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The Federal Reserve Act*
By Charles S. Hamlin†

We all appreciate the tremendous prosperity of the United 
States at the present day. It would take a body of accountants to 
submit the figures of our marvelous development if we were to 
contrast, for example, the year 1912 with the present day.

The national wealth, I suppose, has increased some forty 
billions of dollars. The deposits of the banks have increased six 
or seven billions of dollars; clearings have increased marvelously. 
The money in circulation in the United States has increased some 
seven hundred millions of dollars. Since the first of 1914, the net 
imports of gold into the United States have been over four hun
dred and sixty millions of dollars.

Such prosperity we never have had before in the whole history 
of the United States of America, and that prosperity is built upon 
a sound foundation. But in the middle of this great prosperity, 
it seems to me that we should take account of the future. We 
should be conservative. Conservatism is the rule for the present 
day and there is no other time to preach conservatism and care 
as well as when we are in the midst of prosperity.

The federal reserve system is simple. You know, we have 
about 7,500 national banks. The country is divided into twelve 
districts and the national banks in each of those districts organize 
another bank, called the federal reserve bank. The stockholders 
are all the national banks and such state banks as have entered 
the system or as may enter in the future. The capital paid in

*An address delivered at the banquet of the Institute of Accountants in the United 
States of America, New York, September 21, 1916.

†Of the Federal Reserve Board.
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to these twelve federal reserve banks is about fifty-five millions 
of dollars, and the member banks—the national and the few 
state banks that have joined—contribute part of their reserves 
to these twelve banks. There is now deposited in the twelve 
federal reserve banks over five hundred millions of reserve money 
of the member banks. As I have said, the paid-in capital is some 
fifty-five millions, and altogether the federal reserve system has 
resources of about six hundred millions of dollars.

These banks discount the paper of the member banks. A 
member bank whose reserves may be getting down to the legal 
limit can take the paper that it has discounted to the federal 
reserve bank and turn that paper into gold or a credit, as the bank 
may desire; so that there is no longer any worry or danger when 
the member banks see their reserves gradually decline. That has 
been one of the troubles in the panics that we have had in the 
United States. The reserves of the banks got down to the danger
line; they could not legally impair those reserves; and they had 
to borrow as well as they could, one from the other.

Under the federal reserve system, part of the reserves of every 
member bank is stored in the federal reserve bank. A bank may 
put in a million dollars and, in time of necessity, it may take out 
ten or fifteen or any number of millions of dollars. We believe 
this consolidation of reserves has placed our banking system in 
an absolutely sound, impregnable position, and that we never 
again will see a wide, devastating panic such as we saw in 1907.

These federal reserve banks in discounting paper, of course, 
make money under that process as an individual bank would do. 
They can go, under certain conditions, into the open market and 
buy bills of exchange and acceptances. They can invest in govern
ment bonds and municipal warrants, and out of their earnings 
they pay accumulative dividends of six per cent. to the member 
banks. Over that they are allowed to accumulate a reasonable 
surplus; but every dollar over the six per cent. earned and a 
reasonable surplus is taken by the United States government in 
the form of a franchise tax, so that there is no reason to seek 
undue profit on the part of the federal reserve banks. Their 
duty is to hold the reserves of the country and help the member 
banks in times of stress.
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Some criticism was made at the outset because the federal 
reserve banks at first earned no dividends. The system has not 
yet been in operation two years, and I believe you will all ap
preciate that few of the prosperous banks of today have ever 
been able, in the short period of two years, to make handsome 
dividends and lay up a surplus for the future. But the reserve 
banks have been steadily increasing their earnings, and today a 
majority of the banks are earning at the rate of over six per cent. 
and only two banks have a rate of earnings under five per cent.

Of course, these banks could easily earn all their expenses 
and dividends if they wanted to do so. They could go out in the 
open market and compete with the other banks; but that is not 
the function of a reserve bank. Its function is to hold the 
reserves of all the banks and its duty is to help the banks. Out 
of the reserves it makes its revenues.

On the enormous excess reserves held by the federal reserve 
banks only a limited demand has been made, except perhaps by 
the three southern banks; but when those reserves become normal, 
as they will, and when going to the federal reserve bank for re
discount is a normal part of the business of the banks, then you 
will find that these banks will easily earn their expenses and their 
dividends, and the government probably will derive a large 
revenue from their operation.

Under the operation of the system, barely two years old, you 
have seen the discount rates fixed by the various federal reserve 
banks of the country. You have seen those discount rates slowly 
falling, affecting rates throughout the United States. The pur
chase by the federal reserve banks of municipal warrants has 
given the towns and the cities of this country money at lower 
rates than they have ever been able to obtain before. Over a 
large portion of the country—certainly in all the large cities— 
the effect of the federal reserve system has been materially to 
lower the rates at which business men can obtain the accommoda
tion upon which the life of their business depends. I think it can 
safely be said that never again will a business man who deserves 
credit have to be turned down by any bank which is a member of 
the federal reserve system—and if the federal reserve act accom
plished nothing more than that, it would be a triumphant success.
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It is not such a far cry to go back to the year 1914, in the 
summer when the terrible European war suddenly began. You 
will remember the conditions in this country. The exports of 
gold, the rising exchange—everything pointed to a panic to which 
the panic of 1907 could not have served respectably as an under
study; but out of that condition came the prosperity that we see 
today.

How did we emerge from that threatened panic ?
When the federal reserve board was appointed in August, 

1914—the banks, you remember, were not open until November— 
the first task imposed upon the board was to devise some means 
of paying our enormous indebtedness to Europe, estimated at 
some five or six hundred millions of dollars, all payable in gold, 
if the honor and good faith of the United States were to be main
tained. We decided to call on the banks of the United States in 
the reserve cities to put up a fund of a hundred millions of 
dollars and put it at the disposal of the federal reserve board. 
We issued that call and as soon as the post or the telegraph could 
bear the news back to us, we found that the banks had responded 
with patriotism and had given us a hundred and ten millions of 
dollars in gold. That patriotic act of the banks of the United 
States turned the tide. It was a notice to all the world that 
every obligation of the people of the United States payable in 
gold would be faithfully paid in that metal; and although that 
fund of one hundred and ten millions of dollars was raised by 
our board, only ten millions had to be sent out of the United 
States. The psychological effect turned the tide, and soon you 
saw the flood of prosperity, which even yet has not reached its 
maximum.

What was the source of the confidence of the people?
They knew that the federal reserve act was law—although 

the banks were not open until November of 1914. They knew 
that the moment those banks opened their doors, the required 
reserves of the national banks of the United States would be 
materially lowered under the federal reserve act and a sum of 
five or six hundred millions of released reserves would be avail
able for increased credit. They knew also that the moment the 
banks were open, provision had been made for an elastic currency 
known as federal reserve notes and that those notes could be
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issued and that there was no further danger of any currency 
panic in the United States. Those things generated confidence, 
and on that confidence this development that we have seen has 
been builded. That confidence will never be lost by the people 
of the United States.

Some say that the panic of 1914 was stopped by the issue of 
the so-called Aldrich-Freeland notes, under the Aldrich-Freeland 
act of 1908. Some say that the federal reserve act had nothing 
to do with that. The Aldrich-Freeland act was passed in 1908. 
We did issue, in the summer of 1914, some three hundred 
millions of dollars of that Aldrich-Freeland currency; but the 
point I want you to remember is this: that currency was not 
issued under the original Aldrich-Freeland act. That act put so 
many restrictions upon the issue of notes that it would not have 
been possible to meet a panic successfully by notes issued 
under that act as originally framed. It provided that no bank 
could get any Aldrich-Freeland notes unless it had outstanding 
national bank notes secured by bonds up to forty per cent. of 
its capital—and that threw out a great many banks at the start. 
It had all sorts of limitations as to the amount of notes that 
could be issued. There never could be an issue greater than the 
capital and surplus of the bank. The amount which could be 
given to each state was simply in proportion, in the first instance 
at least, to the capital and surplus of the national banks of the 
state. Further than that, there was a terrific tax imposed on 
those notes, beginning at five per cent. and increasing one per cent. 
each month until the maximum of ten per cent. was attained.

That act could be used after a panic had struck us to help 
gather together the wreckage, but it never could have been used 
to prevent a panic.

The federal reserve act amended the Aldrich-Freeland act 
and, as amended, that act became part of the federal reserve act. 
It lowered the rate of taxation from five to ten per cent. to three 
to six per cent., making it practicable to issue notes. It removed 
the limitation imposed upon the amount of notes. It provided 
that notes could be issued up to one hundred and twenty-five per 
cent. of the capital and surplus of the issuing banks, and in that 
way it made the act practicable.
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It had to be used because, as I have said, the banks could not 
have been opened in time. But the feeling of confidence was not 
due to the Aldrich-Freeland notes. It was due to the knowledge 
that the federal reserve act was on the statute books; that within 
a month or six weeks the banks would open; that, when they 
opened, the national banks would have six hundred millions of 
released reserves as a basis of credit; and that there would be an 
elastic currency sufficient to supply the needs of the country.

I believe that under the federal reserve system we never again 
shall have a universal collapse of credit such as we had in 1907. 
That does not mean that individual banks may not come to grief. 
A bank president may have a financial “joy ride.” Bank directors 
may forget their duties to their stockholders. They may be reck
less and imprudent, and if they are they will reap the conse
quences in the future as in the past. But I say with confidence 
that we never again can have a universal collapse of credit. The 
federal reserve system prevents. We never again can have a 
currency panic such as we have had in the past. The elastic 
currency notes, the federal reserve notes, will obviate any such 
trouble as that. I believe that this country at last rests upon 
an absolutely sound, firm banking foundation and that the great 
prosperity which we are going through today is the forerunner of 
even greater prosperity.

Some of our friends wanted to have one central bank for the 
whole United States. They were enamored of the so-called 
Aldrich bill. You will remember the Aldrich monetary com
mission which went all over the world. Those gentlemen did a 
wonderful piece of work. They studied the financial and banking 
systems of the world. They gathered together a financial library 
—the like of which does not exist elsewhere in the world today— 
and on that material they framed a banking act. It was well 
framed; it represented the highest scientific skill.

The bill provided for one central bank in the United States 
at Washington, with branches scattered over the country. That 
system undoubtedly would have worked, but there was one fault. 
There was little if any public control over the banking system. 
It was practically dominated by the banks of the country, and the 
people felt that, with the enormous centralization of banking 
power, inevitably there would be trouble between the interests of
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the people and the interests of the banks. The plan was based 
on the theory that banking is a private and not a public business.

The fundamental idea of the federal reserve act is that bank
ing is not merely a private business, but one of public interest 
and that the public have a right fairly to regulate the banking 
concerns of this great country. With that end in view, the 
federal reserve board was created—an independent board sitting 
at Washington. The board appointed three out of the nine 
directors of every one of the twelve federal reserve banks. The 
board has control over the discount rates fixed by the banks and 
general regulatory control. The twelve banks are absolutely 
democratic, independent banks; but they are coordinated in one 
system through the power of the federal reserve board. There 
are twelve great banks responsive to the needs of the country, 
regulated by the federal reserve board, instead of one great bank 
in Washington with all banking power centralized there.

Those who wanted one bank for the whole United States used 
to say: “Foreign nations have central banks. England has a great 
bank, France—all the great nations have these central banks. 
Why not have one central bank for the United States?”

A central bank in Europe and a central bank covering the 
whole United States are very different propositions. For ex
ample, take one of the twelve federal reserve banks—that at 
Chicago. The district covered represents a population of over 
twelve million people—more than the population of Norway, 
Sweden and Switzerland combined. That is quite a central bank 
in itself.

If you consider area, the federal reserve bank of San Fran
cisco has an area so large that you could put into it all of Great 
Britain, France, the entire continental German empire and Italy, 
and then you would have area left over larger than all New 
England, except Maine. I think you will realize the tremendous 
possibilities of that great bank. As I have said, there are twelve 
banks, and I believe that those twelve banks, representing various 
districts and interests, coordinated under the federal reserve 
board, constitute a better system than one board of directors in 
Washington managing all the banking capital of the United 
States, with all the banking power concentrated in that district.
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There are many interesting problems that I should like to 
talk about to you. Recently the federal reserve board established 
a new system for the clearing of the cheques in business trans
actions, and I have no doubt that many public accountants sooner 
or later will have the pleasing task of determining the cost of 
collection of cheques in various banks throughout the United 
States.

You know, of course, the intricacies of the clearing system. 
I had certain instances presented to me when I was studying the 
question of cheques. A man in the south would draw his cheque 
and send it to somebody in the north. That person in the north 
would put it in the bank. To trace the journeys of that cheque 
to the bank on which it was drawn would make you dizzy. It 
would go zigzag from one city to another, all in the effort to find 
some bank that would cash it without exchange. I found many 
instances in which a cheque would go through the city on which 
it was drawn before it finally got home.

I believe that the collection system inaugurated by the board 
is a movement toward efficiency in business, and, as a move
ment toward efficiency, it is bound in the long run to succeed. 
Banks are not compelled to deposit cheques in the federal reserve 
banks for collection, but, if they do, the banks on which they are 
drawn must pay them to their own federal reserve banks without 
deduction for exchange.

Many banks believe that they make a great deal of money by 
deducting exchange from their cheques. They make sometimes 
thousands of dollars and they say that that is pure profit; but 
they don’t analyze the profit. One banker told me once: “I made 
six thousand dollars in money I received in exchange for deduc
tions from my own cheques, and you are going to take that 
away.” “Was that pure profit?” I asked. “Yes,” he said, “I 
got every dollar of it.”

I told him that he reasoned about the way I reckon the profit 
on my little farm in Massachusetts. I put down every dollar 
that I get from the sale of anything on that farm as pure profit 
and it makes a very handsome showing, unless some accountant 
comes along to analyze those profits. Then the handsome profits 
quickly turn into a considerable deficit.
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Such, I suspect, would be the case with some of these banks 
if they would analyze the cost to themselves of keeping enormous 
balances in order to get their cheques parred by other banks. It 
is estimated that by the clearing system, as it was before our new 
regulation went into effect, five or six hundred millions of 
balances were kept idle which otherwise could have been lent to 
the merchants of the United States.

Some of the smaller banks may be injured a little at first by 
the new system, but that injury will be swallowed up by the benefit 
to the whole community. They will not be ruined. Merchants 
who keep twenty accounts in twenty cities can bring their accounts 
to the home city, because their cheques will be parred throughout 
the United States.

The fear of many of the banks will be quickly dissipated by 
the increased lending power they will obtain in the ability to take 
in their balances carried in the other banks; and the people in 
the whole country will receive a great benefit.
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Fundamentals of Investment Securities 
Accounting

By Ernest H. Griswold, C.P.A.

The inadequacy of the accounting of the majority of firms 
dealing in investment securities was never more clearly shown 
than at the opening of the present European war.

Most firms dealing in securities were obliged to cut the cost 
of operation. Lack of statistics of operating cost led to a 
promiscuous cut in the salary list. Employees were dismissed or 
placed upon part pay until the point was reached where either 
the organization must be broken, perhaps to be rebuilt after a long 
period, or some other way of cutting expense must be found.

Some chose the easier way and disrupted their forces. Others 
called for details of expenditures and, after looking at a list which 
suggested no remedy, ordered the mass to be classified into in
telligible data. The executives of these firms after studying the 
new data showed surprise at certain items and demanded the 
reason for not having been furnished with such material before 
this time. The answer was easy. Never before had it been de
manded. So long as gross profit was large enough to cover ex
penses and leave a good round sum for disbursement to the stock
holders or members of the firm, no need of such accounting 
statistics had been felt.

Some firms learned their lesson well, and realizing the limita
tions of their own clerical staffs called in public accountants for a 
general renovation of their systems. These firms are today en
joying a valuable classification of their operating cost and gross 
revenue. Others, with the return of an active market, have for
gotten their troubles and are proceeding in the old way and will 
again be taken unprepared at the next crisis.

The accounting of the majority of the present day banking and 
investment securities houses is in a stage of development com
parable with the accounting of the manufacturing concerns of ten 
and twenty years ago.
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It has been well said that if the accounts of a manufacturing 
concern were carried out in no more detail as to fundamentals 
than are the accounts of a security house, the manufacturing plant 
would soon be closed.

The executive of the investment house will laugh and say that 
there is no parallel—that such a business as his does not need the 
intricate accounting system of the manufacturer with his cost 
sheets, his machine hour or man hour rates, etc. He will add, 
however, that he appreciates the value of such things in their 
proper place, and would hesitate to underwrite an issue of bonds 
or stocks for a manufacturing company not having these modern 
methods of cost finding and details of revenue—but of course in 
his line he can usually tell the profit on a deal before it is begun.

The manufacturer once said the same thing about his own 
business; but experience has taught him that he was wrong. The 
experience of finding out that he had been selling below cost, the 
competition of his neighbor who had cut an expense before he 
himself knew that it existed—these things showed him that the 
old slipshod method of accounting was only for the unwise and 
the unsuccessful.

The question may well be asked as to why the security selling 
houses have not kept pace with the improvements in accounting 
methods and use of statistics. The answer is threefold:

First: Profits in good times have been so large that the short
comings of poor times have been passed over.

Second: The average executive in this business has blamed 
hard times for the failures and has taken as a matter of course 
the results of a boom when even a “wild cat” security floated 
toward par.

Third: The day of intensive financing with a large unit profit 
on a comparatively small volume is over and in its place has come 
extensive financing with small unit profit on a large volume. The 
fact that the statistics of the former phase are not good statistics 
for the latter phase is now being realized.

The security house executive divides expense into salaries and 
general expense and thinks of gross profit as profits less losses. 
If net profit is low he looks at expense and gross profit. He 
frowns on salaries and thinks general expense too high. He may 
pass it over as he thinks of future sales whose profits will surely
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increase the net. This, as must be mentioned again, is the pit into 
which the average man in such a business falls—thinking of the 
business only in the light of what he considers profits, the differ
ence between first cost and the selling price of securities.

Perhaps not seeing any way of cutting the salary list he looks 
over the detail of general expense, which will probably be classified 
into such items as rent, light, postage, advertising, stationery, 
printing, traveling, entertaining, telephone and telegraph and 
miscellaneous. Where shall the cut come in this list? He may 
have details of each of these items furnished him and may find 
that printing is more than it should be because some one made a 
mistake in the form for the last general circular, which neces
sitated a new printing. The telephone bill may be larger than 
usual because of needless long distance conversations. Enter
taining may contain questionable items. The engraved stationery 
has been used for inter-office correspondence. The recurrence of 
these wastes may be guarded against, but it will be mere surface 
glossing. The indices which will show where the policy of the 
business is weak or strong are missing.

The gross profit is next scrutinized. From a detailed list it 
is seen that there are profits on certain securities and losses on 
others. There is a profit or loss on interest. This executive may 
know why each security sold for a profit or at a loss, but he is 
gazing at a number of points. The whole is not apparent to him.

An accounting system built upon fundamentals would show 
for any period among other facts:

I. Relative to profit or loss:
(a) Total par value of securities sold;
(b) Total profit;
(c) Total profit per $1,000 par of securities sold;
(d) The par value of securities sold at a profit, at a loss 

and at cost;
(e) The amount of profit and amount of loss;
(f) The amount of profit and amount of loss per $1,000 

par sold.
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(g) The following data on each class of security sold, 
i. e., corporation and public utility, railroads and 
municipal. This classification may be divided 
still further into securities sold which have been 
purchased from issuer and securities sold which 
have been taken in trade.
1. Total par, total profit and profit per $1,000 

par sold.
2. Par value sold at a profit, at a loss and at cost.
3. The amount of profit and amount of loss.
4. The amount of profit and amount of loss per 

$1,000 par sold.
(h) Interest earned, interest expense and profit or loss 

on interest per $1,000 par sold.
II. Relative to expense:

(a) Total expense and expense per $1,000 par of securi
ties sold;

(b) Classification of expenses into general, selling, buy
ing, accounting, executive, etc., with supporting 
data;

(c) The following data on each class of security, i. e., 
corporation and public utility, railroads and 
municipal. This classification may be divided 
still further into securities purchased from issuer 
and those taken in trade.
1. Total par purchased and total expense of pur

chase and expense per $1,000 par of pur
chase — this expense of purchase based 
upon proper distribution of overhead and 
directly applicable expense.

2. First cost, i. e., price paid to vendor.
The above are the salient features of the results of such an 

accounting system. The supporting detail and other classifications 
would be equally illuminating.

It requires no great stretch of the imagination to see the 
benefits which would arise from this perspective of the past and 
the consequent sure understanding of reasons of future policy.

How many security houses know the unit cost, the unit profit 
or loss? How many know that the expense of buying certain
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securities has taken all the profit away before they are sold, or 
that the cost of selling certain issues added to the loss on securi
ties taken in trade has turned the difference between the first cost 
and the selling price into a loss? How many know the amount 
of securities sold at first cost?

The relation of interest to securities is seldom fully realized. 
For instance, the difference between the first cost and the selling 
price may be less for a municipal security than for a public utility 
security; but, beside costing less for buying and selling expense, a 
less amount of collateral is needed for loans when municipal 
securities are used—consequently less capital is needed and in
terest charges are less.

It is not denied that the banker and the security house execu
tive know these things in an indefinite way; but indefiniteness in 
the business world today is no longer safe. As has been men
tioned before, the bane of the executive has been the habit of 
looking at points and thinking only of the difference between the 
first cost and selling price.

The manufacturer knows his unit buying cost and his unit 
selling expense as well as his totals and is making daily use of 
this knowledge. The investment security houses need these facts 
today, and some have them.

The gross profit per unit sold on investment securities is 
growing less and the cost of operating is increasing every year. 
It is, therefore, essential that policies be shaped toward the sell
ing of securities which will yield the greatest net per $1,000 par 
sold, after buying, carrying and selling expenses have been taken 
into consideration, other things being equal. Many will maintain 
that the fluctuations of the money market will upset all the policies 
based upon statistics that accounting departments can produce; but 
it is contended that the money market usually affects the invest
ment security only in long swings, and that proper indices of the 
business warn of the approach of changes long before such changes 
are perceptible from quotations.

The counting house of the days gone by was the haven of 
the oldest customs. Our modern banking houses inherit this 
inertia and their accounting will change slowly, but the change 
is bound to come.
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By W. F. Weiss, C.P.A.

The federal income tax law, as amended September 8, 1916, 
effective September 9, 1916, provides that dividends shall be in
cluded in the net income of taxable persons. It is to be inferred 
that they are now to be stated in the annual return, which re
quires setting forth specifically the gross amount of income from 
all separate sources, as in another section of the act specific pro
vision is made that, for the purpose of the normal tax only, the 
income embraced in a personal return shall be credited with the 
amount received as dividends upon the stock or from the net earn
ings of any corporation or trustee which is taxable upon its net 
income. Under the old law of October 3, 1913, dividends were 
not required to be entered on the annual return unless the income 
of the taxpayer, inclusive of dividends, amounted to $20,000 or 
more.

In defining dividends, the new law now provides that

The term “dividends” as used in this title shall be held to mean any 
distribution made or ordered to be made by a corporation, joint-stock 
company, association or insurance company, out of its earnings or profits 
accrued since March 1, 1913, and payable to its shareholders, whether 
in cash or in stock of the corporation, joint-stock company, association or 
insurance company; which stock dividend shall be considered income to 
the amount of its cash value.

A review of this definition presents various important new 
issues and questions.

Treasury decision 2163 (Feb. 18, 1915) held under the old 
law that cash dividends constituted taxable income for the year in 
which they were received, without regard to the period in which 
the profits or surplus was earned, and stock dividends issued as a 
bona fide and permanent increase of the capital stock were held 
to represent capital. Treasury decision 2274 (December 22, 1915) 
superseding and revoking T. D. 2163, ruled in respect of cash divi
dends the same as T. D. 2163 but held stock dividends paid from 
net earnings or established surplus to be the equivalent of cash 
and to constitute taxable income under the same conditions as 
cash dividends. Under the provision of the new law, quoted
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above, dividends are now held to be distributions made or to be 
made in cash or in stock, out of earnings or profits accrued since 
March 1, 1913, only.

To facilitate the proper administration of this provision of the 
new law, it therefore now becomes a matter of importance for 
corporations, when declaring dividends, to determine and indicate 
the period of the accumulation of the free surplus from which the 
dividends are declared, and further to advise the stockholders of 
such determination by specific notice or statement. Such notice, 
it is to be observed, becomes a matter of necessary information 
for the stockholders, as they will not be taxable for income from 
dividends when declared and payable out of surplus accumula
tions from profits prior to March 1, 1913, and dependent upon the 
intent and substance of the action of the directors when declaring 
dividends, as manifested by their resolution, they may not become 
taxable for dividends until the free surplus accumulation to 
March 1, 1913, has been exhausted, as in their discretion pay
ments of all accumulations are permitted, irrespective of when 
earned.

While this procedure will apply primarily to corporations with 
surplus accumulations of a number of years and antedating March 
1, 1913, and may become unnecessary after surplus accumulations 
to March 1, 1913, have been exhausted, it will in fact prove de
sirable practice for all corporations, which the accountant can at 
all times conscientiously recommend. Aside from its importance 
for income tax purposes, the determination and indication by the 
directors of the period of the accumulation of the surplus, from 
which dividends and especially extraordinary dividends and stock 
dividends are declared, will prove desirable information for 
executors and trustees. In testamentary or trust provisions 
making separate disposition of principal and income, knowledge 
of the periods of the surplus accumulation from which dividends 
are declared will facilitate apportionment and may prevent dis
agreements.

In respect of stock dividends, the provisions of the new law 
appear to be singularly perplexing. It holds stock dividends to 
mean any distribution made or ordered to be made out of earn
ings or profits accrued since March 1, 1913, and payable in stock, 
which stock dividend shall be considered income to the amount of
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its cash value. With this enactment that stock dividends shall be 
considered income, and in view of decisions by the courts of 
appeal of various states and the United States supreme court, 
holding stock dividends to be either partly or entirely principal, 
the important question arises: What is to be the taxpayer’s 
position under this new law, which appears to be in direct con
flict with the prevailing decisions of courts of last resort? The 
question of stock dividends (and in some instances also extraor
dinary cash dividends) constituting principal or income has been 
the subject of much litigation, and, in fact, the impression can 
hardly be avoided that litigation continued and increased, owing 
to what seemed to be a hopeless conflict of authority for many 
years. A condensed recital of some of the decisions will prove 
interesting and instructive at this time, and afford appreciation 
of the obvious conflict with them in the new law.

Federal Court Decisions

In the case of Gibbons vs. Mahon (136 U. S. 549) the ques
tion involved was whether 280 new shares of stock in the Wash
ington Gas Light Co. (the testatrix’s share of a 100 per cent 
stock dividend) were to be treated as dividends to the principal 
to which the plaintiff, the life-tenant, was entitled under the will, 
or were to be treated as an increase of the capital of the trust 
fund. The court below (the supreme court of the District of 
Columbia) held that the new shares must be treated as capital 
and the United States supreme court gave the opinion that the 
decision of the lower court was correct. In the course of the 
opinion the court held further that

When a distribution of earnings is made by a corporation among its 
stockholders, the question whether such distribution is an apportionment 
of additional stock representing capital, or a division of profits and 
income, depends upon the substance and intent of the action of the 
corporation, as manifested by its vote or resolution; and ordinarily a 
dividend declared in stock is to be deemed capital and a dividend in money 
is to be deemed income of each share.

OPINION: A stock dividend really takes nothing from the property 
of the corporation and adds nothing to the interests of the shareholders. 
Its property is not diminished and their interests are not increased. After 
such a dividend, as before, the corporation has the title in all the corporate 
property; the aggregate interests therein of all the shareholders are 
represented by the whole number of shares; and the proportional interest 
of each shareholder remains the same. The only change is in the evi
dence which represents that interest, the new shares and the original 
shares together representing the same proportional interest that the 
original shares represented before the issue of the new ones,
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This decision rendered by Judge Gray in the United States 
supreme court in the above case of Gibbons vs. Mahon appears 
to have been followed without variance by the United States 
courts since it was rendered, as evidenced by the decisions in 
some of the leading cases, viz.: Coltrane vs. Blake (113 Federal 
785), Mercer vs. Buchanan (132 Federal 507), Wilson vs. Amer. 
Ice Co. (206 Federal 738), Union Pacific R. R. Co. vs. Frank 
(226 Federal 921).

The last mentioned case was decided in 1915 and appears to 
be the last published decision in point. Rendered by the federal 
courts these decisions attain special significance in their relation 
to the provisions in respect of stock dividends in the federal 
income tax law.

State Court Decisions

In the state of New York until December, 1913, all regular 
or extraordinary dividends payable out of the surplus of a cor
poration—whether in cash or stock and irrespective of the time 
when such surplus was earned and in the absence of testamentary 
or other written instructions to the contrary—were generally held 
to belong to the beneficiary of the life estate as income—Matter 
of Kernochan (104 N. Y. 618), Monson vs. The New York 
Security & Trust Co., (140 N. Y. 498), McLough vs. Hunt, (154 
N. Y. 179), Lowery vs. Farmers’ Loan & Trust Co., (172 N. Y. 
137), Robertson vs. deBrulatour, (188 N. Y. 301).

In 1911 in the case of Thayer vs. Burr (201 N. Y. 155) and in 
1912, in the Matter of Harteau (204 N. Y. 292) the court of ap
peals first began to give recognition in cases of extraordinary divi
dends to the necessity of an apportionment in order to preserve 
the principal of a trust estate. Among the assets of the Harteau 
estate were 160 shares of the capital stock of the Metropolitan 
Plate Glass Insurance Co. The authorized capital of this cor
poration at the time of the testator’s death was $100,000. In 1902 
the directors determined to increase it to $200,000 and to this end 
they declared a cash dividend of 100 per cent. payable out of the 
company’s surplus on February 15, 1902. Stockholders were 
accorded the privilege of subscribing at par for the additional 
stock to the extent of 100 per cent. of their respective holdings,
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and Mr. Harteau’s executors availed themselves of this privilege 
in behalf of this estate and applied the $16,000 which they re
ceived by way of dividends to the acquisition of 160 shares of 
the new stock. They subsequently sold these 160 additional 
shares at a price which yielded the estate the sum of $19,912.80.

One of the questions which came up for consideration upon 
the appeal to the court of appeals of New York was: Was the 
sum received by the executors and trustees for the additional 
stock purchased with the surplus dividend of the Metropolitan 
Plate Glass Insurance Co. to be regarded as capital or income ?

Judge Willard Bartlett, in writing the opinion concurred in 
by all the court, said: “The question whether the surplus dividend 
is to be deemed capital or income depends upon the time of the 
acquisition of the surplus which was divided.”

An indication of apparent further recognition on the part of 
our courts came in the decision of Judge Woodward in the Matter 
of Affleck (155 App. Div. 339, Feb., 1913) as follows:

A testator gave the residue of his estate to his widow and a 
nephew, in trust, to collect and pay the income to the widow 
during her life and the remainder to other persons including the 
nephew. Among the assets of the trust estate were certain shares 
of capital stock. Later the corporation which issued the stock 
apportioned its surplus among its Stockholders by the issuance 
of additional stock of which the trustees received their pro
portion. The executor of the widow’s will upon an accounting by 
the nephew, the surviving trustee, claimed the additional stock as 
income of the trust estate.

Judge Woodward says in that part of his opinion material to 
this question: “A considerable portion of the briefs of counsel 
herein is devoted to the vexed question whether the 54 shares of 
additional stock (issued in the apportionment of surplus) belong 
to the life-tenant as income or to the remaindermen as principal.”

He referred to the case of McLough vs. Hunt (154 N. Y. 179) 
wherein the referee awarded a stock dividend to the life-tenant 
as income, which was affirmed at general term (92 Hun, 607) and 
by the court of appeals on a full review of authorities; also to the 
case of Lowery vs. Farmers' Loan & Trust Co. (172 N. Y. 137) 
wherein the appellate division (56 A. D. 408) held that a stock 
dividend belonged to the life-tenant, and, further holding, in
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effect, that such a dividend must in principle be considered the 
same as a dividend in money, awarded the stock to the life-tenant. 
This was affirmed by the court of appeals and on the same prin
ciple. He referred also to the case of Robertson vs. deBrulatour 
(188 N. Y. 301, April, 1907) where one company declared and 
paid a cash dividend out of surplus earnings and another com
pany cash and stock dividends. The appellate division, held (111 
A.D. 882), that all these dividends should go to the life-tenant as 
income or profits. The court of appeals affirmed this decision.

In view of the foregoing authorities the court felt constrained 
in the very recent case of Matter of Osborne (153 A. D. 312) to 
hold that stock issued by a corporation upon capitalization of 
its surplus earnings belonged to the life-tenant, although a part 
of the surplus accrued before the creation of the trust. However 
he expressed the opinion in that case that, “If this were on open 
question I should be inclined to hold that the interest of the 
testator in so much of the surplus earnings as had accrued up to 
the time of his death constitutes, as between the life-tenant and 
the remainderman, not income or profits but a part of the prin
cipal or trust estate itself: that a corresponding interest in the 
surplus earnings which thereafter accrued is income or profits.”

Subsequently, however, the court of appeals modified this 
decision, and in December, 1913, handed down the decision in 
the Matter of Osborne (209 N. Y. 450) the facts in which are 
as follows:

The testator who died in 1908 gave under his will the residue 
of his property to his executor in trust to pay the income thereof 
to his wife during her life and after her death the principal to 
be divided as provided in the will. At the time of his death the 
testator owned 3,000 shares of the capital stock of the Singer 
Manufacturing Co. The corporation at the time of the death of 
the testator was capitalized at $30,000,000 and had a surplus of 
about $37,000,000. In March, 1910, the executor had sold 80 
shares of the testator’s holdings in this company. In June, 1910, 
the surplus of the company had increased to about $51,500,000, 
and at that time the stockholders voted an increase in the capital 
of the company to $60,000,000 and declared a 100 per cent. stock 
dividend, delivering to the executor his proportionate share 
thereof, i. e., 2,920 shares of the additional capital stock. The

348



Dividends and the New Income Tax Law

question presented to the court was whether the widow, the life 
beneficiary of the residuary trust, was entitled to the whole of 
the stock dividend as income or whether it should be apportioned 
between the life beneficiary as income and the trust fund as 
capital. The court in an opinion delivered by Judge Chase, after 
reviewing all the authorities on this question, particularly those 
already mentioned, stated (pages 474, 475):

It is conceded that the capital of the corporation “cannot be divided 
among life beneficiaries. It is not alone the capital of the corporation 
that should be preserved, but the capital of the trust fund, whether 
invested by the trustee in stocks of corporations at a premium or 
acquired from a testator or maker of a trust. The surplus of the cor
poration existing at the formation of the trust or when the stock is 
purchased represents a part of the capital of the estate as fully as does 
the capital of the corporation. The division by corporations of their 
surplus, accumulated through a long period of years in very large amounts, 
is now comparatively common. ... If such dividends of the cor
poration payable out of the surplus earnings whenever accumulated must 
be paid to the life beneficiaries of the trust unless special provision to the 
contrary is made in the will or instrument creating the trust, it will make 
the retention or purchase of stocks by a trustee in corporations having 
a large surplus a matter of questionable propriety. It must also be 
remembered that if all such dividends are adjudged to constitute income 
as a matter of law, then their retention in the trust even by direction 
of the testator or maker of the trust would in many instances amount 
to an unlawful accumulation of income. . . .

The distinction between ordinary and extraordinary dividend is neces
sary to make a workable rule and at the same time preserve the integrity 
of the trust fund. The integrity of the trust fund and rights of the life 
beneficiary under the trust should each be considered, determined and 
preserved by a court of equity. So far as the courts in this state have 
made statements to the contrary, it has been in opinions where such 
statements have been unnecessary to the determination of the case then 
under consideration and such statements are disproved. It should be 
held:

(1) Ordinary dividends, regardless of the time when the surplus out 
of which they are payable was accumulated, should be paid to the life 
beneficiary of the trust.

(2) Extraordinary dividends, payable from the accumulated earnings 
of the company, whether payable in cash or stock, belong to the life 
beneficiary unless they entrench in whole or in part upon the capital of 
the trust fund as received from the testator or maker of the trust or 
are invested in stock, in which case such extraordinary dividends should 
be returned to the trust fund or apportioned between the trust fund and 
the life beneficiary in such a way as to preserve the integrity of the 
trust fund. ...

This case is one that requires an apportionment of the dividends. 
There is no dispute about the portion thereof that was earned prior to 
the creation of the trust, and the decree of the surrogate and order of 
the appellate division should be modified so as to award the proper por
tion of the stock dividend to the respondent, directing that the remainder 
thereof be retained as a part of the capital of the trust fund, and as thus 
modified the order and decree should be affirmed.
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The court later defined very concisely and accurately the 
method of apportionment.

The proposition decided by us in this case is that in all cases of 
extraordinary dividends, either of money or stock, sufficient of the divi
dend must be retained in the corpus of the trust to maintain that corpus 
unimpaired and the remainder thereof must be awarded to the life 
beneficiary.

This is without question the present law as held by the courts 
of New York. In July, 1914, Judge Hiscock, in deciding a case 
involving a similar question of facts (Equitable Life Assurance 
Society vs. Union Pacific R. R. Co., 212 N. Y. 371), quotes Judge 
Chase’s opinion in the Osborne case as controlling.

Judge Scott of the appellate division, first department, in the 
Matter of Magrue (December, 1915) likewise cites Judge Chase’s 
opinion in the Osborne matter with approval and says that where 
a stock dividend represented in part the capital of a corporation 
or profits realized before the death of the testator, that part be
longed to capital, but so much as represented profits or earnings 
after the death of the testator represented income and should go 
to the cestui que trust.

The foregoing decisions relate to the questions of principal 
and income as between the life beneficiary and remainderman 
in instruments of trust. The later, and at present controlling, 
decisions in New York, it will be noted, hold in favor of ap
portionment, or in effect that the disposition of extraordinary or 
stock dividends depends upon the time when the surplus out of 
which they are declared was earned and accumulated, and that 
so much of such dividends as represents surplus earned before the 
death of the testator constitutes capital, and that part representing 
profits or earnings after the death of the testator constitutes 
income. In the Osborne case, cited herein, a concise and accurate 
method of apportionment is later defined. In Earps Appeal (28 
Pa. St. 368) a different but also very comprehensive method of 
apportionment is given. Such apportionment in an executor’s and 
a trustee’s accounts involves no problems.

A different condition, however, presents itself now in the pro
visions of the new law applying to all taxable persons, which 
radically decrees that stock dividends, distributed out of earnings 
or profits accrued since March 1, 1913, shall be considered income 
to the amount of their cash value. At this date the tax upon
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income became constitutionally effective. However, the adoption 
of any date in the distinction of capital and income is liable to 
be arbitrary if it fails to recognize the period of accumulation 
of surplus or the date of acquisition of the principal, the income 
from which is taxable.

It is to be noted that the decisions cited herein apply to estate 
and trust holdings and give important recognition to the date 
of accumulation of the surplus as well as to the date of acqui
sition of the capital at or after the testator’s death, which becomes 
a matter of record.

The new law applies to all taxable persons, but, while it may 
be next to impossible to keep control of the dates of acquisition 
of stocks in the general routine of stock transactions and appor
tionment therefore cannot be made effective as between former 
and subsequent holders, the principles laid down in the various 
court decisions do not appear to be affected thereby.

Whenever stock dividends are considered taxable income the 
market value of stocks in corporations with large surplus are 
bound to be adversely affected and investments in them may be
come matters of questionable judgment.

On the other hand, if stock dividends are treated as capital, as 
the courts hold them to be, any actual income which may be de
rived from them is bound to produce eventually its share of 
taxation for the government, first, on the cash dividends received 
on account of them, and, finally, on any profit that may be 
realized on a sale of the stock at a price higher than the cost 
of acquisition.

The law holding stock dividends to be income may place the 
executor or trustee of an estate receiving a stock dividend in this 
seemingly anomalous position, that the court of appeals and the 
federal courts have adjudged this stock dividend capital and he 
must account for it, and hold and defend it as capital, and at the 
same time a life beneficiary, entitled to the income of the estate 
under a will, may make claim upon him for the stock dividend as 
income, backed by the new law.

Goodwill may be concluded to be capitalized and become the 
subject of a stock dividend—this would not be a dividend out of 
earnings or profits. On this subject the department held under 
the old law in a ruling of May 3, 1915, that the conversion of
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goodwill into any form of asset other than cash or its equivalent 
does not constitute income.

The new law holds that a stock dividend shall be considered 
income to the amount of its cash value, but it is silent upon what 
is meant by cash value. The viewpoint of the corporation and 
that of the stockholder may differ on that subject. Market value 
or the par value at which the stock dividend would be entered 
upon the books may have been meant. In a ruling of March 24, 
1916, under the old law, the department held, in reply to an in
quiry as to the proper valuation in an annual return of stock 
received as a dividend, which had a market value of $500 a 
share: “If for each $100 distributed as a dividend from net earn
ings the corporation issues one share of stock of the par value of 
$100, the amount to be returned for each share for surtax pur
poses is $100.”

No doubt later rulings will bring enlightenment as to what 
is meant by the cash value of the stock dividend.

We thus find the enactment of a new law which in one of its 
provisions holds that stock dividends shall be that which courts of 
appeal and the federal courts have expressly and concisely ruled 
they are not. The cash value provision in the new law appears 
immaterial to the fundamental principle involved. Corporations 
as well as individual taxpayers thus find themselves under the 
necessity of employing counsel, and individual or co-operative 
and joint action on the part of those affected may be presumed 
to result in order to test the constitutionality of the enactment 
or to obtain such interpretations as would appear not to be in 
conflict with leading decisions of the courts.
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VI.

By F. J. Knoeppel, C.P.A.
Total operation cost combines the cost of three separate 

though related factors:
1. Production
2. Inefficiency
3. Lack of economy

Total service cost factors were dealt with in September, and 
the manner of accounting for excess cost was quite fully con
sidered. An analysis portraying the cost of all causes responsible 
for excess cost is of greater importance and value when applied 
to productive operations than when applied to service activities, 
although a thorough analysis of both is needed to provide a 
complete review of actual conditions.

Service cost is somewhat more involved than operation cost, 
due to the inclusion of an additional element of cost—forecast. 
The peculiarities attaching to these two classes of cost will be 
seen in the diagram on page 354.

Operation costs naturally cover, under actual cost, the utilized 
cost of services; so that service costs are, in a sense, reflected 
through operation costs. The four divisions of operation cost 
given in the diagram (A, S, I, W) are very important and will 
be referred to repeatedly in this article.

A study of the “graph” on plate III will be of value in 
considering the method of determining the cost of causes respons
ible for excess operation cost. Consider the chart as presenting 
a monthly or periodic cost under any supposed operation; the 
shaded spaces representing utilized or standard cost, the black 
spaces wasted expense or lack of economy, and the white space 
lying between the shaded and black spaces as expense or costs 
due to inefficiencies.

Then consider:
A = Actual cost.
S = Standard cost.
I = Inefficiency cost.
W = Waste cost.
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By examining the cost components on plate III we find that: 
A=(S + I + W), 
(A-S) = (I + W), 
(A —S —I)=W,

The divisions a, b to k represent elements of operation cost: 
as a, labor; b, perishable tools, etc., each service activity being 
treated also as a separate element.

It will be noticed that element a (labor) does not exhibit 
“waste cost.” This is quite natural, as all labor must be accounted 
for either as standard or inefficient.

How can we determine this charted division of actual cost? 
By ascertaining from the proper records the values of A (actual), 
S (standard) and I (inefficiency) cost, and by determining W 
(waste) in accordance with the formula just given, i. e., 
(A—S —I)=W.

A, actual cost, is exhibited through group I.
S, standard cost, is based upon actual departmental accom

plishment at established standard cost rates. It is at this 
point that the importance of carrying the value of 3, e, 
group A to group I, instead of the value of 3, a, and 3, b, 
should be apparent. It insures an equitable basis for 
judging efficiency and determining the cost of inefficiencies.

I, inefficiency cost, can be ascertained from shop service 
cards, etc.

Actual and standard cost has previously been covered so that 
we are now concerned solely with inefficiency cost.

First let us consider to what these inefficiencies may be attrib
uted. All causes may be treated under two broad divisions:

1. Due to the workmen
2. Due to the management

Inefficiency is failure to attain possible standards. When 
such failure upon the part of a workman is beyond his control 
he must not in any manner suffer a decrease in his bonus earn
ings. Any failure to measure up to the standards set should be 
investigated and recorded.

Two most important records now quite generally used under 
scientific management and efficiency methods are the allowance 
and service cards.
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*Data to be tabulated for ascertaining cost of various causes responsible for 
excess operating cost as shown on groups I and J.

The allowance card usually provides for:
(1) Date
(2) Man number
(3) Name
(4) Department

*(5) Operation
(6) Allowed time

(a) To
(b) From

*(c) Net (a—b)
(7) Rate

*(8) Amount
*(9) Reason

*(10) Fault
*(11) Charges

The service card usually provides for:
(1) Date
(2) Workmen
(3) Time actual

(a) Quit
(b) Started
(c) Elapsed (a—b)

*(d) Allowance
(e) Rated (c—d)

(4) Rate
(5) Labor cost

(a) Rated (3e X 4)
*(b) Allowed (3d X 4)

(6) Output
(7) Standard rate

*(8) Excess cost
*(9) Fault or cause of excess cost

*(10) Charge excess cost to
*(11) Fault or cause for allowance
*(12) Charge allowance to
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An allowance may be given to a workman either because of 
enforced idleness due to

Waiting for materials,
Waiting for crane, 
Repairing of belts, 
Breakdown of machines, 
Extra machine changes, etc., etc., etc. 

or, because of inefficient conditions surrounding the work, over 
which the workman has no control, as:

Incorrect drawings
Imperfect instructions
Improper tools
Faulty materials
Etc., etc.

When an allowance attaches to a specific order (covering 
actual time spent not originally provided for) it should be entered 
directly upon a service card. When covering idle time an allow
ance card should be used.

Most of the entries necessary on these cards can be made 
with the use of symbols. Wherever efficiency methods have 
been properly introduced and developed the service, allowance, 
replacement cards, etc., will make it a simple matter to determine 
and prove the actual cost of managerial shortcomings and fail
ings. As the aggregate labor cost value on all such cards for an 
entire shop, during a given period, should equal the amount of 
the payroll, the labor cost of such inefficiencies is readily obtained 
by a tabulation of all service and allowance cards.

The natural method of arriving at such a division of labor 
cost would be to sort all service and allowance cards by opera
tions and causes, and total the labor cost separately for each 
cause and operation. Tabulating machines, consisting of sorters 
and counters, are admirably suited for economically securing 
such data.

Having ascertained the basic value of the various causes 
responsible for inefficiency, we must apply the rates of the 
various cost elements involved to determine the loss in overhead 
or burden. This is simple multiplication, involving no great 
detail.
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To illustrate, consider the following hypothesis: 
Operation A has seven elements of overhead.

Element 1, rated at 4. cents per hour, or 8%
“ 2,
“ 3, “
“ 4 “
“ 5, “

“3. “ “ “ “ 6% 
“ 0.5 “ “ “ “ 1% 
“ 2.5 “ “ “ “ 5% 
“ 6. “ “ “ “ 12%

“ 6, “ “11.5 “ “ “ “ 23%
“ 7, “ “5. “ “ “ “ 10%

Total, “ “ 32.5 “ “ “ “ 65%

Three causes of inefficiency exist, viz.:

Cause A, with a basis labor cost of $142
“ B, 
“ c,

“ “ “ “ “ “ 49
“ “ “ “ “ “ 291

$482

(Obviously idle time, waiting for crane, etc., does not involve 
the loss of as many overhead elements as faulty work or addi
tional work, due to hard castings, etc. Consequently it would be 
improper to charge all causes with all elements. The elements 
involved under each separate cause must be established.)

Cause A involves elements 1, 3, 4, 7.

The result of which is:

Cause B “
Cause C “

“ 1, 2, 3, 4, 5.
“ 3, 5, 6, 7.

Operation A

Cause A 
($142.) 

1— 8%= 11.36 
3— 1%= 1.42 
4—5%= 7.10 
7—10%= 14.20

Cause B Cause C
($49.) ($291.)

1— 8%= 3.92 3— 1%= 2.91
2— 6%= 2.94 5—12%= 34.92
3— 1%= .49 6—23%= 66.93
4— 5%= 2.45 7—10%= 29.10
5—12%= 5.88

24%=$34.08 32%=$15.68 46%=$13 3.86
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This accounts for excess cost by elements:

6,

66.93

7, 
14.20

29.10

1, 
11.36 
3.92

2,

2.94

3, 
1.42

.49
2.91

4, 5,
7.10
2.45 5.88

34.92

15.28 2.94 4.82 9.55 40.80
Total, $183.62

66.93 43.30

Group I, classification 7, exhibits the excess actual operating 
overhead cost. Expressed in the terms of the formulas at the 
opening of this article, it represents (A—S) or (I+W). The 
values given above: $15.28 for element 1, etc., represent I. W 
still remains to be found by (A—S—I)=W.

Assuming that, under element 1:

A=45.00
S=26.50
1=15.28

then W=(A—S—I)=$3.22

A moment’s reflection upon the value of the analysis of cost, 
as outlined in this article, should render it apparent that results 
obtained in departments or throughout a factory should not be 
viewed upon the expressed ratio of working time to standard 
time alone. True net operating efficiency is due to conservation 
of assets as well as to utilization of energy, and its correct 
expression calls for a portrayal of cost (economy) efficiency as 
well as production (energy) efficiency.

Proper determination of efficiency will be covered next 
month.
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By E. J. Miner, C.P.A.

The fish industry of the Pacific coast and Alaska is a business 
of no mean proportions and merits the application of the best 
commercial and accounting methods The year-book of the Pacific 
Fisherman (magazine) states that for 1915 the chief fish output 
was as follows:

Canned salmon 7,639,592 cases
Mild cured salmon 13,306 tierces 
Frozen fish 29,372,738 pounds 
Halibut (fresh) 66,269,655 pounds

The aggregate value of the above was nearly $47,000,000. The 
figures quoted do not include the salted and smoked fish, which 
also amount to a considerable item. The year’s output was not 
above normal.

There are in operation several hundred canneries, salteries, 
and freezing and mild cure plants along the coasts of California, 
Oregon, Washington, British Columbia and Alaska.

Without going into details, the accounting methods herein 
described embody the essential features of the system of a com
pany operating three salmon canneries, a mild cured fish plant, a 
frozen fish plant, its own vessels, a fresh fish department and a 
mercantile store, in different localities, and directing the business 
from its home office.

The main books of account carried at the home office include a 
controlling account for each plant and the fresh fish department. 
Each of the departments keeps books covering the operations in 
detail and furnishes the home office a monthly trial balance. The 
home office compares the trial balances with the corresponding 
controlling accounts and summarizes them as to resources and 
liabilities for balance sheet purposes as hereafter described.

The home office books contain all the property accounts. New 
construction and new equipment purchase accounts are carried in 
the plant books but are transferred each month to the home office 
account.
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Each season a new set of books is opened for each plant. The 
opening entries therein are the same as the closing transfers to 
the home office account in the previous year’s books, with the 
exception of any changes which occur during the few months the 
plant books are not in use.

The business is a seasonal one. In the spring the plants 
undergo a period of repairs and preliminary work, following 
which they enter into the producing campaign, and in the fall they 
close until the next spring

The canned salmon, mild cured salmon and frozen fish product 
are sold through brokers; consequently the selling expenses on 
those classes of output are reduced to storage, insurance, broker
age, discount and allowances and freight (most of the sales being 
f. o. b. destination). The fresh fish department maintains its 
own selling organization.

The fiscal year ends and the books are closed at December 
31st, at which date the plants are closed and the inventories of 
raw materials are at their lowest. The plants usually cease operat
ing, however, in September or October, and as soon as possible 
thereafter inventories are taken of materials and supplies on 
hand, and the cost of production is ascertained.

Monthly Financial Statements

Monthly financial statements are prepared from the home office 
books. The balance sheet differs somewhat from the ordinary 
form in the following respects:

(1) The November and December statements must include 
reserve accounts to cover November and December overhead ex
penses.

(2) The statements from January to October include among 
assets “deferred operating expenses.” This item represents all 
labor, material and supplies and the proportion of home office ex
penses entering into the current season’s operating expenses, as 
shown by the trial balances of the plant books.

When the plant books are closed in the fall the operating ex- 
penses are transferred to accounts representing the cost of the 
output as hereafter described. Thereupon “deferred operating 
expenses” disappears from the monthly balance sheet until the 
next January, and the inventory (at cost) of fresh and frozen
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fish, cured fish and canned salmon is stated instead. For con
venience in financial forecasts, separate balance sheets are also 
made including the inventory of finished product at net market 
value, i. e., market value, less brokerage, freight, government 
taxes, insurance, etc.

Exhibit 1 is a form of balance sheet.
Exhibit 2 is a form of monthly profit and loss account.
Exhibit 3 is the schedule of ledger accounts carried on the 

home office books.
Separate ledger accounts are carried covering each year’s pack 

for inventories, sales and cost of sales.
Sales from the new year’s pack sometimes commence in 

August or September and, as the cost and inventory of that pack 
cannot be set up in the books until October or November, separate 
sales accounts are carried. As soon as the cost is ascertained the 
inventory accounts are established and the necessary book entries 
made covering the cost of sales.

No profit on the current year’s output is taken into considera
tion in drawing up monthly balance sheets until the cost has 
been determined. The item “deferred operating expenses” repre
sents the total operating expenses less the amount of sales of the 
pack resulting from those expenses.

Costs
In order to understand better the process of costing, a brief 

description of the accounting system follows:
During February, March and April the purchasing department 

at the home office buys the material and supplies to meet the year’s 
requirements. Payment for those purchases is made by the home 
office. Invoices in duplicate are required, the original being filed 
at the home office as a voucher, and the duplicate, accompanied by 
a debit memo. being sent to the plant to which it appertains. The 
home office credits vouchers payable and charges the controlling 
account of the plant. The plant credits home office account and 
distributes the charges over the various accounts affected.
Contract Labor

The greater part of the labor at the salmon canneries is per
formed under contract. The contracts are made early in the year 
and provide, among other things, that the company shall pay a 
fixed amount per case of salmon packed for a minimum number 
of cases, whether or not that quantity is actually packed.

363



The Journal of Accountancy

Floating Equipment—Large
Besides operating numerous launches and scows at the plants 

the company owns large vessels. Those vessels carry the work
men and supplies to the salmon canneries in the spring and return 
in the fall with the workmen and the pack of canned salmon.

A columnar ledger account is carried in the home office ledger 
for the operating expenses of each vessel. The columns are 
headed:

Total
Labor
Supplies
Repairs labor
Repairs material 
Sundry expenses

The first half of the year’s expenses are transferred to: (1) 
the cannery supplies accounts and (2) contract labor expense 
(covering transportation of the cannery crew). The latter half 
of the year’s expenses are transferred to: (1) the cost of canned 
salmon and (2) contract labor expense.

The transfers are made by means of home office debit 
memoranda sent to the plants.
Cost of Fish Traps, Trap Fish, Cans and Fish.

Prior to manufacturing operations, and in addition to repairs 
and renewals, each cannery is confronted with the cost of con
structing fish traps and making cans. The frozen fish and mild 
cure plants purchase all their fish from independent fishermen.

A schedule of the accounts carried at a salmon cannery is set 
forth in exhibit 4.
Fish Traps

The salmon canneries not only purchase fish but also catch fish 
in traps. As the traps are expensive they form an important 
factor in the final cost. The traps are constructed each spring 
and dismantled each fall.

A construction and operation account is carried for each 
trap to which is charged:

Surveying
Licence
Piles
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Pile driver operating expenses and 
and repairs (proportion)

Lumber
Chains and cable
Wire web
Cotton web
Labor
Board of men
Launch and scow operating expenses 

and repairs (proportion)
Operating labor and expenses

At the close of the season each trap is credited with:
Piles at depreciated value
Wire web at depreciated value
Cotton web at depreciated value
Chains and cable at depreciated value
Lumber at depreciated value

and charged with:
Pile puller—operating expenses
Launch and scow—operating expenses
Labor
Board of men

The final balance of the account represents the net cost of 
constructing and operating each trap and is closed into trap fish 
account.

It sometimes occurs that a heavy tide or storm will carry a 
trap away and the company is put to the necessity of rebuilding it. 
Trap Fish

A trap fish account is set up to represent the cost of all fish 
caught in traps. At the close of the season it is debited with the 
cost of each trap as shown by the construction and operation 
accounts. On the credit side a record is kept of the number of 
various classes of salmon taken by each trap. The cost of each 
class of trap salmon is obtained by pro-rating the total cost of the 
traps over the different classes according to the numbers caught. 
After the cost of each class of trap salmon has thus been ascer
tained the trap fish account is closed by being accordingly trans
ferred to the cost of fish account.
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Cost of Fish
The cost of fish account is carried on a columnar ledger sheet 

providing for the different classes of salmon, namely, king, red, 
medium red, pink and chum. It includes the fish purchased from 
month to month from fishermen, and at the close of the season 
it is charged with the trap fish account as above described. It 
shows the cost of each grade of fish and the total cost of all 
grades.
Cost of Cans

Immediately prior to the packing season each cannery makes 
its tin cans. The cost of the cans is readily obtained. Several 
sizes are made. The chief factor is tin plate. A purchase and 
inventory account is carried covering tin plate and as different 
sizes thereof are purchased, corresponding to the sizes of cans 
made, the final inventory discloses the amount consumed in each 
size of cans. The other can making expenses such as labor, 
solder, power, zinc and acid, repairs and supplies, etc., are spread 
over the different sizes of cans in proportion to the quantities 
made. The greater part of the can making labor consists of con
tract labor covering the entire season and is apportioned between 
the can making and cannery operating.

A columnar ledger account is carried covering cost of cans, 
with columns for:

1. Total
2. 1# tails
3. 1# flats
4. ½ # flats
5. Special sizes

The total of each column represents the cost of each size of 
cans. By dividing the costs with the total number of cans made 
the unit cost is ascertained. The unit is 1,000 cans.

As soon as the can making period is over and the inventories 
of tin plate, solder, etc., have been taken, the following accounts 
are transferred to the cost of cans account:

1. Can factory labor
2. Contract labor—proportion of
3. Tin plate, including freight
4. Solder, including freight
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5. Fuel
6. Electric power
7. Coal oil
8. Zinc and acid
9. Repairs and supplies

10. Depreciation on machinery
11. Rent of machinery

Upon completion of the packing season, the inventory of cans 
remaining on hand is credited to cost of cans. The balance of 
the latter account, representing the value of cans consumed, is 
transferred to cost of canned salmon.

If cans are transferred from one plant to another, transfer 
entries between the two plants are made based on cost.

If cans are sold, sales of cans is credited at selling price, and a 
corresponding entry at cost price is made, cost of cans being 
credited and sales of cans being debited.

Canned Salmon Costs

The unit is a case of 48 cans.
After the inventories of materials and supplies remaining at 

the plants have been entered, a columnar ledger account is opened 
in the plant books, under the heading cost of canned salmon, with 
columns for:

1. Total
2. King
3. Red
4. Medium red
5. Pink
6. Chum
7. Tips and tails

This account is charged with:
1. Cost of fish
2. Cost of cans
3. Labels
4. Boxes
5. General operating expenses
6. Freight outward
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The transfer of cost of fish and cost of cans accounts to the 
cost of canned salmon account has been described above. The 
cost of cans is distributed according to the number of cases of 
each grade of fish packed.
Labels and Boxes

The labels and boxes charges are determined through the 
purchase and inventory accounts. The boxes are bought in the 
form of shooks and are merely nailed together at the plants.
General Operating

The general operating expenses represent the total cannery 
operating expenses, such as cannery labor, power, repairs and re
newals, launch and scow labor and expenses, miscellaneous sup
plies, depreciation, etc. The total of those expenses is distributed 
over the several grades of product according to the number of 
cases packed.
Freight

The freight on materials and supplies is distributed (1) accord
ing to freight bills and (2) according to the first half year’s 
operating expenses of the large vessels, thereby causing the ledger 
accounts to show the various commodities at laid down cost.

The freight on canned salmon from the canneries to the ware
houses is charged to the cost of canned salmon.

Closing Books

The only accounts remaining upon the plant books after clos
ing the operating accounts are cost of canned salmon, cash, in
ventory accounts of materials and supplies, home office and per
sonal accounts. All these accounts are next transferred to the 
home office account. Corresponding entries are made in the home 
office books.

The home office credits the plants with the cost of their output. 
A columnar ledger sheet is used for the product of all the 
canneries, which corresponds to the totals of the cost of canned 
salmon accounts carried in the cannery books.

A statement is made covering the cost of the manufacture of 
canned salmon in which the general operating expenses are segre
gated. Exhibit 5 shows the form in detail. The statement arrives 
at a unit cost for each plant and a composite or average cost.
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Frozen and Mild Cured Salmon—Cost

The freezing plant and mild cure plant buy all the fish which 
they pack, thereby eliminating the cost of fish trap construction 
and operation. The cost of can manufacture is also excluded. 
The frozen fish are packed in boxes and the mild cured fish in 
tierces. The unit is a pound.

Two grades of salmon are frozen. The cost consists simply 
of the purchase price of the fish, plus the freezing expenses, which 
are apportioned according to the quantities frozen. The fish are 
frozen whole.

Practically only one grade of salmon is mild cured (packed in 
brine in tierces) although various portions of the fish are cured. 
The ordinary tierce contains sides, or halved salmon. A limited 
number of barrels of bellies and tips and tails are also packed. 
The cost consists merely of the purchase price of the fish, plus 
the mild curing expenses.

Fresh Fish Department

The fresh fish department purchases its entire stock from 
fishermen. Monthly inventories are taken, thereby permitting 
monthly financial statements to be drawn up. These are sub
mitted to the home office, where they are combined with the 
figures appertaining to the other departments and included in the 
general balance sheet and profit and loss account.

Exhibit 6 gives a schedule of operating accounts carried in 
the books of the fresh fish department.

Store

A small store is maintained at one of the canneries, chiefly for 
the convenience of the cannery crew. The profits are nominal. 
No profits on the store sales are taken into consideration in the 
monthly statements. An inventory of the merchandise is taken 
when the cannery supplies are inventoried, and the store books 
are then closed for the year. In the general balance sheet the 
inventory of merchandise is included in “inventory of materials 
and supplies.”

Peculiarities in Costs
The cost of fish purchased from fishermen varies according 

to the grades of fish, while the cost of the fish caught in the traps 
is the same, regardless of grade.
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Each cannery packs several grades of salmon which command 
different market prices. Other than the varying costs of fish pur
chased by each cannery, however, the cost of catching and pack
ing fish which bring larger market returns is practically the same 
as the cost of packing the cheaper grade.

It sometimes occurs that the minimum number of cases stated 
in the labor contract is not packed, in which event the company 
pays on the basis of the minimum. This increases the unit cost 
of labor.

The run and consequent catch of salmon vary each year. 
Therefore, whatever the operating expenses may be, the output 
will vary as to grades of salmon and the quantities packed. The 
costs are correspondingly affected.

For the above reasons a comparative statement covering the 
costs during a period of four or five years is interesting.

There is a marked disparity between the accounting systems 
employed by the various companies in the fish industry in the 
northwest, although there are many advantages to be obtained 
by the use of a uniform system which would enable the various 
companies to make comparisons and valuable deductions. Details 
could be worked out covering the results from the use of certain 
machines, weight of tin plate and various other items entering 
into the business, which could be used for comparative purposes 
and which would result in a benefit to the whole industry.

Assets :

EXHIBIT I 
BALANCE SHEET....................... 191..

Cash on hand and balances at banks xxx
Accounts receivable xxx
Notes receivable xxx
Inventory of fresh and frozen fish, cured fish and canned salmon xxx

Total current assets xxx
Plant: machinery, real estate, etc. (at depreciated value) xxx 
Floating property (at depreciated value) xxx
Furniture and fixtures (at depreciated value) xxx
Unexpired insurance xxx
Unexpired rents and machinery xxx
Inventory of materials and supplies xxx

*Deferred operating expenses for.................season xxx
Total assets xxx

*Deferred operating expenses for --------  season appears in the statements from
January to October only.
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Liabilities :
Payroll
Accounts payable 
Notes payable

Total current liabilities 
Reserve for accrued interest 
Reserve for accrued taxes 

†Reserve for overhead expenses 
Capital and Surplus:

Capital stock
Surplus

Total liabilities and capital

XXX
XXX 
xxx 
xxx 
xxx 
xxx 
xxx

xxx 
xxx 
XXX

EXHIBIT II

PROFIT AND LOSS ACCOUNT

Month ending....................191..

freight.

Total
Canned 
salmon

Pickled 
fish

Frozen 
fish

Fresh 
fish

Sales—net 000 000 000 000 000
Cost of sales 000 000 000 000 000
Gross profit 000 000 000 000 000
Deduct:

Brokerage 000 000 000 000 None
Storage 000 000 000 000 000
Insurance 000 000 000 000 000
Selling expenses—

fresh fish 000 None None None 000
Net profit 000 000 000 000 000

NOTE: The sales-net represent the sales less discounts and allowances and

The cost of sales is based upon the composite cost of the total output.
No profit is taken on the current season’s pack of canned salmon, frozen or mild 

cured fish until the cost thereof has been ascertained. The costs are determined in 
October or November.

†Reserve for overhead expenses appears in the statements for November and 
December only.
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EXHIBIT III

SCHEDULE OF HOME OFFICE GENERAL LEDGER ACCOUNTS

Liabilities :
Accounts payable (controlling account)
Vouchers payable
Notes payable

Capital :
Capital stock
Surplus

Reserves:
Reserve for bad and doubtful accounts
Reserve for depreciation (columnar ledger sheet showing) :

Reserve for overhead office expense

1.
2.
3.
4.
5.
6.

Total
Buildings
Machinery
Floating property—large
Floating property—small 
Furniture and fixtures

Assets :
Cash
Accounts receivable (controlling account)
Inventory of canned salmon (one account for each year’s pack) 

(columnar ledger sheet showing) :
1.
2.
3.
4.
5.
6.

Total 
King 
Red 
Medium red 
Pink 
Chum

Inventory of cured fish (one account for each year’s pack) 
(columnar ledger sheet showing) :

1. Total
2. Bellies
3. Sides
4. Tips and tails

Inventory of frozen fish (one account for each year’s pack) 
(columnar ledger sheet showing) :

1. Total
2. Silversides
3. Steelheads
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Pig tin
Labels
Freight claims
Real estate
Plant (separate columnar ledger sheet for each plant showing) :

1. Total
2. Buildings
3. Machinery and equipment

Floating property—large (separate account for each vessel)
Floating equipment—small (one ledger account covers all small float

ing property)
Oil drums
Furniture and fixtures at home office
New construction (separate account for each new project until com

pleted, at which time the account is transferred to the proper 
property account)

Cannery controlling accounts (separate account for each cannery)
Mild cured fish plant controlling account
Frozen fish plant controlling account
Fresh fish department controlling account
Store controlling account
Plant drafts (separate account for drafts of each plant)
Plant drafts unpaid (separate account for unpaid drafts of each plant)

Expenses :
Large floating property operating account (columnar sheet showing) :

1. Total
2. Labor
3. Supplies
4. Repairs labor
5. Repairs material
6. Sundry expenses

(Separate accounts for each vessel.) (The small floating property 
operating accounts are carried in the plant books.)
General expenses (columnar ledger sheet covering) :

1. Total
2. Salaries
3. Rent
4. Office expenses and supplies

Taxes
Traveling expenses
Interest paid
Insurance on fish
Insurance on plants
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Brokerage on canned salmon (columnar sheet showing) :
1. Total
2. King
3. Red
4. Medium red
5. Pink
6. Chum

Brokerage on cured fish (columnar sheet showing) :
1. Total
2. Sides
3. Bellies
4. Tips and tails

Brokerage on frozen fish (columnar sheet showing) :
1. Total
2. Silversides
3. Steelheads

Sales and Gross Profit :
Sales of canned salmon (columnar ledger sheet showing) :

1. Total
2. King
3. Red
4. Medium red
5. Pink
6.  Chum

Cost of canned salmon sold (columnar ledger sheet showing) :
1. Total
2. King
3. Red
4. Medium red
5. Pink
6. Chum

Sales cured salmon (columnar ledger sheet showing) :
1. Total
2. Sides
3. Bellies
4. Tips and tails

Cost of pickled salmon (columnar ledger sheet showing) :
1. Total
2. Sides
3. Bellies
4. Tips and tails

Sales of frozen fish
Cost of frozen fish sold
Interest received
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EXHIBIT IV 
SCHEDULE OF LEDGER ACCOUNTS 

(Salmon cannery)
Cash—carried in the cashbook
Boxes
Can factory—labor
Can factory—repairs and supplies
Cost of cans (columnar sheet showing) :

1. Total
2. 1# tails
3. 1# flats
4. ½# flats
5. Special sizes

Cost of fish (columnar sheet showing) :
1. Total
2. King
3. Red
4. Medium red
5. Pink
6. Chum

Cost of canned salmon (columnar sheet showing) :
1. Total
2. King
3. Red
4. Medium red
5. Pink
6. Chum
7. Tips and tails

Cannery labor
Cannery office salary and expenses
Cannery repairs (columnar sheet showing) :

1. Total
2. Machinery and equipment
3. Buildings
4. Docks

Cannery operating expenses and supplies
Coal oil
Contract labor—expense
Contract labor
Cookhouse—sales
Cookhouse—expenses
Depreciation—can factory
Depreciation—cannery
Electric power
Fish gear

375



The Journal of Accountancy

Fuel
Home office controlling account
Insurance
Labels
Lacquer and benzine
Launch operating expense (account for each launch)
Launch and scow labor
Launch repairs
Lumber
Miscellaneous supplies
Nails
Piling
Pile driver expense (columnar sheet showing) :

1. Total
2. Labor
3. Repairs
4. Expenses and supplies

Pile puller expense (columnar sheet showing) :
1. Total
2. Labor
3. Repairs
4. Expenses and supplies

Proportion of home office expenses
Rent of machinery—can factory
Rent of machinery—cannery
Salt
Scows operating expenses (columnar sheet showing) :

1. Total
2. Repairs
3. Expenses and supplies

Solder
Superintendent’s salary
Tin plate
Tin chips
Trap construction and operating expenses (columnar sheet showing) :

1. Total
2. Labor construction
3. Materials construction
4. Operating labor and expenses

Trap fish
Wire webbing
Zinc and acid
Personal accounts

NOTE: Monthly trial balances are sent to the home office. For statement pur
poses the home office treats all the accounts as assets or liabilities. From January to 
October inclusive, the operating accounts are treated as “deferred operating expenses, 
and in November and December they are transferred to the inventory accounts.
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EXHIBIT VI

SCHEDULE OF LEDGER ACCOUNTS
FRESH FISH DEPARTMENT

Assets :
Petty cash
Bank
Accounts receivable—controlling account
Notes receivable
Fresh fish—purchase and inventory
Salt and smoked fish—purchase and inventory
Oysters—purchase and inventory
Other sea food—purchase and inventory
Boxes, etc.
Supplies

Liabilities :
Accounts payable—controlling account
Payroll
Home office—controlling account

Reserves:
Bad and doubtful accounts
Shrinkage in inventories
Taxes

Expenses :

Salaries—salesmen Light, heat and power
Rent Ammonia and calcium
Advertising Ice
Proportion of head office expenses Refrigeration
Printing and stationery Salt
Postage Water
Traveling expense Labor
Commissions Stable expense
Interest Teaming—hired
Insurance Repairs
Telephone and telegraph Depreciation
Taxes Claims and allowances
Mercantile agencies and clubs Returned goods
Legal expense Bad and doubtful accounts
Licences Shrinkage in inventories

Income :

City sales Cash sales
Country sales Interest received
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Logic of Municipal Fund Accounts
By B. F. Butterfield

The object of this article is to unite, under scientific principles 
common to all accounting, the appropriation accounts of cities 
and the accounts of commercial organizations. The writer has 
found no work in which accounts of both classes are logically 
joined to a common scientific skeleton, so to speak. The most 
advanced authors have failed to explain appropriation accounts 
from a scientific point of view, but have treated them as floating 
by themselves, not forming part of the general accounts. In the 
attempt to provide practical text books, intelligible to persons not 
accountants, the theoretical field has been left by master writers 
to later and perhaps less qualified hands.

Until very recently the accounts of most cities were simply 
elaborations of the administrators’ own accounts. Men entrusted 
with public money credited it to what they regarded as liability 
accounts on their books, and charged these accounts with payments 
as they made them. This was the origin of appropriation ac
counts. It was as if a commercial house had no accounts except 
the accounts kept with it by its employes. Cities did not have 
accounts of their own in any true sense of the word. The books 
were in reality those of the administrators, intended only to show 
that their indebtedness to the cities had been duly discharged by 
paying out for the proper purposes the funds received in trust. 
The cities were in fact treated as opposite parties to a contract, 
which supposedly should keep other books of their own, charging 
and crediting their administrators, and keeping account of their 
assets, liabilities, revenues and costs. But in reality no such books 
were kept, because there were no officers designated to keep them.

With the multiplying of municipal activities arose the neces
sity for thorough, scientific accounting. It became a pressing need 
to introduce the real and nominal accounts as they exist in com
mercial double entry bookkeeping. Here occurs a difficulty which 
has served more than is generally supposed to prevent cities from 
adopting double entry bookkeeping. The difficulty is simply this: 
double entry bookkeeping treats the real and nominal accounts not
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as parallel, collateral and corroborative of one another, but as 
opposite to one another, mutually cancelling each other. It thus 
has no place for the appropriation accounts so indispensable to 
municipal accounting. Here is a point where double entry book
keeping entirely ignores the needs of our great and growing cities, 
complacently failing to meet one of the tests of twentieth-century 
usefulness.

The analysis of commercial accounting begins with the fact 
that at first accounts were kept only with persons. The sides of 
these accounts, by what seems a mischievous accident, were styled 
“debit” and “credit,” and these names were later given to the 
sides of all kinds of accounts, although entirely meaningless except 
as applied to personal accounts. The real distinction between the 
two sides of a personal account is that in the left-hand column 
are entered those items which considered by themselves denote the 
existence of capital belonging to the proprietor keeping the books, 
while in the right-hand column are entered those items which con
sidered by themselves signify the lack of such capital. In other 
words, a proprietor, reading over his personal account balances, 
thinks “favorable to me” of every left-hand balance and “adverse 
to me” of every right-hand balance. Using this latter distinction 
as the true one, the same distinction can be made as regards prop
erty and impersonal liability accounts, without straining the mean
ing of words or resorting to analogy.

A ledger containing all assets and liabilities would be out of 
balance by the amount of capital. A statement made from it 
would not be a balance sheet, and, as capital is not a liability, if 
capital account were entered on such a statement to save the 
reader the trouble of subtracting the liabilities from the assets 
(which is the only true reason for entering it), such capital ac
count ought logically to be entered in red ink, after the formal 
manner of bringing down the balance of an account that is not 
closed.

A revenue and expenditure ledger is simply a second classifica
tion of the proprietor’s capital, according to the sources which 
have increased or tended to dissipate it. Such a ledger would 
naturally begin with the capital account, or as it should be styled, 
“capital brought forward from previous fiscal period.” Ad
ditional accounts would tabulate all the gains and losses; and the
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ledger would at all times fail to balance by the same amount as 
the ledger of real accounts, that is the present net worth as shown 
by the books. It is quite natural to make this nominal ledger com
parative by epochs of time by periodically making adjustments to 
show accrued charges and transferring all balances to “capital 
brought forward from previous fiscal period,” whereupon a new 
fiscal period is begun. And in making the transfer any grouping 
could be followed, in order to classify the period’s gain or loss, 
just as in making a statement of assets and liabilities these are 
conveniently grouped.

At the risk of being accused of predicating large dogmas 
upon little knowledge, the writer contends that the nominal ledger 
should logically carry the favorable entries, that is, the income 
accounts, on the left-hand side, and vice-versa. The present prac
tice utterly reverses all the nominal accounts, for the avowed pur
pose of mixing the two ledgers together in such a way as to get 
the useless answer of zero. It is as if a party of engineers, 
levelling by two separate lines from one point to a second, to 
ascertain the elevation of the latter, should systematically pretend 
that all the elevations along the second line of levels were the corre
sponding elevations below sea level, for the dubious purpose of 
arriving at two elevations for the second point, which added to
gether should equal zero. For the only intentional end served 
by so mixing the ledgers is a trial balance which means nothing 
to anyone until, like the old-fashioned merchandise account, it 
has been split into its two divisions. As a result, in accounting, 
we confuse losses with assets, and the capital account itself ap
pears among the liabilities and is by most bookkeepers imagined 
to be one of them. Worst of all, it is hopelessly confusing to the 
business man to see the “favorable” balances now on one side 
and now on the other side of his books. Even an accountant can 
do nothing with a trial balance when, as is generally the case, the 
titles of many accounts do not show whether they are real or 
nominal. As a proof of journalization and posting the trial 
balance is no better than two separate lists of accounts from 
different ledgers, showing them out of balance by the same 
amount on the same side. Even now, subsidiary ledgers show a 
balance on the same side as the controlling account, and this is 
esteemed as good a proof as a trial balance.
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The present practice was at one time enforced by the fact that 
bookkeepers mixed every real account with its corresponding 
nominal account. Not only “merchandise” account was thus 
mixed, but, for instance, “real estate” account contained in one 
and the same account the asset value of real estate owned, less 
taxes and repairs, plus rent received, and so on. Obviously 
separate ledgers could not have been kept, if such accounts were 
to continue. But now that mixed accounts are in disuse, nothing 
compels the continuance of the present system, which appears to 
the writer to be the product of bookkeepers simply, not of ac
countants.

If, now, we insist that the two foregoing classifications of net 
worth are opposed to each other, are opposites, and mutually 
cancel each other, as the present style of bookkeeping indicates 
(without deceiving accountants), then our circle of accounts is 
complete, and we can have no other classifications of accounts. 
But if we acknowledge that the real and nominal accounts are 
two separate, parallel, collateral classifications of present net 
worth, both showing a preponderance on the same side of the 
books in our mind’s eye, then we have opened a way for the 
establishment of a third, a fourth, and subsequent classification 
of net worth, all mutually corroborative, all failing to balance by 
the same amount, on the same side of the books.

For instance, one such ledger might contain the partners’ in
vestment accounts, with gains and losses posted daily, without 
preventing the keeping of nominal accounts. Another such ledger 
would contain the realization and liquidation account, if needed.

But the object of this article is to take up the question of fund 
or appropriation accounts. This is the most important third classi
fication.

Although, because generally mistaken for liabilities, appropria
tion accounts are commonly kept with right-hand or “credit” bal
ances, the writer believes that since appropriations are simply the 
same capital previously classified into assets and into sources of 
gain, etc., now classified over again according to the purposes to 
which it is dedicated, appropriation accounts should have left-hand 
balances. Unless offset by some other account, an appropriation 
balance is favorable, showing that there is available capital for the 
purpose indicated, and consequently it is as logically a left-hand

382



Logic of Municipal Fund Accounts

balance as is a bank deposit, which, indeed, it may be. For, to 
make the meaning quite clear, let us suppose that a certain city 
possesses $300,000 net worth, of which $100,000 was obtained 
from a property tax, deposited in the First National bank, and 
devoted to general expense purposes; another $100,000 was the 
proceeds of a poll tax, deposited in the Second National bank, 
and devoted to the support of the school system; the third 
$100,000 was the total of licences collected, deposited in the Third 
National bank, and devoted to the sinking fund. Needless to say, 
the ledger of real accounts would carry accounts with the three 
banks; the nominal account ledger would carry accounts with the 
three fiscal levies; and the appropriation ledger would have ac
counts with the three appropriations. In every ledger the balance 
would be favorable, and there would be no logical reason for 
not showing all the balances on the same side of the accounts. 
Inspection will show the reader that by arbitrarily reversing any 
one of the ledgers it could be forced into a trial balance with 
either of the other two.

Overdrawn appropriations would naturally appear on the 
right-hand or adverse side of the books, and unused appropria
tions granted in excess of present resources would be offset by 
adverse accounts showing the deficit to be made up by taxation or 
otherwise. Any resources not available for the particular pur
poses enumerated among the appropriations, or available but not 
intended to be dissipated, would be classified as reserves, having 
favorable balances. In commercial accounting, the reserves, 
erroneously made to show on some balance sheets as reduction 
of capital, and which under double entry cannot be set up until 
the nominal accounts are closed, really appertain to the third 
ledger.

Recent writers on municipal accounting, having balanced the 
real accounts against the nominal, have introduced a second, dis
connected trial balance in which appropriations and reserves are 
balanced against accounts of a fourth series, the appropriations 
being stated with right-hand balances. The writer has not seen 
any scientific distinction drawn between the two distinct kinds of 
accounts appearing on this second or “fund” trial balance, nor any 
fundamental relationship traced between the two trial balances.
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The accounts of the fourth series recapitulate the asset ac
counts, directly diminishing each by the amount of the analogous 
liability, and fluctuate as either the assets or the liabilities fluctuate.

As soon as a purchase order is issued against any appropria
tion, the money is transferred from the appropriation account to 
an account styled “reserve for orders.” The writer construes a 
reserve as a part of net worth, not of liabilities, and believes that 
unless reserve for orders is diminished when goods are delivered 
rather than when ultimately paid for, the reserve for orders be
comes an unscientific mixed account, appertaining partly to the 
third classification of accounts and partly to the fourth.

Real accounts show capital in the present tense, outlining 
that of which it now consists; nominal accounts supply a past 
tense, showing how present capital was acquired; and appropria
tion and reserve accounts furnish a future tense, signifying the 
purposes to be carried out by the use of present capital. Thus, 
the introduction of appropriation accounts enables the adminis
trators to face forward in their accounts, instead of backward. 
To use a metaphor, they are enabled to ride upon the front end of 
the train, watching the approaching landscape, rather than upon 
the rear end, gazing upon the receding scenes already past. Or, 
in still other words, appropriation accounts enable the adminis
trators to keep account with their plans, not merely with their 
past achievements.
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EDITORIAL

Status of State Societies
Since the transfer of membership in the American Association 

of Public Accountants to the Institute of Accountants in the 
United States of America considerable attention has been given to 
the possible effect upon state societies. In the American Associa
tion there were at the time of transfer twenty-six constituent 
societies, most of which were active in accountancy matters in 
their respective states. By virtue of membership in the state 
society an accountant was enabled to become a member of the 
American Association of Public Accountants, if he fulfilled the 
requirements of practice, had other necessary qualifications and 
possessed a C.P.A. certificate of a state whose standard was 
acceptable to the association.

No doubt many of the members of state societies affiliated 
with the local bodies in order to become eligible to membership in 
the national organization, but by far the greater number believed 
that there was also another purpose in state society membership. 
To these members the change in organization will appear as some
thing not vitally affecting the purposes of the local societies. 
They will still feel that the welfare of the profession in their 
vicinity is dependent upon co-operative effort by accountants 
residing or practising therein, and, while proud of their member
ship in the Institute of Accountants, they will feel that they have 
not only a duty but a privilege in the opportunity to continue on 
terms of society fellowship with their neighbors in the profession.
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Owing to the fact that the payment of dues to the institute is 
now direct and not through the state societies, most of these 
organizations will find it possible to make a large reduction in the 
amount of dues or subscriptions of their members. This fact may 
lead to an increased membership in the local societies and by virtue 
of the more independent character of the state societies it may be 
that membership will appeal to some men who have not felt much 
interest in national affairs and have therefore refrained from be
coming associated with an organization which was an integral 
part of the national body.

Whatever may be the feeling of members it is to be hoped that 
all who are now members of state societies will retain that mem
bership and lend their influence to the strengthening and en
couragement of accountancy in the districts in which they reside. 
Experience of the past twenty years has shown the liability of 
legislators to be carried to absurd lengths in their efforts to 
regulate professional work. Some of the laws which have been 
enacted, of course, are good, but it may safely be affirmed that 
there are so few laws which are both adequate in form and 
adequately administered that there can be no cause to feel con
fidence in the legislative future in the states. Accordingly it will 
be necessary for accountants to keep a close watch upon the activi
ties of legislators and be ready to prevent by every proper means 
the enactment of injurious legislation or what might be termed 
the amendment downward of existing laws. There is a large 
field here for active interest and beneficent work. It rests with 
the state societies to see that conditions are not rendered worse 
than they are at present and to seize every opportunity to raise 
standards.

The usefulness of the state society has not passed, as some 
accountants seem to feel. On the contrary, while there is apt to 
be a slight divergence of interest or activity between the national 
and the state bodies, there is continuing need for the existence of 
strong, representative organizations of accountants in every state.
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Editorial

Board of Examiners
The board of examiners of the Institute of Accountants at its 

preliminary meeting on September 21st adjourned to meet in New 
York on November 10th. At that time the questions of rules, 
regulations, forms of application and conduct of examinations are 
to be discussed and in all probability the board will be able at that 
meeting to prepare for the holding of examinations some time in 
the early part of 1917.

Applications for membership in the Institute of Accountants 
have been arriving in gratifying numbers and there is every reason 
to believe that the work of the board of examiners will be onerous. 
No doubt members of the board realize the importance of the 
work which is placed upon their shoulders. They have it in their 
power to raise the standards and at the same time to increase the 
membership of the institute and we are confident that these two 
important duties of the board will receive the earnest thought of 
every member.

A Touching Appeal
Pray heed the plight of an audit company in Chicago. The 

following cry was addressed to a tailor.
Dear Sir:

There are several men in the employ of this company who require a 
number of suits a year, and while our business is primarily auditing and 
systematizing, we have another department for monthly audits and weekly 
bookkeeping work.

This weekly service is for the benefit of concerns who do not have 
enough work to justify having a permanent bookkeeper, but who insist on 
having their books kept accurately and who require the information about 
their business which only a properly kept set of books can furnish. The 
charge is $20.00 to $30.00 a month, sometimes a little less, depending on the 
amount of work to be done. The charge for the monthly audits runs 
from $7.50 to $25.00 per month.

We wish to make arrangements with a tailor whereby we can exchange 
our services for clothing to be made to order for either ourselves or some 
of our men, and we beg to ask whether you would be interested in making 
an arrangement of this kind with us. We would not expect you to pay any 
actual cash: purely an exchange, nor would we expect you to deliver any 
clothing until such time as we have a credit on your books for services 
already performed.

An early reply will be appreciated.

The urgency of the case, as seen in the concluding paragraph 
of the appeal, is pathetic.
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Some Mississippi Values
They have a pretty idea of values in Mississippi. The----  

county board of supervisors has refused to pay an account pre
sented by an auditor for auditing the books of the county officers. 
The bill was for more than $5,000.00 and was based upon a charge 
of $10.00 a day. Acting upon an opinion rendered by the at
torney-general of Mississippi the supervisors decided that the bill 
should not be paid. The attorney-general had held that an ac
countant’s services are worth $7.00 a day—no more.

Several interesting questions arise. For example, what was 
the trouble in the books which made it necessary for such a great 
amount of time and labor to be expended upon the audit? And 
then, what induced the attorney-general of Mississippi to estimate 
the value of an accountant’s services at $7.00 a day? We trust 
that the two questions have no connection.
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The following rulings have been given since those appearing in the 
October issue of The Journal of Accountancy:

T. D. 2366, in which the terms of decision of the United States district 
court of Colorado in a case under the original corporation excise tax law 
is published. The decision recognizes the right of the collector to make a 
second assessment notwithstanding the expiration of two years from the 
date when the return was filed by the taxpayer.

T. D. 2367, dealing with the administration of the new federal income 
tax law approved September 8, 1916. The act contains provision that the 
administration of the law will be according to the forms and regulations 
to be prescribed by the commissioner of internal revenue, with the approval 
of the secretary of the treasury; and under this treasury decision the 
treasury department indicates that, pending the adoption and promulgation 
of special regulations, those at present in force should be extended and 
made applicable to the new act so far as not inconsistent with its pro
visions. As many of the rulings and regulations are clearly inconsistent 
with the provisions of the new law, considerable changes and additions 
will be necessary before these rulings and regulations can be made to 
cover properly the new condition. The new regulations, however, should 
be issued as soon as possible to enable those interested to make a careful 
study of their terms before the time arrives for the filing of the next 
annual return so as if possible to prevent the great confusion which arose 
at the time when the first return under the 1913 law was due to be filed 
because regulations were published in the last few days available for 
filing.

T. D. 2374, which provides a form and makes provision in connection 
with the normal tax payable by non-resident aliens and claims for ex
emption from withholding at the source of such tax.

T. D. 2375, which gives the terms of the amendment to section 3225, 
Revised Statutes, which is contained in the act of September 8, 1916.

T. D. 2377, which authorizes the use of ownership certificates by non
resident alien firms or organizations on form 1001, revised, up to January 
1, 1917. This form was framed for use when the income of such firms

389



The Journal of Accountancy

and organizations was entirely exempt from the withholding provisions of 
the law, and their use is still permitted if the words “not exempt” are 
stamped in large type across the face of the certificates before presentation.

TREASURY RULINGS
(T. D. 2366, September 12, 1916.)

Special excise tax on corporations—Decision of court.
1. Second Assessment.

The commissioner had power to make a second assessment after ex
piration of two years from filing return by plaintiff.

2. Burden of Proof Section 3225, Revised Statutes.
The return made by the plaintiff having understated the amount for 

which it was subject to taxation, although made in good faith and with
out any intention to escape lawful tax, plaintiff cannot recover in view 
of section 3225, Revised Statutes.
The appended decision of the United States district court for the dis

trict of Colorado in the case of Camp Bird (Ltd.) v. F. W. Howbert, col
lector of internal revenue, is published for the information of internal 
revenue officers and others concerned.

District Court of the United States, District of Colorado.

Camp Bird (Ltd.) v. Howbert, collector of internal revenue. 
conclusions of law.

1. The court is of the opinion that under this act the plea of the 
plaintiff that the commissioner had no power to make this second assess
ment after the expiration of two years from the filing of the return by the 
plaintiff is not good, in view of the decision of the United States circuit 
court of appeals for the eighth circuit in the National Bank of Commerce 
v. Allen (223 Fed., 472).

2. In the opinion of the court, under the contract of purchase from Mr. 
Walsh, the sum of $2,000,000 mentioned in these contracts to be paid to 
Mr. Walsh, in addition to the cash payments made, did not vest in him any 
right of ownership to any part of the mine, but was merely an indebted
ness for deferred purchase money, secured by an equitable lien of one- 
quarter of the net proceeds of ore mined in certain parts of the mine.

3. The payments of the tax not having been made by the plaintiff 
within the time required by law, it cannot in any event recover the 
amounts thus paid, which were 1 per cent. per month from the time the 
payment was due under the law until it actually paid it.

4. If the plaintiff is entitled to recover the sums of money as herein
before found by the court, it is also entitled to recover interest thereon 
from the day of payment until judgment at the rate of 8 per cent. per 
annum, that being the statutory rate under the laws of the state of 
Colorado, where the mine is situated and where the tax was paid.

5. In the opinion of the court the return made by plaintiff, having 
understated the amount for which it was subject to taxation, although 
made in good faith and without any intention to wrong or defraud the
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government or to escape any lawful tax for which it may be liable under 
the law, the plaintiff cannot, in view of section 3225 of the United States 
Revised Statutes, recover under this action.

(T. D. 2367, September 14, 1916.) 
Income tax.

Income-tax regulations for the administration of the income-tax law, where 
not inconsistent with the act of September 8, 1916, extended.

Pending the adoption and promulgation of special regulations under 
the act of September 8, 1916, income-tax regulations in force September 
8, 1916, are hereby extended and made applicable to the act of September 
8, 1916, so far as not inconsistent with the provisions of that statute.

(T. D. 2374, September 28, 1916)
Provision for nonresident alien corporations, etc., to claim exemption 

from withholding normal income tax at source of income in the 
United States under the act of September 8, 1916.
Under the act of September 8, 1916, the normal income tax is to be 

withheld at sources of income in the United States from the income of 
nonresident alien firms, copartnerships, companies, corporations, joint- 
stock companies or associations, and insurance companies “not engaged 
in business or trade within the United States and not having any office 
or place of business therein.”

The income of such nonresident alien corporations, etc., which is 
subject to the withholding provisions of the law is that derived from 
“interest on bonds and mortgages or deeds of trust or similar obligations 
of domestic or other resident corporations, joint-stock companies or 
associations and insurance companies,” regardless of amount.

And likewise the withholding provisions of the law “shall be made 
applicable to income derived from dividends upon the capital stock or 
from the net earnings of domestic or other resident corporations, joint- 
stock companies or associations, and insurance companies by nonresident 
alien companies, corporations, joint-stock companies or associations, and 
insurance companies not engaged in business or trade within the United 
States and not having any office or place of business therein,” regardless 
of amount.

Including and from and after September 9, 1916, and to and including 
December 31, 1916, the normal income tax will be withheld from such 
income at the rate of 1 per cent. on the amount thereof. Including and 
from and after January 1, 1917, the normal income tax will be withheld 
from such income at the rate of 2 per cent. on the amount thereof.

To enable debtor corporations, etc., in the United States to distinguish 
between nonresident alien corporations, etc., which have and those which 
do not have “any office or place of business” in the United States and 
also to enable such nonresident alien corporations, etc., as have an “office
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or place of business” in the United States, to claim exemption from with
holding of the normal income tax at the source on their income from 
sources within the United States, as specified by the statute, a certificate 
will be provided in the following form:

Form
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Ownership and Exemption Certificate — NON-RESIDENT 
ALIEN FIRM, ORGANIZATION, ETC.

(For use of nonresident alien firms, corporations, etc., having an “office or 
place of business” in the United States to claim exemption from with
holding normal income tax by debtor corporations in the United States.)

(Give name of debtor.)

(Character of income; if bonds, give name of issue and interest rate.)
--------------191.— Amount of coupon or registered interest, $--------  
(Date of maturity of interest.)
--------------------- --------------, 191— Amount of dividend, $.-------- 
(Date of declaration of dividend.)

I hereby declare that the firm or organization named below (of 
which I am a member or officer) is the owner of the bonds or 
stock from which the above described income was derived, and 
that said firm or organization has an office or place of business 
in the United States, and that under the provisions of the income 
tax law said income is not subject to having the income tax 
withheld at the source of the income, and that all the informa
tion given herein is true and correct.
Date, ---------------------- , 191... -----------------------------------------

(Name of firm, organization, etc.)
By.-----------------------------------------

(Signature of person duly authorized to 
sign and his official position.)

Address: --------------------- -------------------------------------------------
(Full post-office address in United States of firm, etc.)

The certificate herein provided for shall be printed on yellow paper, 
and shall be in size 8 by 3½ inches, and shall be printed to read from left 
to right along the 8-inch dimension.

The paper upon which the certificate is to be printed shall correspond 
in weight and texture to white writing paper 21 by 32, and about 40 
pounds to the ream of 500 sheets.

Individuals or organizations desiring to print their own certificates 
may do so, but certificates so printed must conform in size and be printed 
in similar type and upon the same color, shade, and weight of paper as 
used by the government.

Until such certificate shall be printed and distributed, nonresident alien 
corporations, etc., having an “office or place of business” in the United 
States will use income tax certificates 1001, revised, and 1063. The 
address given on such certificates shall be that of the “office or place of 
business” in the United States of such nonresident alien corporation, etc. 
There shall be stamped in bold type on the face of these certificates in 
the blank space below the date line on the certificates “Nonresident alien 
corporations, etc., having an office or place of business in the United 
States”
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The normal income tax on the character of income herein specified 
and payable to nonresident firms, copartnerships, corporations, etc., will 
be deducted, withheld, and paid to the proper officer of the United States 
government authorized to receive it, unless the corporation, etc., entitled 
to the payment shall file a certificate (under penalty for false claim) in 
form as herein provided, and only those nonresident firms, corporations, 
etc., which have an “office or place of business” in the United States can 
use the certificate herein provided to be used. The corporations, etc., 
which are permitted to use the certificate herein provided are required 
to make and render a certificate of income to the collector of internal 
revenue for the district in which they have their office or place of busi
ness, as provided by the act of September 8, 1916.

(T. D. 2375, September 30, 1916)
Amendment to section 3225, Revised Statutes, by the act of Septem

ber 8, 1916.
Burden of proof in suits to recover taxes under second assessment. 

Section 3225, Revised Statutes, does not apply to statements or returns 
regarding depreciation of oil or gas wells and mines.
Sir: Referring to your letter of the 18th instant, in regard to the 

decision in the case of Camp Bird (Ltd.) vs. Howbert, relative to burden 
of proof under section 3225, Revised Statutes, published in T. D. 2366, 
your attention is called to an amendment made to section 3225, by the 
act of September 8, 1916, section 14, subsection (d), as follows:

. . . But this section shall not apply to statements or returns made 
or to be made in good faith under the laws of the United States regard
ing annual depreciation of oil or gas wells and mines.

(T. D. 2377, October 4, 1916)
Authorization of acceptance by debtor corporations and withholding agents 

of ownership certificates (form 1001, revised) prior to January 1, 
1917, when executed by nonresident alien firms and organizations and 
stamped “not exempt.”
Where income-tax ownership certificates (form 1001, revised) have 

been executed by nonresident alien firms or organizations “not engaged 
in business or trade within the United States and not having any office 
or place of business therein” to accompany coupons detached from bonds 
or other obligations of domestic corporations they may be accepted by 
debtor corporations and withholding agents prior to January 1, 1917, if 
the words “not exempt” are stamped in large type across the face of 
certificates before presentation; and debtor corporations and withholding 
agents will be held liable under T. D. 2374 for the normal tax provided 
to be withheld by the act of September 8, 1916.
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Mechanical Appliances

The introduction of machinery into the manufacturing of products 
began at least 350 years ago. In the reign of Edward VI (1547-1553) a 
statute was passed by parliament to prohibit the use of gig-mills in 
England, showing that at that time inventors had begun to devise labor- 
saving machinery. The introduction of any attempt to substitute machinery 
for manual labor was bitterly opposed by the labor element and by many 
economists who contended that the saving of labor would result in the 
throwing out of employment of so many workmen that thousands of them 
would be made a charge upon the public as paupers. Less than one 
hundred years ago the introduction of machinery into the textile factories 
in England caused riots of so serious a nature that they could not be 
stopped until a number of the ringleaders were hanged.

Laboring men and economists finally learned that the introduction of 
labor-saving machinery eventually caused an increase in the demand for 
labor, instead of a decrease, and the opposition to such machinery has 
consequently been abandoned.

It is only within a few years that attempts have been made to intro
duce machinery into office work. As was the case with laboring men at 
first, there is a prejudice against these innovations in the minds of many 
business men and especially in the minds of many accountants. The first 
machine to be introduced was the typewriter; but it was many years 
before business men of the old school could be induced to use it for any 
but routine correspondence. All special and important letters had to be 
written by hand in order to emphasize their special character. The 
universal use of the typewriter is due to the many advantages of its 
work over handwriting in legibility and rapidity, and also to the fact that 
one or more carbon copies can be made and the laborious and unsatis
factory copying of letters in the old-fashioned press can be avoided. In 
spite of the fact that much labor has been saved by its use, it has not 
reduced but has very largely increased the number of those who are en
gaged in the work of writing letters.

Accountants should always be on the alert to adopt any new device 
that will be of service in their own work or that will expedite or otherwise 
assist the office work of their clients. As they have accepted the type
writer as a machine fitted to be universally adopted, they should be willing 
to investigate all other machines that are claimed to be able to do better 
work or to do the same work more rapidly than is possible with the 
human mind and hand. They must approach the subject with an open 
mind and not condemn any project because they have an idea that it
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will not work. Their idea may not have any better foundation than did 
that of the eminent English philosopher who conclusively demonstrated 
that no steamship could carry coal enough to take her under her own 
steam from Liverpool to New York. In these days of wireless telegraphy 
it will not do to say that anything is impossible simply because it is beyond 
our ordinary experience or our capacity for understanding it.

The next step in the application of machinery to office work was the 
invention of the adding machine. The first one invented was a crude 
machine of sliding bars, which was accurate but took too much time to 
operate. The keyboard machine is familiar to all office men now and is 
both accurate and rapid. In spite of the saving of mental labor, there are 
still many persons who prefer the drudgery of monotonous additions rather 
than escaping it by using mechanical appliances. In addition to simple ad
ditions, machines will subtract, multiply and divide, so that all arithmetical 
operations that can possibly be necessary in an office may be performed on 
them with unfailing accuracy and great rapidity.

A combination of both these machines is effected by the addition 
of an adding attachment to a typewriter or of printing keys to 
an adding machine. With this combined machine, it is possible to make 
out invoices for goods sold, calculate all the extensions and extend the 
total of the bill. If the goods are billed at list prices the trade discount 
can be deducted and the net amounts added up. When figures are written 
which do not enter into the addition, a stop-key prevents the adding at
tachment from taking them up. If the invoice is made in duplicate, the 
original is sent to the customer and the duplicate filed in a post-binder 
from which postings can be made to the ledger, the binder acting as a 
sales register. If a detailed amount is desired on the ledger, it can be 
written at the same time that the invoice is made by putting the loose
leaf ledger page in the machine when the invoice is being written. This 
means that in one operation the invoice is made out, the sales register 
written up and the ledger posted, with no chance for error unless one is 
made on the invoice itself. By having two balance columns in the ledger 
and by inserting the old balance in one column before the total of the in
voice is entered, the new balance will be calculated and extended in the 
second balance column at the same time that the total of the invoice is 
entered. The same method is used when the detail is not entered in the 
ledger, only the total invoice being posted. There is no necessity for the 
detail in the ledger, unless it is desired to have an easily accessible record 
of the classes of goods usually bought by the customer.

The billing system uses the typewriter adding machine so as to avoid 
posting to the ledger account of a customer any detail whatever, there 
being only one debit for merchandise bought and one credit for mer
chandise returned each month in each customer’s account. This system 
is especially adapted to department store work in which it is necessary 
to keep a record of a very large number of items. The billhead is made 
in duplicate on one sheet of paper folded to bring the duplicate exactly
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under the original. The customers are divided alphabetically into as many 
classes as there are billing machine operators. The auditing department 
sorts the charge sales tickets according to these classes and furnishes the 
operator in each class with the total sales for that class for the day. The 
tickets are arranged in alphabetical order. On the first day of the month 
a billhead must be headed with the name and address of each customer 
who bought goods that day, but on any subsequent day billheads are headed 
only for those customers who had bought nothing earlier in the month. 
The operator then records on each customer’s bill the details of the pur
chases in black ink and extends the total into the debit column of the bill, 
and at the same time records the total in a second section of the machine 
which adds these totals to get the grand, total for the day. If this grand 
total agrees with the figures furnished by the auditing department, the 
entire work of the day is absolutely proved, except that charges may have 
been made to the wrong parties. This mistake is not likely to occur if 
the operator is careful to compare both the names and addresses on the 
sales tickets with those on the bills. The credit tickets for returned goods 
are then entered on the bills in red ink and their total compared with the 
figures from the auditing department. As the bills are kept in regular 
order throughout the month, the purchases of each day are added to them 
by slipping the bills into the machine at the exact place necessary, as shown 
by appropriate guides.

At the end of the month each customer’s bill is added and the total in
serted for both the black and the red columns, and the total of all the 
debit columns is found by the adding machine and compared with the total 
debits for the month, the credits being balanced in the same way. As each 
day’s work has been balanced during the month, the totals must balance, if 
the work has been accurately done. If not, the error is easily found. 
When this is done, the bills are given to the bookkeeper, who makes any 
eash entries that are necessary, has the original sent to the customer and 
posts the total of the debit and credit on each bill to the account of the 
customer from the duplicate, which is then filed away as part of the ledger. 
In this way every customer receives an itemized bill, an exact copy of 
which becomes part of the permanent records, and the entire bookkeeping 
work is little more than is needed to make out the bills themselves.

A machine that saves a large amount of time, and therefore of money, 
in connection with the correspondence in an office, is the dictaphone, which 
does away with the necessity for dictating to a stenographer. This is really 
a phonograph, but one that is specially constructed so as to take a perfectly 
clear impression of the speaking voice at the ordinary conversational pitch 
and will not record any other sounds, so that a person can talk into it in 
an ordinary tone, in a room full of all kinds of noise, and the wax 
cylinder will record only the voice of the speaker. One advantage of its 
use is that a person can dictate to it at any time, and does not have to 
wait until he can call a stenographer, or he can use it at night when no 
stenographer is available. A still more important advantage is that no
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time is wasted by the stenographer in taking notes in shorthand. When 
a stenographer takes the shorthand notes and then transcribes them on 
the typewriter, the letter is really written twice. The dictaphone does away 
with one of these copies by making a mechanical record on a wax cylinder. 
This cylinder is placed in a phonograph which speaks into tubes inserted 
in the ears of the operator, who is thus shut off from all other 
sounds in the room, and writes the letter as it is spoken by the machine. 
The same cylinder can be used many times, as the minute scratches on it 
can be shaved off by a machine provided for that purpose. Another ad
vantage is that a typewriter operator does not have to be a stenographer 
to use the machine.

One of the most disagreeable tasks in an office that sends out many 
letters is the sealing of envelopes and the affixing of postage stamps. 
When done by hand it is apt to be badly done, many letters being im
perfectly sealed and many stamps so poorly moistened that they come off 
before reaching the post office. Both these operations can now be done 
by a machine into which the open envelopes are fed at one end, to 
emerge at the other end properly sealed and stamped. The time con
sumed in both operations is less than that required to seal the letters 
by hand. This is an important consideration, even if the saving of labor 
is not an object, because it allows of the earlier dispatch of letters, a 
point to which too little attention is paid. When letters reach the post 
office at the close of the day, they form part of a great flood of mail 
which cannot be handled as promptly by the mailing clerks as could have 
been the case earlier. Another important point is the prevention of the 
theft of stamps, as the stamps are put inside a locked compartment, from 
which they can be taken only by being affixed to envelopes.

If a concern sends out a large number of circulars to a regular list 
of customers every week or month, they should have, in addition to the 
sealing and stamping machine, an addressograph which prints the names 
and addresses as fast as the envelopes can be fed into it. If the circular 
is to go unsealed at the one cent rate, a special envelope should be used, 
the end flap of which is merely turned in, leaving the top flap to be 
folded down and pasted by the machine. It is much easier to slip the 
circular into such an envelope than into one the flap of which has to be 
turned in by hand.

As a labor-saving device, although not a machine in the office, may be 
mentioned the “window” envelope, which has a transparent space on its 
face through which the name and address already written on the en
closure may be read, thus saving the time and labor involved in address
ing the envelope. The best variety of these window envelopes is the one 
that forms the window by rendering part of the envelope itself trans
parent, instead of having a separate piece of transparent paper pasted 
over a hole in the envelope.
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Of machines for the manifolding of documents there is an almost 
endless variety, some using a waxed stencil and others actual type. They 
are of great use to those who send out many copies of reports or letters 
to trade, etc., and they will often save not a little printing expense.

Of all the machines designed to expedite office work, the most marvel
lous is the tabulating machine or, rather, group of machines. Its object 
is to analyze the statistics of a business down to the minutest detail 
desirable, in such a way that any information in regard to any item or set 
of items may be obtained in a few minutes. These details recorded by 
hand in a set of statistical books would require so many separate columns 
and so much labor that many of them would be omitted and only the most 
important of them recorded. With a tabulating machine all the details are 
available, even those which, at the time of making the record, it was not 
thought probable would ever be needed for reference.

The foundation of the tabulating system is a card on which the infor
mation is recorded. Each card has room for 45 letters or figures on 
each line and for 10 to 12 lines. The cards are printed with appropriate 
headings at the top of the columns into which the figures are divided 
by perpendicular lines. Each column is given the number of spaces which 
will accommodate any but extraordinary quantities or amounts. If in 
any given case a figure is greater than one card can record, two cards 
are used, each recording half of the given quantity. The record is made 
on each card by punching out the figures which correspond with the 
information in respect to the particular items designated by the headings 
of the divisions of the card. This is done by means of a punching machine 
operated by hand or by electricity obtained from an ordinary light socket. 
Several cards may be punched at once, saving time when dating the 
cards for any given day.

An illustration will make the method clear. In the example given all 
the essential information contained in the requisition for material is 
reproduced on the punched card. The first column records the day as 3; 
the next the month as 7; then the department as 17; the car number as 
1080; the kind of work as 8 (which is a code figure standing for a classi
fication which the puncher obtains from a prepared list) ; the shop order 
as 643, the fact that it is a known amount by the A; the account to be 
charged as 32 (another code figure, with subdivision 14-1, to represent 
a) ; the quantity as 3 even; the unit as 18 (a code figure representing 
whatever basis of quantity is used, such as pounds); the character of the 
material as 63 (a code figure) ; and the amount as 57 cents. The last 
column is intended for the number representing the clerk who punched 
the card.
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The information is punched on the cards from the original written 
document and filed in cabinets until needed. When it is desired to ascer
tain any particular fact or several facts at the same time, say the number 
of working hours of a certain machine for a month or a year and the 
amount charged to job orders for its work, the cards for that period are 
run through a sorter, in which the cards pass through a set of steel 
brushes. By setting the sorter to correspond with the holes representing 
the number of the machine on the card, the brushes which will touch those 
holes will have an electric current run through them which will cause 
the sorter to act only when the proper machine number appears on the 
card. All the cards bearing this number will be thrown out and laid in 
a pile. These cards are then run through the tabulating machine itself, 
set to record hours worked and amount charged. In an incredibly short
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space of time the machine will add and indicate the total of the amounts 
desired. The sorting machine will sort 15,000 and the tabulating machine 
will record 9,000 cards an hour.

By a proper setting of the sorting machine any subdivision of a class 
can be tabulated. For instance, if a savings bank wished to know how many 
of its depositors were white, unmarried women of American birth, the 
sorting machine would be set so that contact would occur and the circuit 
would be completed only when cards came through that were punched 
for women. These would be thrown out, to be run through again to 
sort out the single women, and so on until the cards containing all the 
information would be obtained. Life insurance companies have found 
that these machines have given them far more information than they 
have ever had before about their policyholders, especially in regard to 
the causes of death in various classes of persons.

Not only is information much more quickly obtained by the use of a 
tabulating machine; it can also be gained relative to a much larger classifi
cation of any desired items. Instead of being contented with a general 
classification, it is now possible to make as many subdivisions of the 
classes as is desirable. If all the information will not go on one card, 
two or more may be used. An ordinary clerk can punch 250 in an hour, 
so the expense is not great. One user of the machine estimates that 
it costs him about twice as much as did his old method of recording his 
factory statistics, but that he gets ten times the information.

In spite of the traditional conservatism of the English, Lawrence R. 
Dicksee, F.C.A., is outspoken in his praise of tabulating machines. In 
an address before the Chartered Accountant Student Society of London, 
he said: “ . . . the great feature of the whole system—apart from the 
mere matter of speed—is, of course, that one is no longer limited to 
double-entry in connection with the record of transactions. From the 
same cards (representing original entries) we may build up records of 
all sorts and descriptions, representing, so to speak, different facets of 
our business operations, some of which may be embodied in the books 
of account ordinarily so called, and some of which may go to build up 
statistics for the use of directors or managers, upon a scale which has 
hitherto been regarded as impossible—with the enormous advantage that 
the statistics will be available practically hour by hour, instead of—as is 
usually the case—weeks (or perhaps even months) after the event.”

Preferred Stock Retired at a Premium
Editor, Students’ Department:

Sir: This company has outstanding preferred stock, which was issued 
at par, a certain amount of which is to be retired each quarter at $105.00 
per share.

It has been the writer’s contention, in which other accountants have 
agreed, that the premium of $5.00 per share on such stock as is retired 
during any quarter is to be charged to the operations for that quarter, 
inasmuch as the loss is actually sustained in that particular quarter.

I will appreciate it if you will advise me whether or not this is correct.
Yours truly,

Louisville, Kentucky. G. O. B.
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The premium paid on the redemption of preferred stock is not a 
charge against operations for two reasons:

First, nothing is a charge against the operating profits of any year 
except those things which are necessary to the carrying on of the business. 
Therefore, interest paid on bonds or any other borrowed money, cash 
discount and bad debts are not operating expenses, because they are not 
absolutely necessary to the conduct of a business, but are due to lack of 
capital or bad judgment. Still less is the premium on the preferred 
stock, which is merely a question of financing and not at all of operating.

Second, the fact that the loss of the premium is paid in any given 
year does not mean that it is “actually sustained” in that year. It is a 
loss that has been accumulating during all the years that the stock has 
been outstanding. You might as logically say that if you owed a note 
of $10,000 at 6 per cent. interest, on which for some reason no interest 
had been paid for five years, and that you then paid $3,000, you should 
charge the whole $3,000 as a financial expense of the fifth year.

The proper charge of the premium is direct to surplus. It does not 
affect in any way whatever the operating or the financial expense of the 
year in which it is paid.

Sales for Future Delivery

Editor, Students’ Department:
Sir: A manufacturing concern finds at the close of its fiscal year that 

it has unfilled orders from customers to the extent of $50,000, which in 
accordance with contracts it is entitled to draw for at sight, although 
the goods covered will not go forward to the buyers until ordered out in 
the following year. It is impracticable to set aside the goods involved, as 
additional costs will accrue, such as labeling, casing and miscellaneous 
warehouse expense, and, furthermore, the orders are subject to changes 
and cancellations.

How should this transaction be handled on the books of the selling 
company and how should it appear on the annual balance sheet?

R. S. W.
Honolulu, Hawaii.

Sales for future delivery are not sales that can be counted upon until 
the period in which delivery is made. In the meantime, they must be 
carried in the inventory at cost, but, since the expense of selling them has 
already been incurred, a reasonable amount may be added to their value 
or carried as a deferred asset to cover this selling cost, as it is not fair 
to the current period to make it stand the cost of selling goods on which 
the profit will accrue to the next period.

This is the general principle, but it is especially applicable to your 
particular case because the orders are subject to changes and cancellations.

In the meantime if any drafts are paid against the goods by customers 
in spite of the fact that no goods have been shipped, the credit for them 
should not be to accounts receivable, but to advances on future deliveries.

This subject is completely covered by Montgomery.
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Receivership Problem

You have been appointed a receiver in bankruptcy and desire to know 
the approximate percentage which unsecured creditors will receive on 
their claims. The following balance sheet is provided:

Assets

Tugboat—Jennie 25,000.00
“ Clara 50,000.00
“ Mabel 40,000.00

Equipment—Jennie 4,000.00
“ Clara 9,000.00
“ Mabel 7,000.00

Stock in Merchants Fruit S. S. Co. 40,000.00
Cash in hand 800.00
Accounts receivable, towing 1,500.00
Loan to Merchants Fruit S. S. Co. 10,000.00
Unexpired insurance 300.00

Total assets

Liabilities
Repair liens, tug Jennie 6,482.00

“ “ tug Mabel 13,474.00
Wages accrued 644.00
Notes payable 91,500.00
Interest accrued on notes payable 1,000.00
Reserve for depreciation, tugs 34,500.00
Proprietor 40,000.00

Total liabilities

$187,600.00

$187,600.00

The following appraisals have been made: tug Jennie $15,000.00, tug 
Clara $35,000.00, tug Mabel $25,000.00; equipment: Jennie $1,000.00, Clara 
$2,500.00, Mabel $1,800.00; accounts receivable $1,200.00 good and $300.00 
bad. The cash in hand contains an I O U of the proprietor for $500.00. 
Of the notes payable, $70,000.00 is secured by 400 shares of Merchants 
Fruit Steamship Company stock, par value $100.00 per share, and a 
mortgage lien encumbering the tug Clara and her equipment. The cash 
surrender value of the unexpired insurance is $100.00. The balance sheet 
of the Merchants Fruit Steamship Company shows assets of $100,000.00, 
liabilities of $50,000.00 and capital stock $50,000.00. The assets of the 
Merchants Fruit Steamship Company are appraised at $60,000.00.

Prepare statement of affairs and explain the deficiency in technical 
form.
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Solution.
Since there is a reserve for depreciation of tugs, amounting to 

$34,500.00, this reserve must be closed out to the various tug accounts in 
order to determine their net carrying value. The book values of the 
tugs are as follows:

Jennie $25,000.00
Clara 50,000.00
Mabel 40,000.00

Total $115,000.00

The total reserve is exactly 30 per cent. of the cost of the tugs, and 
in the absence of any specific data as to comparative age, construction, 
etc., it must be assumed that the depreciation applies proportionately to 
the cost. Adjustment is made by the following journal entry:

Reserve for depreciation, tugs 
Tug Jennie

“ Clara
“ Mabel

34,500.00
7,500.00 

15,000.00 
12,000.00

To determine the net carrying value of the three tugs:
The net carrying value appearing in the nominal value column of the 

statement of affairs is:

Jennie 
Clara 
Mabel

Cost 
$25,000.00 

50,000.00 
40,000.00

Depreciation 
$7,500.00 
15,000.00 
12,000.00

Net carrying value 
$17,500.00 

35,000.00 
28,000.00

$115,000.00 $34,500.00 $80,500.00

Proprietor's Name 
Statement of Affairs

Date

Assets
Expected to

Book value Realize Shrinkage
Fixed assets:

$17,500.00 Tug boat Jennie, 
appraised value, $15,000.00 $2,500.00

Deduct repair liens, 
contra, 6,482.00 $8,518.00

4,000.00 Equipment—Jennie 1,000.00 3,000.00
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35,000.00

9,000.00

Tug boat Clara, 
appraised value, 

Equipment—Clara, 
appraised value,

Total 
Deducted, contra,

35,000.00

2,500.00 6,500.00

37,500.00
37,500.00

28,000.00 Tug boat Mabel, 
appraised value, 

Deduct repair liens, 
contra,

25,000.00

13,474.00 11,526.00

3,000.00

7,000.00

40,000.00

Equipment—Mabel,
Investments:
Stock in Merchants Fruit S. S. Co.

Estimated value 20% 8,000.00
Deducted, contra, 8,000.00

1,800.00 5,200.00

32,000.00

800.00
Current assets:
Cash

Less proprietor’s I O U 
in cash

800.00

500.00 300.00 500.00

1,500.00 Accounts receivable:
Good
Bad

1,200.00
300.00

1,500.00

1,200.00
300.00

10,000.00

300.00

Loan to Merchants Fruit 
S. S. Co.

Deferred charges:
Unexpired insurance

10,000.00

300.00

Total free assets 34,344.00 $53,300.00

Deduct wages—preferred claim 644.00

Net free assets
Deficiency to creditors

33,700
13,300

$47,000.00

Deficiency to proprietor 53,300.00

$153,100.00 $53,300.00
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Expected to
Liabilities

Book value Rank
Preferred liabilities:

$644.00 Wages accrued—deducted contra 
Fully secured liabilities:

6,482.00
13,474.00

Repair liens—tug Jennie—deducted contra 
Repair liens—tug Mabel—deducted contra
Partly secured liabilities:

70,000.00 Notes payable 70,000.00
Secured by 400 shares Merchants

Fruit S. S. Co. stock, par
value $40,000.00, probable
realizable value, 8,000.00

Mortgage—tug Clara—
equipment 37,500.00 45,500.00 $24,500.00

Deficiency account

21,500.00
1,000.00

Unsecured liabilities:
Notes payable
Interest accrued on notes payable

21,500.00
1,000.00

Total unsecured liabilities— 
estimated payment 71.9% $47,000.00

40,000.00
Deficiency to creditors—down 

Proprietor’s capital
13,300.00
40,000.00

$153,100.00 $53,300.00

Shrinkage in realization of
assets:

Tug boat Jennie 2,500
Equipment—Jennie 3,000.00
Equipment— tug boat

Clara 6,500.00
Tug boat Mabel 3,000.00
Equipment—Mabel 5,200.00
Stock, Merchants Fruit

S. S. Co. 32,000.00
Cash 500.00
Accounts receivable 300.00
Unexpired insurance 300.00

Proprietor’s capital
Deficiency to creditors 

statement of affairs

$40,000.00 
per

13,300.00

$53,300.00 $53,300.00
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Although the insurance has a cash surrender value of $100.00, this 
cannot be realized at present because the insurance cannot be canceled.

The realizable value of the loan to Merchants Fruit Steamship Com
pany and the stock of the company held by the bankrupt are determined 
as follows:

Merchants Fruit Steamship Company

Assets, realizable value $60,000.00
Liabilities 50,000.00

Balance to pay stockholders $10,000.00
Ignoring expenses of realization, the company will be able to pay its 

liabilities, including the $10,000.00 loan, in full and to liquidate its stock 
at 20 per cent. of its face.

Par value of stock held $40,000.00
Realizable value—20 per cent. 8,000.00

Anonymous Letters

In spite of several notices in this department that anonymous com
munications will not be considered, they continue to be received. Names 
and addresses will not be published if their omission is requested, but 
they should be given as an evidence of good faith. A more important 
reason is that many of the requests for information are not of a nature 
justifying their answer in these columns, especially when the subject has 
already been discussed in previous articles. In such cases a personal 
letter is written to the inquirer, if his name and address are given, but 
this is not possible if the letter is signed J. L. C. and the only address 
given is the name of a city in Kentucky, as in one case in point.

Incompetent Examiners

That it is high time that the practising accountants should exercise 
some control over the appointment of examiners to pass on the qualifica
tions of applicants for the C.P.A. certificate is shown by the following 
extract from a letter received by me from a resident of a state that shall 
be nameless.

“One of the questions in the examination was in regard to bonds, and 
there was the question of a discount of $100,000 on bonds running 50 
years. In my answer I stated that $2,000 should be charged off each 
year of the life of the bonds. A short time thereafter the chairman of 
the board of examiners stated to me that the idea was all wrong; that 
the entire $100,000 was a loss at the time the bonds were sold at a 
discount, and that it all should be treated as a loss then. I quoted some 
authorities to him. His reply was that he did not care what any one 
else said; his idea was as above and he would not change it.”

Truly, “a Daniel come to judgment!”
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RETAIL SELLING, by James W. Fisk. Harper Brothers, New York, 

1916. $1.00 net.
Retail Selling is a piece of constructive work and should have wide 

distribution. It is not only of interest to merchants but to every buyer 
and salesman as well. It deals with selling of service as well as merchan
dise and is full of valuable information. It outlines the best methods 
and is a long step toward ways of satisfactory distribution.

There has been too little educational influence brought to bear on 
retail selling. Mr. Fisk is an evident master of his subject with broad 
views well set on solid foundations. Football, baseball and other sports 
have their coaches and trainers, but retail distribution has been allowed 
“just to grow” in a more or less haphazard fashion.

Beginning with the wants of the consumer, Mr. Fisk draws his line 
to the manufacturer and back to the customer through the various depart
ments of the business with its many selling service features involved 
until the circle to the consumer is completed. In other words, the satis
faction of the consumer is recognized as the alpha and omega of all 
truly profitable retail selling. All departments of the business must be 
duly arranged with that end in view.

Layout of store; mutual education; advertising; decoration; discipline; 
knowledge of goods; increase of business; promotion of goodwill, and 
suggestions which make for efficient co-operation are features of the book. 
The author shows that many in the retail business because of lack of 
knowledge strike on the reefs. He has charted the rocks of failure 
and outlined the channels of success. H. C. M.

Minnesota Society of Public Accountants
The trustees of the Minnesota Society of Public Accountants have 

elected Edwin J. Bishop, C.P.A., to fill the vacancy on the board caused 
by the death of Ralph D. Webb, C.P.A. James S. Matteson, C.P.A., has 
been elected president and Edwin J. Bishop, C.P.A., vice-president.

Minnesota State Board of Accountancy
The governor of Minnesota has appointed Julius J. Anderson, C.P.A., 

of Minneapolis, to fill the vacancy on the board of accountancy caused by 
the death of Ralph D. Webb, C.P.A.
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Henry Daspit, C.P.A.
We regret to announce the death of Henry Daspit, C.P.A., of New 

Orleans, Louisiana. Mr. Daspit was a prominent member of the account
ing profession in his native state and served several years as president 
of the Society of Louisiana Certified Public Accountants, which was a 
constituent society of the American Association of Public Accountants. 
He took a prominent interest in the C.P.A. movement in Louisiana and 
was much interested in the development of accountancy throughout the 
country. Mr. Daspit died on September 10, 1916, after a protracted 
illness.

Haskins and Sells announce the acquisition and consolidation with their 
own of the accounting practice of Frederick F. Hahn, heretofore con
ducted in the name of Frederick F. Hahn and Company. Mr. Hahn 
remains as manager of the firm’s office in Haas building, Los Angeles.

Ernst and Ernst announce the opening of an office in the Dime Bank 
building, Detroit, Michigan.

Clinton W. Bennett announces the opening of an office for the practice 
of accountancy at 289 Main street, Springfield, Massachusetts.

F. J. Knoeppel and Company announce the removal of their offices 
from Milwaukee, Wisconsin, to 870 People’s Gas building, Chicago.

Clinton H. Montgomery, C.P.A., announces the opening of an office 
in the Fourth National Bank building, Wichita, Kansas.
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Practice Efficiency
Get your books and accounting forms, loose 

leaf sheets, binders, etc., made by people who 
make a specialty of Corporation, Hotel and 
Bank work. We are equipped for this class of 
work and give

Efficient Service at Right Prices

ARTHUR R. BELL & CO.
NEW YORK CITY

Samples of Our Practical Analysis Paper for the asking

SPECIALLY RULED ANALYSIS PAPER 
for Certified Public Accountants

Carried in Stock
Sample and price on application.

Also blanks and account books of every description 
printed to order.

THE HENRY 0. SHEPARD COMPANY
624-632 S. Sherman St. Chicago, Ill.

MMAKE 
MORE 
MONEY

Learn “LIGHTNING CAL
CULATING.” The Short 
Method of figuring; a Prac
tical and Scientific Manual. 

- Very desirable to those 
seeking the “higher up” 
positions. Postpaid 25 
cents. Money refunded if 
not benefited.

THEODORE THOMASON, 2454 No. 10th St., Philadelphia, Pa.

Get This Our new book, “The Law Trained 
Man,” has a vital message for every 
ambitious man. It tells of numerous

ACT 
NOW!
Send a 
letteror

Free Book
  interesting cases where suc
cess was gained through a 
knowledge of law. It tells

post card, for 
this 168 page 
free book and 
full particulars The Law

law training will help 
  you forge ahead in 
business--in politics and 
in the legal profession—

about our Modern Ameri
can Law Course and Serv
ice. No cost or obligation.

Blackstone Institute
Extension Division 2028

Trained Man”
Transportation Building, Chicago, Illinois.

This L. L. B. Brief Case, size 16x10 
with four pockets, made of best grade sole 
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grained, silk stitched, lock and key, $6.00.

Send for catalogue No. 25
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Brief Cases plus the 
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and light. Made in 
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from $3.50 to $18.
Express Prepaid to any 

point in the United States. 
Money back it not satisfied.
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to-date business men. They 
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with all public and private 
wants and supply you with news 
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in the United States and abroad
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One Pressure of the Handles—And the Job Is Done

BUMP
The New 

Paper Fastener

Economy and Convenience
in Fastening Papers

No clips No pins 
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Absolutely Guaranteed—Trial Free 

BUMP PAPER FASTENER CO. 
La Crosse, Wis.

Seymour Conover, 350 Broadway, N. Y.
EASTERN REPRESENTATIVE

When writing to advertisers kindly mention The Journal of Accountancy.
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A New Model Typewriter!
 No

OLIVER 9
The Standard Visible Writer

BUY IT NOW!
Yes, the crowning typewriter triumph is here!
It is just out—and comes years before experts expected it. 

For makers have striven a life-time to attain this ideal machine. And Oliver 
has won again, as we scored when we gave the world its first visible writing.

There is truly no other typewriter on earth like this new Oliver “9.” Think 
of touch so light that the tread of a kitten will run the keys!

CAUTION!
The new-day advances that come alone 

on this machine are all controlled by 
Oliver. Even our own previous models 
—famous in their day—never had the 
Optional-Duplex Shift.

It puts the whole control of 84 letters 
and characters in the little fingers of the 
right and left hands. And it lets you write 
them all with only 28 keys, the least to 
operate of any standard typewriter made.

Thus writers of all other machines can 
immediately run the Oliver Number “9” 
with more speed and greater ease.

WARNING!
This brilliant new Oliver comes at the 

old-time price. It costs no more than 
lesser makes—now out-of-date when com
pared with this discovery.

For while the Oliver’s splendid new feat
ures are costly—we have equalized the 
added expense to us by simplifying con
struction.

Resolve right now to see this great 
achievement before you spend a dollar for 
any typewriter. If you are using some 
other make you will want to see how much 
more this one does.

If you are using an Oliver, it naturally 
follows that you want the finest model.

17 CENTS A DAY!

TODAY—Write for Full Details

Remember this brand-new Oliver “9” is the greatest 
value ever given in a typewriter. It has all our 

previous special inventions—visible writing, automatic spacer, 6½-ounce touch—plus the 
Optional Duplex Shift, Selective Color Attachment and all these other new-day features.

Yet we have decided to sell it to everyone everywhere on our famous payment plan—17 
cents a day! Now every user can easily afford to have the world’s crack visible writer, 
with the famous PRINTYPE, that writes like print, included FREE if desired.

and be among the first to know about this 
marvel of writing machines. See why typists, 

employers, and individuals everywhere are flocking to the Oliver. Just mail a postal at 
once. No obligation. It’s a pleasure for us to tell you about it.

You can rent an Oliver Typewriter 3 months for $4.00.

THE OLIVER TYPEWRITER CO., 310 Broadway, New York, N.Y.

When writing to advertisers kindly mention Ths Journal of Accountancy.



THE JOURNAL OF ACCOUNTANCY IX

Pen Cranks!
Accountants and bookkeepers are justified in being 

“pen cranks” as their requirements are exacting and 
few look with favor on the fountain pen for their 
work.

The Swan Safety 
Posting Fountpen

is built especially to meet these requirements and 
writes clean, sharp, uniform figures, depositing so 
little ink that blotting is unnecessary. It is a pen 
that writes without pressure—only needs to be 
guided. That is very essential, as continued pres
sure means a tired hand and writer’s cramp. An
other feature it possesses is a constant and ready 
flow of ink.

THE SWAN SAFETY will not blot, will not 
sweat, and may be carried in any position with
out danger of leaking.

At stationers and jewelers or from the makers.

Mabie, Todd & Co
17 Maiden Lane, 

New York
209 S. State St., 

Chicago

Size 2, $3.00 Size 3, $4.00 Size 4, $4.50 Size 5, $5.50

Let us loan you one on trial for ten days without 
obligation to purchase. We know if you use one for 
ten days you would not be without it.

When writing to advertisers kindly mention The Journal of Accountancy.
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Byron 
Weston Co. 

Linen Record

Check Them Up!
The points of superiority in Byron Weston Company’s Ledger Taper are 

tangible facts that you can check up for yourself
There is a wide selection of weights and sizes—enough to 
cover any possible requirements.
A perfect writing and ruling surface is afforded by the 
hard, even finish on every sheet. Each side has this finish.
You can make innumerable erasures on the same spot and 
still be able to write on it neatly.
Tearing or cracking is an unknown thing in Byron Weston 
Ledger Paper.
Discoloration never takes place.
For convenience, Byron Weston Hinged Ledger Paper has 
no equal—the hinge allows each sheet to lie perfectly flat 
at the posts and leaves extra room for writing.
Quality of ingredients and manufacture combine to make 
a stock of unusual excellence, and the greatest practical 
value in record keeping.

A packet sample book and an interesting booklet on 
‘‘Unmaking Mistakes” will be gladly sent at your request

BYRON WESTON CO., DALTON, MASS.
a
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When Your Banker Asks Questions
When your banker asks a lot of searching questions 

about yourself and your business, he is only doing what you 
ought to do before you extend credit to one of your customers.

Your banker “sells” money on credit, at a profit, 
just as you sell goods.

And he is as eager to get new credit customers, 
as you are.

But he must know that his customers will pay 
him on the date due, just as you should know, in 
handling your credit customers.

If your attitude and your answers show your 
banker that you are “at sea” on important facts in 
your business, you can’t blame him for hesitating 
to extend the credit you ask.

By adopting the latest N C R System, you put 
yourself in a strong position with your banker.

You are able to show him daily, weekly and 
monthly records of your cash and credit sales,

your receipts-on-account, and your items of cash 
paid out.

Your Cash Register Summary Sheet enables you 
to make a “bank statement” that is proved by 
printed unchangeable cash register records.

It shows the banker that you know the exact 
state of your own business.

It assures him that you are safeguarding yourself 
against leaks and losses.

It gives you confidence that inspires his confi
dence.

It will help you to borrow the money that 
you need for earning cash discounts, mak
ing advantageous cash purchases, and 
otherwise conducting your business 
along modern, money-making lines.

You may not be able to do these things with your 
old Register, but you can make your old National
Cash Register pay part of the cost of the 
And-Better System.

Write for information on the new NCR System

Use the Coupon

National Cash Register Company

New-

The

Name of Firm
Business

Address

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

National 
Cash 

Register Co., 
Dayton, Ohio

Please send me 
Money Making 

Hints” for my business.

Dayton, Ohio Journal of Accountancy, Nov., 1916.
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 NATIONAL BLANK BOOKS

NATIONAL

The NATIONAL “QUEEN” Loose Leaf Ledger
Bound in genuine English pigskin and dark green corduroy. Made with round, steel back; 

curved steel hinges, cylinder lock, and flat key. As handsome and as strong as can be

Judged by Outward Appearance or 
Inward Convenience,NATIONALS Score!
THE emphasis of efficiency experts on 

the effect of environment has brought 
about a great change in office in
teriors. This change has given added im

portance to the appearance of all office 
equipment. Record books are ever present. To 
insure complete harmony, they must be outwardly 
pleasing as well as inwardly convenient.

Every record, or account-keeping requirement can 
be satisfied by the National Line of Blank Books. 
The bindings range from the most matter-of-fact 
canvas-bound sheet-holder, for rough handling in 
the shipping department, to the more elaborate 
products of the book-binder’s art: Instance, the 
new QUEEN Ledger (illustration shown) resplen
dent in rich green corduroy and genuine pigskin. 
This book is at home among the most luxurious 
surroundings.

PRACTICAL workability is the end 
sought for all National Blank Books.

The Bound Books are bound to stay 
bound. Broken-backed books are poor containers 
for valuable records. The products of the work
manship of NATIONAL book-binders have success
fully weathered the test of long and continuous use.

Loose Leaf equipment of complex mechanism de
feats the purpose of Loose Leaf construction,— 
which is, added convenience. NATIONAL Loose 
Leaf items are without fussy small parts that be
come lost or get out of order. NATIONALS do 
not waste the book-keeper’s time with constant re
adjustments.

You would find it difficult to name an account 
keeping need for which there is not a form ready 
ruled in the long list of NATIONAL Blank Books

Get Acquainted with NATIONAL Stationers
You can rely on a Stationer selling National Blank Books because the largest blank book factory in the 

world stands back of him. They know the National Line, and can make helpful suggestions. Look for the 
Eagle Trade Mark outside the store and inside the book!

NATIONAL BLANK BOOK COMPANY
HOLYOKE, MASS., U.S.A.

National Loose Leaf Co., Ltd., Canadian House, 75-76 Little Britain, E. C., London, England
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Mr. Louis S. Wade, Comptroller of the 
Crown Cork and Seal Co., Baltimore, 
and a Certified Public Accountant, had 
the following problems to face:

How to get statements out promptly 
each month.

How to know they were correct.
How to keep his accounts in perpetual 

balance.
How to do away with overtime work 

and extra workers in the Accounting 
Department.

He found his solution in using Elliott-Fisher 
Bookkeeping Machine. Now he gets on-time 
accurate work like thousands of other Elliott- 
Fisher users.
We suggest the advisability of your getting complete 
data on Elliott-Fisher Bookkeeping Machines with a 
view to placing yourself in a better position to solve these 
and similar problems for other concerns.

Write for Elliott-Fisher literature and make a study of 
the subject. It is yours on request, without obligation.

Elliott Fisher Company
1128 Elliott Parkway Harrisburg, Penna.

Offices in All Principal Cities

When writing to advertisers kindly mention The Journal of Accountancy.
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Significant Facts in respect to 
Preparation for Accountancy 
(C.P.A.) and for Modern Business
The professional success of graduates of the Pace 
Courses is well known. They are in successful 
practice in nearly every state. The Pace graduate 
possesses a capacity for clear thinking, a professional 
bearing, and a general dependability—qualities that 
distinguish his service wherever he works.
The business success of graduates is equally marked. 
Throughout the country large numbers of corporate executives 
—comptrollers, treasurers, secretaries, auditors, managers— 
give credit to the Pace Courses for the scientific business prep
aration that has made their success possible.

Everywhere the Pace student is known by his earnestness— 
his willingness to undergo rigorous preparation for Account
ancy and Business; and everywhere the Pace graduate is 
known by his capacity to think and to act.

In New York more than one thousand students are now in attendance upon 
evening class lectures under the direction of a teaching staff of 50 specially 
trained instructors. Small class groups are arranged to make a close per
sonal supervision of each student possible. Throughout the country the 
same courses are given in 54 Schools and Colleges. Extension Instruction 
(by mail) is given to students who cannot attend Resident Schools.

Details of Instruction and Outline of Pace Standardized 
Courses in Accountancy and Business Administration 
given in Bulletin (32pp). Mailed Free on Request.

“Your Market Value” (36 pp.) is a booklet which every man whose future 
is dependent on his earning power should read. Sent free on request. Ask 
also for a Sample Copy of The Pace Student, a monthly magazine which 
interprets the Purpose, Spirit, and Needs of Modern Business.

PACE & PACE
Pace Standardized Courses in Accountancy, Business Ad
ministration, and English, in Residence and by Extension

30 CHURCH STREET, NEW YORK
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