his
staff. Unfortunately, however, the services of
the Auditor of Public Accounts has not been
very effective in the past, due largely to the
lack of experienced men for doing the work
in question. As a result of this condition, and
the lack of proper accounting systems, a num-
ber of county treasurers in the State have gone
short in their accounts for large amounts. In
this connection, I mention shortages of the
treasurers of the following counties in the
State of Virginia, of which I have personal
knowledge :

A—Approximately $155,000.00

B—Approximately $98,000.00

C—Approximately $100,000.00

There are a number of other treasurers who
have gone short in their accounts, of which
you have no doubt read in the newspapers.
The treasurers of A and B Counties resigned
after shortage in their accounts was estab-
lished, and the bonding companies paid the
claims, but the county treasurer of C County
is still in office, notwithstanding the efforts of
the Governor to remove him.

I do not recall at this time any shortages
which have occurred in the accounts of city
.and town officials in the State of Virginia, but
admitting that all such officials have been
honest in the handling of funds intrusted to
them, the necessity for and the advantage of
auditing municipal accounts in the State never-
theless exists. The results to the taxpayer are
the same, i.e., loss of revenue—whether the
funds become dissipated through dishonesty
or lax accounting methods, which, in either
case would be detected through proper audit
of the accounts.

I have often heard the remark, “audits cost
money—can’t afford the expense of them,” but
just let something happen, and the very fellow
who opposed the audit will be willing to spend
untold money to get at the facts. It is often
times a case of locking the stable door after
the horse is gone. They will say to you,
“Bill is all right—there is no necessity for
checking his accounts.” Supposing “Bill” is
all right, then there should be no objection to
checking him up, but supposing “Bill” isn’t all
right, then he should be checked up.

It is impossible to tell from the face of ac-
counts, or unverified statements prepared from
them, exactly what exists, or may be con-

cealed, in said accounts, and the only way to
secure the facts is by a detailed audit and
analysis of the accounts in question. Cities and
towns should provide for audits of their
accounts the same as they do for insurance
and other ordinary expenses.

The last Legislature of Virginia authorized
the Governor to appoint a commission for the
purpose of making a study of county laws and
administration, and to make recommendations
to the Governor for consideration and sub-
mission to the next Legislature. Dr. Robert
H. Tucker, President of Washington and .ee
University, is chairman of said commission,
which has not as yet, as far as I know, com-
pleted its work and report. It is, therefore,
not known at this time, what bearing, if any,
the report will have on cities and towns in
the State. It is apparent, however, that some
material changes and improvements should be
made in the present laws governing the ad-
ministration of counties, and some cities and
towns in the state.

Before closing, I desire to impress upon
you the importance of employing accountants
to audit the accounts and install improved
systems for your cities and towns, who are
familiar with and experienced in this particu-
lar line of work. Often times an accountant
may be experienced in one line of work and
not experienced in another.

While my remarks are not intended to re-
flect upon any accountant, I think you will
readily appreciate the advantage of employing
accountants for your work who are experi-
enced in municipal accounting. Let me also
suggest that you select an accountant who can
be depended upon to render efficient service
and make a reasonable charge for same. Don’t
ask him to bid a flat price for your work—you
can’t expect to get $100.00 worth of service
for $50.00.

I recall two cities in a nearby State which
elected to let their audits to the low bidder
for a flat fee. Shortly after the audits were
completed it developed that the tax collector
of each town was approximately $30,000.00
short in his accounts. The accountants who
did the work simply skimmed over the records,
without delving into them, in order to avoid

sustaining loss on the engagements.

A thorough and complete audit made by
any experienced and responsible accountant,
is usually worth every cent it costs, while as
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a rule, the amount spent for partial or incom-
plete audits, represents a waste of money.
Efficiency in all lines of business is the
slogan today. Those charged with the keeping
of the accounts of a municipality, or for any
other business, should exert every effort to
properly record the transactions and keep the
accounts in balance. Don’t leave a lot of
ragged ends and adjustments to be made by
the auditor when he is called in. This will
simply serve to retard his work, and increase
the cost of the audit, in addition to inviting

unfavorable criticism as to the condition of
the records.

A list of the certified accountants and public
accountants in the State of Virginia may be
obtained upon application, without cost, from
C. S. Goldston, secretary, Virginia State
Board of Accountancy, at Richmond, and if
in doubt as to the accountant to be engaged,
it will be well to consult such list.

It will also be advisable to require account-
ants to furnish names of some of the cities
and towns for which they have done work.

Municipal Finance’

By W. A, MAGEE

TT behooves Pittsburgh and all the other

spendthrift cities to observe the fate of Fall
River and put their houses in order before the
Legislature takes the management of their
affairs from them. The Legislature of Mas-
sachusetts at the demand of the creditors of
Fall River, a city of 125,000 people, appointed
a Finance Commission of three persons with
full power to control the financial operations
of the City. This Commission has stripped the
city authorities of everything except the means
to operate the primary functions of govern-
ment and these on a minimum basis.

All public improvements except a few
emergency jobs and all rubbish collection have
been abandoned; the recreation and play-
grounds, libraries and city dispensaries have
been closed. The scope of operations and the
personnel in all remaining city departments
have been very greatly reduced and all city
employees still retained are to suffer salary
cuts of between twenty and forty per cent.
Eight schools have been closed. The kinder-
gartens and all the auxiliary activities of the
school system have been eliminated while the
teachers have had a decrease of twenty per
cent in pay.

The effect of all this has been to greatly
reduce the total of city expenditures but on
the other hand the people have stopped pay-
ing taxes to a large extent, with the result

*An address delivered by the former mayor
of Pittsburgh before the Pittsburgh Chapter
of the Pennsylvania Institute of Certified
Public Accountants.

that the tax return for 1932 has been fixed
at the almost incredible figure of forty mills.
While the City of Fall River has a Mayor
and Council and a School Board who continue
to go through the forms of legislation and
management of the city and the schools so
that in outward appearance its seems like a
self governing democratic community, yet it is
not so. The Finance Commission is the real
governing power. It is the dictator of every
policy involving money expenditure. The
elected officials and the community lost their
civic liberty by the same career of extrava-
gance which all cities have been indulging in
during the post-war period. The depression
from which the country at large has been
suffering since 1929, struck New England a
few years earlier. If the prevailing depression
continues for a couple of years more the tax-
payers of Pittsburgh and other cities will
gradually lose their ability to pay their current
taxes with the result that the levy upon those
who can pay will constantly mount and as it
becomes higher and higher the number of de-
linquents will grow proportionately.

One of the things grossly apparent upon
the face of our budget in Pittsburgh is the
over estimate of revenue. It is a species of
cowardice not to face facts. Although Pitts-
burgh had never collected more than eighty-
nine per cent of the tax levy during the cur-
rent year, nevertheless our city officials a
year ago estimated a return of eighty-six and
one-half per cent, a wholly unjustifiable ex-
pectation. The amount received was four per
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cent less than that estimated, the result was a
deficit in revenue from that item alone of
$700,000. The same mistake is being made in
the budget that is now being considered for
1932. Although the Treasurer collected only
$18,450,000 on current taxes during the year
1931, on a basis of twenty-five and one-half
mills land tax levy, it is now being estimated
that $18,500,000 or $50,000 more will be col-
lected in 1932 on a twenty-five mill tax.

Everyone has a right to make his own
guess as to the degree of business prosperity
for the forthcoming twelve months, but I
claim that in a matter of such concern as this,
caution should be exercised. Instead of guess-
ing that $18,500,000 will be received from the
tax levy, I will guess that $18,000,000 will be
closer to the mark. In that single item of
revenue I think the city officers are starting
off the year with a first contribution of half
a million towards a new deficit to plague them.
The purpose of over estimates of revenue is
to postpone painful reductions of expenditures
in the hope that fate will intervene. A year
ago the city officers did not manfully face
their task. It was plain to see then that city
expenses must be slashed, nevertheless to
postpone the evil day the city officers included
two items in their revenue for 1931 which are
not revenues at all, one of them was the Bank
Depository fund of $500,000 and the other the
refund from the Garbage Company of nearly
$400,000. In the estimate of revenue a year
ago other items were over-estimated, the total
being nearly $1,500,000. An actual deficit of
that amount would have occurred and has only
been avoided by shutting off the purchase of a
large amount of supplies and by furloughing
the entire city payroll. These furloughs are a
manifest danger. The city has skilled men at
certain critical points and in certain employ-
ments whose absence from their posts would
not be tolerated by a prudent management. The
same situation should be more frankly and
courageously faced now than it was last year.

To sum it all up $2,000,000 of reductions in
the 1932 appropriations will not be sufficient
to bring about any cut in the present tax levy.
A three mill reduction as demanded by the
Real Estate Board will require reductions of
more than twice $2,000,000.

The situation confronting the city requires
plain speaking. Too much of the responsibility
in my judgment is being placed upon the ex-
ecutive department. As between the city of-

ficers the greater responsibility is upon the
legislature department. But in my humble
judgment the largest part of the blame for the
tremendous increase of the city liabilities both
in bond loans and annual expenditures should
lay upon the people and particularly upon the
numerous civic organizations, general, special
and upon the groups and localities variously
organized which constantly initiate new im-
provements, further extension of municipal
functions, greater extent of municipal services
and higher standards of municipal perform-
ance in every way. So far as these things are
done extravagantly and wastefully or to pro-
vide employment for the supporters of the
political machine the responsibility is with the
city officials, but so far as expenditure is un-
avoidable once the policy has been decided
upon and when that policy has behind it the
unanimous support of all the civic organiza-
tions and business organizations with no dis-
senting voice made public, in that case I say
the city officers should not be wholly blamed.
In my humble judgment it behooves every city
booster, every socially minded idealist and in
fact every community enthusiast to stop and

reflect before he condemns the city officials

utterly.

There are two aspects of expenditure, one
is the policy aspect, the other is the adminis-
trative aspect. Whether or not the city should
foster annexation, whether or not it should
tax the whole body of citizens to help pay the
water bills of a certain section, whether or not
it should have street lighting de luxe, whether
or not a certain public improvement should be
undertaken, whether or not policemen and fire-
men’s wages should be raised and scores of
other like things should be done or left undone
are questions of policy. Whether they are ex-
ecuted economically and efficiently or extrava-
gantly is the responsibility of the administra-
tion, but none of these new adventures which
entailed so many millions of recent additions
to the budget were without a great measure of
support from influential parts of the public.
Justice would put a large share of the blame
upon the public itself. The blame that should
attach to a public officer when he participates
in an unwise public venture backed by all the
organs of public opinion is that he was not
courageous enough when, with the bird’s-eye-
view of his position to see all the consequences
of the undertaking and its relation to all the
other obligations of the city, he did not warn
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and resist to the bitter finish what he knew to
be ruinous policy. Only a few public servants
have given the necessary study to public prob-
lems and possessed the requisite courage to
resist group and sectional clamor in the in-
terest ‘of the higher and more ultimate ad-
vantage of the community at large.

The mistakes of public policy initiated or
concurred in with the active backing of
groups, associations and localities are too
numerous to recite at this time. One of these
however is so far outstanding that mention of
it should not be avoided. The Pittsburgh pol-
icy of annexation is plainly leading us to ruin.
The last five wards which have come into the
city have increased its area, to the extent of
almost ten square miles which is an increase
of twenty per cent, while they have brought
with them taxable valuations of only $43,-
000,000 an increase of only about three and
one-half per cent. Is it not plain without de-
tailed analysis what the consequences to the
balance of the city will be? To bring the new
territory up to city standards in street and
sewer improvements, police and fire service,
health protection, street cleaning and lighting,
garbage and refuse collection, equalizing water
rents and the numerous other city services
puts a crushing load upon the older and more

developed sections. I will cite only one il-
lustration. One of the new wards has less
than $3,000,000 of taxable valuations which
at the 1931 tax rate will yield not more than
$40,000. One single item of city expenditures
(the fire engine house) will consume about
three-fourths of the whole revenue from that
one ward. I think it safe to say that one of
the new wards will cost the city treasury more
to administer than the Second ward which
contributes $5,000,000 or about twenty-five
per cent of the total tax levy.

What I am saying as to mistaken policy
with reference to annexation runs all through
the budget. Without in any degree condoning
administrative extravagance or councilmanic
responsibility I fear that the wild and panicky
efforts of the city officials to retrench under
the strain of the changed attitude of the public
will result in the kind of public harm which
I think I see in the Massachusetts City and in
Chicago.

It is most unfortunate that the budget was
not prepared two months ago. When the nu-
merous policies adopted during the last five
years were decided upon the only element con-
sidered was community pride. Now they should
be calmly, deliberately reviewed from the
viewpoint of cost but the time to do so is not
sufficient.

New York State Society

FT'HE Secretary, on invitation, attended the
dinner of the New York State Society of
Certified Public Accountants held at the Wal-
dorf-Astoria on Monday evening, December 7.
Five hundred members and guests filled the
grand ball room. Forty-three guests of honor
were listed, including presidents and secre-
taries of accounting and financial organiza-
tions, Federal and State governmental officials,
and editorial writers, both magazine and news-
paper. The dinner was served under the per-
sonal supervision of Oscar. Throughout the
dinner the Waldorf-Astoria orchestra rend-
ered music of a type for which they are
famous.
Following the dinner, the program proper
was presented, the presiding officer being Col.
Arthur H. Carter, president of the New York

State Society. During the program Miss
Antoinette Consoli, Miss Alma Michelini and
Miss Stephanie Wall, operatic soloists, each
presented a group of songs. President Carter
traced rather hurriedly the development of the
New York State Society from March 30,
1897, when in the old Waldorf-Astoria eigh-
teen accounting pioneers organized the society,
to the present time when its membership rep-
resents practically a hundred-fold increase. He
also called attention to the development which
has taken place in the relative importance of
the profession in the business world.

George P. Auld, C.P.A,, formerly account-
ant general of the Reparations Commission,
spoke on the subject “International Debtors
and Creditors.” Mr. Auld’s presentation was
illuminating in view of his former relationship
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to the commission which enabled him to pre-
sent conclusions having the benefit of a back-
ground of personal experience not possessed
by the ordinary writer on such a subject. Mr.
Auld felt that it was impossible that the
reparations debt could be completely wiped out
at this time but he said:

“To this country the maintenance of the
reparation system through the maintenance of
the inter-ally debts means nothing in compari-
son with our stake in the stability of Europe.
The average annuity of $317,000,000 receiv-
able by the United States represents $2.60
apiece each year, and this inconsequential
benefit would, year by year, with the increase
in our population, become even more insig-
nificant.

“The annuity receivable amounts to two
and one-half per cent of our national and
local government costs and four-tenths of one
per cent of our recent national income. The
idea that the payment of the inter-ally debts is
important to our taxpayers has no foundation
in fact. But the losses imposed upon our
whole population as a consequence of the re-
current agitations in Germany against the
further payment of reparations are real and
substantial.”

The second speaker of the evening was Mr.
Geoffrey Parsons, chief editorial writer of the
New York Herald-Tribune, who discussed
“Forces That Transcend Economics.” Mr.
Parsons’ thesis was that as much as we talk
about economics and the underlying economic
principles involved in various subjects, such
as the gold standard, tariff, reparations, de-
pression etc., the fact remains that our policies
never had been based on economic principles
but had rather been conceived and carried out
as the result of human factors. The emotions
more often determined the governmental at-
titude than scientific economic reasoning. Ex-
travagant enthusiasm or increasing fears have
determined governmental policies to a much
greater extent than economic beliefs.

The evening was an exceedingly profitable
one for all present. Whether one agreed with
the conclusions of either of the speakers or
not is relatively immaterial. The presentations
made compelled thought on the part of all
listeners and viewpoints will be changed from
time to time as, in connection with the present
session of Congress just entered upon, the

various attitudes of members thereof will be
noted and checked against the factors of
sound reasoning, intense nationalistic belief,
an international viewpoint, a humanitarian at-
titude or the political opportunist.

In connection with the trip the Secretary
conferred with representatives of several or-
ganizations with which The American Society
has established a group contact, the National
Association of Cost Accountants, National As-
sociation of Credit Men and the American
Bar Association.

The Secretary was also able to confer with
the chairmen of the several committees of The
American Society residing in New York City:
Homer Dunn, Commercial Arbitration, Joseph
J. Klein, Federal Legislation, and John R.
Wildman, Classification and Certification of
Accountancy Services.

Before getting the night train for Wash-
ington Tuesday evening, the Secretary attended
the reception and dance of the freshman class
of Pace Institute in the grand ball room of the
Hotel New Yorker. It was estimated that in
the neighborhood of 1,200 freshman students
and their guests were present. Those who
were present at the meeting of The American
Society held in New York City in 1929 and
recall the entertainment which Fred Schae-
berle as chairman of the local committee pre-
sented for our enjoyment, need only be told
that an equally good job was done in con-
nection with this affair, the general plans for
the evening being directed by him.

An interesting feature of the evening was
the presentation through Harvey Kelley, head
of the department of English, of two class
banners, one for the freshmen in the School
of Secretarial Practice and the other for the
freshmen in the School of Accountancy and
Business Administration. All present stood
on the dance floor in front of twenty-five
members of the faculty while Mr. Kelley made
a six-minute address to the {freshmen, em-
phasizing the attitude which should be taken
by students looking forward to a professional
career. He closed by reading a telegram from
Homer Pace who was in California on a short
visit,

“Don’t do too much worrying. Tackle the
duty that lies next to your hand.”
—Bruce Barton.
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How to Attack the C. P. A. Examinations
The Ruminations of a Savage Examiner

OME to the examination room with a
N\~ heavy black pencil that smears easily;
if unobtainable, procure an HHH grade
that scarcely makes a mark. The idea is not to
prepare wholly legible solutions. What the
examiners can't read won’t hurt them.

Do not study the problem. It isn’t neces-
sary. Problems are made to work, not to
theorize over. Omitted details can be in-
serted at the end, if at all.

Pay no attention to instructions. They
are of the conventional type anyway. With
all the study you have behind you, you
should by this time be outside the pale of
being told what to do.

Cover as many pages of paper as you
can. No problem that can be answered on
two pages should be answered on less than
ten.

Don’t be afraid of being verbose. Ex-
aminers are unusually impressed by long-
winded arguments, especially those that
have nothing to do with the matter in
hand. After they've read a page or two
they’ll quit and give you the credit you de-
serve.

Always prepare uncalled-for work-sheets,
even for the simplest problems, for it
proves that you can reason on paper, if not
in your head. On the other hand, omit
required exhibits here and there. The imagi-
nation of the examiner may be relied on
as active, and it will supply any seeming
deficiency.

Follow the principle of artistic restraint
and do not tell all you know. Merely sug-
gest that you know, at such length and in
such polite language as the occasion may
demand. For example, should the examiner
ask you bluntly what you regard as the
safest method of inventory valuation, you
should retort to the effect that many meth-
ods are safe, some safer, but none safest.
You can then proceed to give an illustration
of almost any large industrial corporation
which has sought in vain to find the safest
method; but look! it has had to cut its
dividend in this period of depression. This
is not telling all you know.

When in doubt, consult the man across
the aisle; if the examiner sees you, you
may expect him to be impressed by your
avidity for facts.

Jot down here and there clever witticisms,
occasionally in lieu of solutions. Marking
papers is a tedious business and a casual
bon mot now and then will cause your
grades to react in accord with the spirits
of the examiner. Examples: “This problem
is unfair. It is too hard.” “We were never
given this type of problem in our C.P. A.
review course and I am unable, therefore,
to work it.”

If you cannot solve a problem, outline
in great detail, for the examiner’s benefit,
the procedure you would have followed if
you had had time to work it. Preparing
the outline may consume more time than
the solution, but you will be playing safe
and the examiner may never know it.

Orderly work-sheets are old-fashioned.
In fact, no exacting methodology ought to
be recommended. The answer’s the thing.
Merely make sure you have the correct
monetary amount somewhere on your
paper.

Never forget “Did not have time to
finish.” It may not be inadvisable to put’
it after every problem. Nobody can do
justice to the examination within the given
time-limits.

Do not put your papers in the proper
sequence; the examiners employ clerks for
that purpose.

Finish the examination as quickly as
possible in order that you may be the first
to leave the room. You will thereby con-
firm your reputation for brilliance. Imagine
the pleasure of walking out before the
rest!

Finally, play politics. Have your em-
ployer or somebody friendly to the gover-
nor call up the chairman of the Board and
remind him of your sterling qualities as an
auditor. A word or two to the effect that
you were sick on the days of the exami-
nation will serve as the extenuating cir-
cumstance justifying the call.
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C. P. A. Examination Questions*
November, 1931
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Practical Accounting
Problem 1:

On November 2, 1931, you are called upon by the Monmouth Clothing Com-
pany to determine the amount to be paid in cash to each of the partners of the
Better Price Garment Distributors for their business. You are furnished with a
copy of a contract dated October 31, 1931, signed by all the parties, under the
terms of which the assets and liabilities of the Better Price Garment Distributors
were to be taken over on the same date by the Monmouth Clothing Company. Per-
tinent details of the contract and other information follow:

(1) C. L. Bodd and Floyd Gesser are the partners. A third partner, George
(Gash, who was to have had, in addition to a regular commission of 12% per cent
on his sales, a one-eighth interest in the partnership profits (in return for his serv-
ices as a salesman) from January 1, 1930, was discharged on December 31, 1930,
and was given his accrued commissions and $4,500.00 in cash in lieu of his share
in the profits and in full settlement of his interest in the partnership.

(2) Bodd and Gesser contributed $50,000.00 and $20,000.00, respectively, at
the outset of the partnership (April 1, 1929), and drew monthly salaries of $300.00
each which everyone considers a fair compensation for their services as managers.
They were to share in any remaining net profit or loss of the business two-thirds
and one-third, respectively.

(3) For their interest in the partnership, Bodd and Gesser are to be paid in
cash the sum of the following:
(a) Assets at their cost less depreciation, if any, less all liabilities, and
(b) Good-will, in an amount equal to one-fourth the total net profit for 1929
and 1930. No deduction is to be made for 1931 losses.

(4) Operating expenses are to be regarded as having accrued in the year in
which paid. The cost of merchandise sold and bad debts are to be prorated over

*The Service of Examination Questions conducted by The American Society furnishes prac-
tically twice as many questions in Theory, Auditing, Commercial Law, and Economics and
Public Finance as could be used by any State Board for a four-hour examination period, and
twice as many problems in Practical Accounting as would be required for two examination
periods of four to five hours each. A Board using the service makes its own selections and
adds any special questions or problems which it desires. Eight boards used the November, 1931,
service. Every suggested question or problem, except two, was selected by at least one Board,
and only five were selected by every Board. Two boards added questions with a local bearing.
Part of the Practical Accounting problems follow.
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each of the various years in proportion to net sales. Inventory depreciation at No-
vember 2, 1931, is to be spread three-fifths to 1931, and two-fifths to 1930. Fixture
depreciation is to be computed at ten per cent per annum.

No satisfactory books of account have been kept, but you are able to compile
an accurate analysis of cash receipts and disbursements as follows:

1929 (from April 1)

Receipts  Disbursements

Capital contributed by partners $ 70,000.00
Bank loan 10,000.00
Collections from customers 184,062.28
Withdrawals—Bodd $  500.00
Withdrawals—Gesser 100.00
Merchandise creditors 165,242.18
Operating expenses ........ 80,345.60
Partners’ salaries 5,400.00
Fixtures purchased (April 1) 3,450.00

1930
Collections from customers 359,391.05
Withdrawals—Bodd ........ 547.20
Withdrawals—Gesser 5,000.00
Commissions paid to George Gash 12,500.00
Merchandise creditors ; 200,682.84
Final payment to George Gash 4,500.00
Operating expenses 83,087.23
Partners’ salaries 7,200.00
Fixtures purchased (July 1) 4,365.60

1931 (to October 31)
Collections from customers 114,769.27
Withdrawals—Bodd 7,006.52
Merchandise creditors 102,453.61
Operating expenses 51,641.82
Partners’ salaries 4,200.00
Sales were:

1929 (9 months) . $250,922.56

1930 376,383.84

1931 (10 months) 125,461.28

Of the balance of accounts receivable at October 31, 1931, $94,545.08, you
estimate that $9,000.00 is uncollectible.

The inventory of merchandise on hand, at cost, is $44,663.75, and included
$23,851.52 which had not been paid for at October 31, 1931. It has been agreed
that the inventory has depreciated 50 per cent.

Aside from the unpaid purchases, the partnership Hlabilities consist of the loan
from the bank, made in 1929, and unpaid partners’ salaries for three months.

Problem 2:

You are called upon by a committee appointed by certain common stockholders
~of the Premier Tester Company and certain preferred stockholders of the Premier
Corporation to investigate the facts behind the recent organization of the latter



1932 THE CERTIFIED PUBLIC ACCOUNTANT 41

company. For the purposes of this problem, your solution is to consist of a re-
drafting of the company’s balance sheet and the auditor’s certificate, both of which
appeared in a report to stockholders as at August 31, 1931. You are also to prepare
a statement of reconciliation between the net worth of the predecessor company,
before adjustments, if any, and the net worth of the Premier Corporation as deter-
mined by you.

You are permitted access to the books and other records of both companies
and from them you ascertain the following facts:

(1) Premier Tester Company, due to the depression and to possible mis-
management, was in financial difficulties early in 1931, at which time it owed the
Foothold State Bank on a demand loan $150,000.00. A subsidiary of the bank,
Foothold Securities Company, was called upon in an attempt to reorganize the
finances of the business in such a way that sufficient working capital could be ob-
tained to take care of <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>