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Preparation for N.Y.C.P.A. Examinations
of June, 1914

Before Deciding, Investigate :

The Record of THE POST—GRA!]UATE SCHOOL OF ACCOUNTANCY,
Conducted by PAUL J, ESQUERRE, C. P. A. (N. Y ) is readily investigated:

The School was started in September, 1911.
Its success is graphically depicted by the following table:

i Number of
Number of | Number of | Number of Ebi?;:?x?iregfts Ex-Students Number of

Date of | JIr. Student
. ale Di Candidates Subjects Subjects FLoB] :m;ding me::ggl&rgyof gthuo :::;;r:
nat t . &
AT i | Presented Taken Passed Nﬁ:;]:l%clg-te & StragaSocAgty 3 gflsgjec:la
] of C. 8.
January, 1912 | 2 2 2 i 2 sL e
June, 1912 4 7 7 4t —- iy
January, 1913 16 52 | 49 7 & 1
June, 1913* 20 ZIS E ol W 45 2 e AN
42 132 | 103 15 8 8

*The showing of June, 1913, must be judged in thelight of the utter lack of success of other schools,
there having been about 8§ successful candidates out of 124 who took the examination.
+One candidate obtained the blue ribbon seal of honor.

For particulars as to Method of Teaching, Course of Studies,
CLASSES ARE LIMITED Length of Course, Terms, elc., apply, in person only, to

P. J. ESQUERRE, C.P. A.(N.Y.) 32 Broadway, N.Y.

NEW YORK UNIVERSITY

SCHOOL OF COMMERCE., ACCOUNTIS AND FINANCE

has for twelve years trained men for the practice of accounting as a profession,

This training has five distinct advantages:

IT IS PRACTICAL. The instruction is illustrated by concrete facts from
actual business experience.

IT IS BROAD. Over seventy courses are given, covering the fields of
acecounting, finance, business organizations, commercial law, journalism and the like.

I'T IS THOROUGIH. The regular three year course leads to the B. C. S.
degree. The work is all conducted according to University ideals.

IT IS CULTURAL. Principles rather than methods are the objects of study. Not the
performance of tasks, but the solution of problems is the aim.

IT IS ACCESSIBLE. Sessions are held in the morning, the late afternoonand the evening.

Write for full information. Write for a copy of the new circular. It contains facts
that will interest you. Address the Secretary.

New York University School of Commerce, Accounts & Finance

Washington Square, East, New York City

When writing to advertisers kindly mention TEE JOURNAL OF ACCOUKTANCY.
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Position Wanted

with Public Accountent by young man of good
education who has completed a course in_ higher
accounting and i now preparing for C. P, A.
examination. Opportunity for advancement
more important than present salary.

J. 206, 9% Journal of Accountancy.

COST MAN

With factory experience wanted by firm of
Certified Public Accountants. Stale experience,
reference and salary cxpected.

J. 205, % JOURNAL OF ACCOUNTANCY

Certilied or Chartered Public Acconntanis
are Invited to submit sealed proposals on or before
February 2, 1914, at two o'clock p. m., addressed to
the Commissioner of Indian AfTatrs, Washington, D,
., and plainly marked “Proposals for Stating Ac-
counts of Five (ivilized Tribes,” for preparing a
complete statement of the flscal affairs of each
of the Five Civilized Tribes of Indians in the
State of Oklahoma, ag required by the Act of June
30, 1913. Statements will cover, in detail, all Anan-
cial transactions hetween the United States and said
tribes from 1790 to June 30, 1913, including a
history of the derivation of each fund, as well as
receipts and disbursements thereof. Further infor-
mation concerning character and scope of work can
be obtalned only by personal examination of books
and records of the Indian Oflice;and Treasury Depart
ment. Bids must specify form and icope of statements
to be furnished and approximately when it is proposed
to complete the work. Compensation asked must be
stated in a definite “lump sum™’ not exceeding amount
of appropriation, which is $10.000. Proposals should
not be submitted by irms as stich, but by an individual
member thereof. The Commissioner of Indlan Affairs
reserves the right to reject any and all bids, Sue-
cessful bidder will be required to enter into contract
secured by bond in amount of his hid. .
Cato Sells, Commissioner of Indian Affairs,

WANTED

Copies of the following numbers of the
Journal of Accountancy.

Ng. a Feb. 1906 Vol. |

I Nov. 1910 “oxt
“oo Dec. 1910 . .
o5 Mar. 1911 U
“ 6 Apr. 1911 S
o9 Aug. 1912 XV
“ 3 Sept. 1912 o B
“og Oct. 1912 el Rt
“ 6 Dec. 1912 CICiy L

We will also buy bound volumes I, TV,
XIII, X1V, together with single numbers of
these and other volumes. Write what you
have.

THE RONALD PRESS CO.,
20 Vesey §t., New York

National
Business () Institute

Students of Accounting will be interested in
the following courses offered by the N. B. 1.

1. C. P. A. COACHING CLASS FOR
TIIE JUNE, 1914, EXAMINATION.
(Evenings.) The initial session of
this course will take place early in
February, following the class which
prepared for the January, 1914,
examinations. SEND FOR FREE
ADMISSION CARD.

2. ONE-YEAR COURSE IN ACCOUNT-
ING THEORY AND PRACTICE,
AUDITING THEORY AND PRAC-
TICE, BUSINESS LAW AND PRO-
CEDURE. (Afternoon and evening
sessions.) New courses, commenc-
ing early in February, wijll be
organized, if enrollment warrants.
Send in applications at once.

3. SPECIAL BUSINESS COURSES.
Enroll at any time.

4., COACHING CLASSES FOR THE DAY
AND EVENING HIGH SCHOOLS.
Apply at once.

VISITORS ALWAYS WELCOME.
National Business Institute
45 Wesat 34th Street, New York City

Telephone, Grecley 2793

This
Portfolio,
size 16x10,
with Four
Pockets
made of
Best grade
Sole Leather

(¥lack, Brown,
Russet and Black
Grained:

Sitk Stitched,
Lock and Key,
.00

Let Us Send You this
L. L. B. Portfolio

It is the most convenient, attractive, durable and
lightest—has greater carrying capacity and priced
lower than any other on the market. L. l.. 8. Port-
folios are made in 60 different styles. Single sec-
tions at $3.00 and upwards. Double sections at
$6.75 and upwards. KExpress prepaid to any poiot
in the United States.

If for any reason you should feel dissatisfied with
your purchase, return it at our expense and we will
cheerfully refund you your money.

Send for Cotaleg No, 22

L L. B. CASE MFG. CO.,
5 Cedar Street, New York City
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An Accountant Who Became President

A young accountant in New York was called upon to audit the books of a
fairly prosperous manufacturing concern in a nearby city.

The report he made at the close of his fust engagement with the company
was a bit unusual. It went into many things not generally touched upon in the
ordinary cut-and-dried auditor’s report. In it, he got behind the figures and
recommended changes in business methods and business policies that were
calculated to increase the concern’s margin of profit and its volume of business.

This was an advantage to his client, the manufacturing concern, of course.
It was also a big advantage to the accountant, for it brought him subsequent
extensive and profitable engagements which he might not otherwise have had.
He reorganized and systematized the company's plant and devised a bonus
system of wage payment. He installed a cost system which he had recom-
mended. He was engaged to watch over some changes in the company's
financial policy that he had adwised.

Finally, the board of directors decided that a man who could accomplish so
much for the company by giving it such a small portion of his time and thought,
could do a great deal for it by devoting his entire time and energy to its prob-
lems. They invited him, therefore, to take the vice-presidency of the company
at $10,000 a year and a share in the increased profits.

Today, this accountant is president of the company and owns a large share
of its stock. His knowledge of every phase of business activity--production,
selling and financing, as well as of accounting—has enabled him to more than
double the concern’s volume of business and to increase its margin of profit.

The accountant today is not through when he has
closed the books and drawn off his financial statements.
He is expected to get behind the figures and recommend
changes of business policy and business methods. He is
elpected to be an expert adviser to business men.

That is the sort of accountant who can rightfully claim
to be a professional man—and who can fll the prestdent’s
chair.

The Modern Business Course and Service of the
Alexander Hamilton Institute will tie to your knowledge

of accounts a knowledge of business that will make you
an exper} adviser to business men. It covers advertiang.
selling, financing, accounting, credits, banking, correspond -
ence and commercial law. It is big enongh for the
leaders in the profession of accountancy. It is not too big
for those who expect t> be numbered amang the leaders
of tomarrow. [t is thorough, practical and iiteresting.

Our full story is told in an eighty page booklet called
“Forging Ahead in Business” Send for your copy
today by filling out the coupon below.

Alexander Hamilton Institute

23 Astor Place, New York (IZity

You will ind some Indication of the snund poliey upon
which the Alexander Hamilton Institute conducts it
work by noting the membership of 118 Advisory Counefl,
The five members, repregenting commerce, aAccounts,
finanee, and and busg dugation, are:

JOSEPH FRENCH_ JOHNSON, D.C.S8.
Drean of the New York Unlversity S8chool of Com-
merea, Aécounts and Finabpce

ELIJAH W, SELLS3, M, A..C.P. A.

Benlor Memher of Hasking & Bells, Certl-

ALEXANDER HAMILTON INSTITUTE
23 Astor Place, New York City.

Without placing me under any sort of obli-
gation, send me your new hook, “Forging
Ahead in Business,' and full information
regarding your Course and Service. (Key)

fied Public Accountants.

FRANK A. VANDERLIP, LL.D,
Pregldent of the National City Bank of
New York,

JEREMIAH W. JENKS, LL.D.

Profesgor of Qovernment, New Yotk Uni-
versity.

HENRY R. TOWNE. A, M.

FPresident of the Yale & Townpe Mfg. Co,
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The Interrelation of Financial and Operating Data

By Warrer A. Sraus, C.P.A.

Not more than a generation ago, an “audit” frequently, if
not usnally, consisted of a comparison of vouchers, i. ¢., receipts
for moneys paid, with the record of payments as set forth on
the credit side of a cash bock and the verification of the cash
balance at the end of the period under review. The correctness
of the record of receipts as set forth on the debit side of the
cash book was more often than not stmply taken for granted.
The report consisted either of a notation on the cash book at
the closing date of the audit period reading, say, “Audited and
found correct” and signed by the auditor, or it consisted of a
very brief letter or certificate stating, for example, “I have
audited the accounts of Blank for the year ended 3rst December
18— and found them to be correct.”

A survival of this form of audit is still to be found in the
“audits” conducted by auditors appointed by the courts in estate
cases—the audit in such cases consisting largely of an inquiry as
to the items for which the executor, trustee or other fiduciary
agent should account and the integrity of the account as regards
the expenses claimed to have been paid or other disposition made
of the funds of the estate. In such audits comparatively little
consideration—in fact, it may be said ordinarily no consideration
—is given to the degree of efficiency with which the trust has
been administered.

Great advances have been made in the field of public ac-
countancy in the past generation—yes, even in the last five years
—and the professional accountant of today must have a broader

I
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vision than his forerunner, and must be prepared to assume
responsibilities which would make the practitioner of earlier days
shudder. Business methods are different today from what they
were before the telephone and typewriter had come into use, and
so the public accountant of today can no longer be a mere checker
of vouchers as in the early days. He must be able to visualize
the operations of a business; that is, he must be able to see them
in such a way that he may point out unfavorable tendencies, in-
efficient or improper management, and in general render construc-
tive service.

To be sure, the accountant’s responsibility, or what is expected
of him, is not yet alike in all cases. Some business men who avail
themselves of the accountant’s services do not yet realize their
scope or possibilities or are not prepared to accept services other
than auditing in the narrower sense of the word. Even though
this be true in some cases, however, every progressive account-
ant feels an ever increasing responsibility and realizes that the
demand of the times is for greater efficiency and usefulness of
service,

All that has so far been written will be generally admitted,
and the question is: How can the accountant increase the value
of his services and best measure up to what is already expected
of him in many quarters and fit himself to meet the ever expand-
ing requirements?

One way to do so is to take advantage of every opportunity
to relate or connect the data appertaining to the physical side of
his client’s operations with the statements reflecting the financial
aspect of the operations. This is by no means a new or novel plan,
but 1t is not used by all accountants as fully as it might be and
the value and importance of it are, perhaps, not realized hy all
accountants as much as they should be.

NEED FOR RELATING FINANCIAL AND OPERATING DATA

A well arranged statement of earnings and expenses serves
a useful purpose and conveys more or less valuable information.
1t is difficult, however, for an interested party to determine from
a study of a statement showing merely the amount of money
carned, the amount of expenses incurred and the resulting profit
or loss, how efficiently the operations of an enterprise have been

2
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conducted. Furthermore, it is extremely difficult, and in many
cases impossible, to compare the relative efficiency of two con-
cerns in the same line of business when only their financial state-
ments are available for comparison. When we leave the realm
of strictly business undertakings and consider municipalities and
institutions, the comparison merely of their financial statements
is usually of little significance.

Now in many industries and in many governmental and in-
stitutional functions, a unit of production or service can be found
for expressing the volume of production or service, which can
be used to show the realization and cost per unit of production
or service. In many factories the variety of product is such that
it is not possible to fix on any one unit of production which can
be made the basis for stating the volume of production or sales
of even one department, not to mention the entire factory.

For instance, a machine shop doing a jobbing business or
manufacturing only on orders according to the purchasers’ de-
signs, could not express its production or work done in terms of
any one unit which would indicate the volume of production and
consequently permit of ascertaining the cost per unit of output
or of sale, The same thing is true of printing shops, furniture
factories and many other manufacturing establishments which
will readily come to the reader’s mind. For such concerns, more
or less detailed cost accounts are necessary in order to permit of
the management’s critically studying the operations. It is sur-
prising, however, how many industries do lend themselves to the
treatment indicated, {. ¢., that the operations can be stated not
only as to their financial results but also in a broad way as to
the volume of either production or sales in terms of a given unit,
from which data the realization and cost per unit can then be
determined.

InpustrIiaL Unirs o Probucrion

Among the industries whose operations are susceptible of
such treatment, may be mentioned the following:
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Industrics Units of Production
Mining:

Coal Ton coal

Iron “ iron

Precious metals Pound metal
Quarries Ton- stone
Lumber camps or saw mills Thousand feet logs or lumber
Coke ovens Ton coke
Cement mills Barrel cement
Foundries Pound iron, brass or other cast-

ings; or ton of cast iron pipe

Rolling mills Ton or pound of bar iron, shapes
or rails

Blast furnaces Ton pig iron

Flour mills Barrel flour

Linseed plants Gallon oil

Tanneries Dozen skins (kid) or square foot
hide (calf or kid)

Automobile factories Machine (where only one type
is made)

Spinning mills Pound yarn

Knitting mills Dozen garments

Textile mills Yard cloth, ribbon, etc.

Creameries Pound butter

In some businesses there is but one final unit, as in coke manu-
facturing, where the unit is the ton of coke produced. In others,
for instance knitting, there may be a general unit, such as dozen
of stockings or underwear, but different sizes thereof. Conse-
quently care must he exercised, when dealing with a concern of
the latter class, in using the total quantity of production, as unit
costs are in stich cases really averages of a number of varying
units and the proportion of large and small sizes in the total
output may vary from one fiscal period to another.

Even in such cases, however, it is often found that there is
considerable uniformity from one period to another. For in-
stance, underwear is usually sold with a given assortment of
small, medium and large sizes in a given quantity. The ac-
countant’s experience and judgment must indicate to him just
how far it is safe to make use of a general or average unit of
production in a business where one absolutely uniform unit does
not obtain.

The fact that in some factories which have a standard unit
of production, such as yard of cloth or dozen of underwear,
there are many different grades or qualities of articles produeed

4
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must also not be overlooked. This may be the case to such an
extent that it would not be safe to base any conclusions on totals
of units which are uniform as to quantity but not as to quality.
On the other hand the volume of production and sales is valuable
information, even though the averages which would be obtained
by dividing such quantities into the corresponding money amounts
might be of little value or even misleading. This is another case
for the accountant to bring his good judgment and past ex-
perietice to bear in deciding how far to go in making use of such
data.

The unit of production may vary with the successive pro-
cesses in a manufacturing operation for which there is one final
unit. As an example may be cited the manufacture of cement.
Here the final unit is the barrel of cement made and the figures
showing the total number of barrels produced and sold respec-
tively, the cost per barrel made and the realization per barrel
sold during a given period are in themselves sufficient to give
quite an insight into the operations of a cement company, es-
pecially if they are considered by one having some familiarity
with the market conditions which obtained during the period
under review.

Much valuable information is obtained, however, if the volume
of each of the operations preceding the ultimate production of
cement is ascertained and correlated with the cost chargeable to
each operation. This would involve ascertaining the following
data:

Operations Production Units Operation Costs
Quarrying Tons cement rock Total quarrying cost
and limestone *
Grinding Tons ground rock Total rock grinding cost
Clinkering Barrels clinker Total clinkering cost
Grinding clinker “ cement Total clinker grinding
cost

The quantities of rock {ground and unground) and clinker on
hand at beginning and end of the period must be dealt with in
carrying forward from each operation in the manufacturing pro-
cess to the succeeding operation the quantity of rock or clinker
used and the cost thereof. This offers no particular difficulty.

* 1t the company does Dot have its own limestone quarries, the quantity and

eost of purchased limestone is best dealt with separate from the quarrying of
cemeént rock.

5
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With this data, the cost per unit in each of the several distinct
operations can be easily calculated. The costs in each operation
can be analyzed still further, but the data already indicated would
of itself be sufficient to permit of valuable comparisons of the
operations of one period with those of another, or with the
operations of other plants in the same industry.

In making such comparisons, however, it is necessary to
compare both volume of operations and unit costs. The volume
has a large bearing on the unit cost and an increase in unit cost
may be entirely due to a falling off in volume of operations. On
the other hand, a unit cost which is about the same or falls
slightly from one period to another should perhaps show much
greater decreases because of greatly increased volume of opera-
tions with correspondingly increased opportunity for utilizing
the possibilities of effective organization and system and thinner
spreading of the “overhead.”

One very helpful feature of a statement which combines
financial and operating data and unit realizations and costs is
that it makes it possible to determine how far an increase or
decrease in profits is due to a rise or fall in prices of goods sold
and how far to a decreased or increased manufacturing cost.
This a purely financial statement cannot show. The sales of
product may show a decrease in a given period as compared with
the preceding period, yet there may have been an increase in the
quantity of sales but a big drop in the prices realized. With
both the quantity of sales and the average unit realization ascer-
tained, the bearing of each of the several factors is plainly seen.

In addition to giving a better picture, as it were, of the opera-
tions than a financial statement alone can do, a combination of
‘operating and financial data, wherever it is feasible to effect it,
also has considerable value from an auditing standpoint.

In this connection it is interesting to consider for a moment
the famous Kingston Cotton Mill case * which has so often been
mentioned in discussions on inventories and the auditor’s re-
sponsibility regarding them. In this case the padding of the in-
ventories was continued over a period of years to bolster up
decreasing profits. During the entire period in which the falsifi-

* The essential facts in this case will be found in the court’'s opinior in
MONTGOMERY’S Auditing, Theory and Practice, pp. 577-579.

6



The Interrelation of Financial and Operating Data

cation was practised, the company ’s accounts were being regularly
audited.

An old saying has it that “hindsight is easier than foresight”
and it is not wise to criticise too harshly the practitioners of
twenty years ago who had not the light which we enjoy today.
Yet it may safely be said that had the auditor in this case not
rested content with accepting the manager’s certificate to the
correctness of the inventory and preparing a profit and loss ac-
count on a currency basis only, but had carefully considered the
available operating data, or—as it might also be put—had con-
structed a profit and loss account dealing with the guantities of
yarn and cotton on hand at beginning and end of each period,
and of cotton purchased and yarn sold during the period, and
making allowance for the usual loss of weight in manufacturing,
the fraud would surely have been discovered. The quantity of
cotton and varn in the inventory would so far have exceeded the
quantity called for by the foregoing calculation, that the discrep-
ancy would have invited searching investigation,

Another use of operating data by the awditor, somewhat
analogous to that just described, is the use of it as a basis for
determining approximately the profits which should have been
realized from a given volume of operations. For instance, in
the linseed business, there is a more or less definite relation be-
tween the market price of flaxseed and the market price of lin-
seed oil which is extracted from flaxseed. Ii a linseed manu-
facturer eliminates the speculative element from his business by
“covering” sales of oil with purchases of flaxseed options, the
profit to be realized may be figured by multiplying the number of
bushels of seed which were put through the process by the
expected rate of profit per bushel of seed. Of course, it will
not work out exactly, and disturbing factors other than fluctua-
tions in the price of seed (the raw material) and of oil and
linseed cake (the products) at times may be encountered, but
the very fact of reckoning with these factors and determining
their effect will be a satisfaction in stating the operations and
may result in placing valuable information before the client.

Pusric UriLitry UNITS OF SERVICE

The operations of most public service corporations lend them-
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selves very readily to the correlating of their physical and finan-
cial aspects in a combined statement. It is in this field, tco, that
probably the widest use has been made of this method. The most
generally used service umits, as they may in the case of such
operations be called, are as follows:

U'tilities Unite of Service
Railroads Ton mile (freight); passenger mile
Electric railways Car mile; car hour; passenger
Electric light and pewer K. W. hour
Gas companies 1,000 cubic feet gas
Water companies 1,000 gallons water

The telephone companies form about the only class for which
#t is difficult to find a satisfactory service unit. If only the city
exchange business had to be considered, the problem would be
easily solved, as the number of calls made would be a natural
and satisfactory basis for stating the volume of operations and
for determining the revenue and operating cost per unit of service
(the individual call). The long distance service, however, in-
troduces a complicating factor, as the total number of calls in
one period, resulting from the combining of local and long dis-
tance calls indiscriminately, is very likely to be noncomparable
with a like total for another period and particularly for another
district. When the revenue and the operating expenses of strictly
local business can be completely segregated from those apper-
taining to long distance business, the calls made can be very
satisfactorily used as a basis for stating volume of operations
and unit cost of operation and unit revenue.

In the case of some utilities, the operations must be divided
into two or more sections and a distinct service unit used for each.
In the case of railroads, for instance, the revenue and operating
cost @f freight and passenger service must be segregated if the
units of ton mile and passenger mile are to be employed. As to
the revenue this is readily doné, but as to the operating expenses
this is not so simple, as many of the expenditures are for the
common benefit of both classes of service. The maintenance of
way and general expenses are pertinent illustrations.

When it is borne in mind, however, that in determining manu-
facturing cests, a very considerable portion of the factory ex-
penses must be apportioned among the various articles manu-
factured on a more or less arbitrary basis, there is really no
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reason why in the case of railroads and similar utilities expenses
which apply alike to several different classes of service should
not be apportioned among the several services in a way that
careful observation and study indicate to be as fair as possible.
Unless such a separation or apportionment is at least attempted,
the cost of performing each different class of service is not even
approximately known, and with the ever increasing regulation
of rates charged by public utilities this is surely most important.

Of course, the units shown are by no means all that can be
employed. Different units may be applied to various groups of
operating expenses, as, for instance, the cost of maintenance per
mile of track and in turn the number and cost of ties per mile
of track and so on.

GOVERNMENTAL AND INSTITUTIONAL UNITS OF SERVICE

It might at first glance be thought that expenditures for
various kinds of governmental service or functions would hardly
yield themselves to the kind of treatment which has been ad-
vocated for the stating of industrial and public service opera-
tions. It is true that for some kinds of services it is most diffi-
cult to find a satisfactory unit of service; on the other hand it
is also true that careful study and analysis show that such units
can be found for expressing the quantity of various kinds of ser-
vice and for stating the cost per unit of service more often than
might be thought.

In the case of water works, gas plants and similar utilities,
the same service units would naturally be used as by public ser-
vice corporations. In the case of garbage disposal, for instance,
the tons removed would express the amount of service; of street
cleaning and street maintenance, the square yards of street area
cared for; of police and fire service, the population served or
square miles covered, or both; of inspections of various kinds,
the number of inspections of each kind made,

For schools the cost per pupil and for hospitals and asylums
the cost per patient are good units. Effective use of such unit
costs can be made by comparing the cost not only in one city with
that in another, but also by comparing say, the cost per pupil at
one school in a city with the cost at other schools of the same
grade in the same city.
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Some years ago the writer's firm, in reporting on the account-
ing methods of one of the large cities of the country, recom-
mended that the classification of the city’s expenditures by
activities, functions or operations

be developed into a complete cost system by extending it to provide also
for the complementary records or statistics of the quantity of work per-
formed or service rendered. Thus sufficient data would be available for
determining not only the total cost of a certain kind of service such as
street cleaning, but also the length and area of streets cleaned and the
cost per square yard. *' * * The importance of developing the city's
accounting system along the lines indicated is especially emphasized when
it is remembered that the ultimate test which may be applied to determine
whether or not a business enterprise is successful cannot be used to de-
termine the efficiency of the conduct of a municipality’s financial affairs.
Business administration in the ultimate analysis has in view the earning
of profits, and the accounts, if intelligently stated, will show how far this
end has been achieved. On the other hand governmental administration
i1s not concerned, directly at least, with earning profits but with rendering
services to the community which presumably are to be paid for at cost
by the community by means of taxes or special assessments, Hence it is
that comparatively slight changes for the better or worse in the results
of the administration of business enterprises are automatically brought
to the attention of an ordinarily observant management by the fluctua-
tion in net profits for succeeding periods of operation, while the cost of
exercising governmental functions or performing public services may
gradually increase in greater proportion than the growth of population
or other causes warrant without the fact being noticeable excepting to the
unusually vigilant, Even if expenditures do not increase, the service ren-
dered may not represent full value for the expenditure made and yet the
{fact not be so obtrusive as to attract the attention of the average taxpayer.

Actual or potential competition tends to compel the manufacturer or
merchant to give adequate value for the money received from his cus-
tomers. This spur to efficient service is almost entirely wanting in govern-
mental administration. There is no competitor offering to furnish a bet-
ter article or more efficient service for the same expenditure. It is only
in the case of municipalities operating such enterprises as lighting or
water supply plants that a private corporation sometimes assumes the
role of the competitor by offering to operate the plant more efficiently,
and to the greater financial benefit of the city or the consumers or both,
than the city appears to be able to do.

There is another very important distinction between business enter-
prises and municipalities which has a decided bearing on the expendi-
tures of moneys in connection with then- administration. In the case of
business undertakings their revenue is limited to the return from their
expenditures, and extravagant or unnecessary expenditures are not off-
set by a corresponding return of income. There is thus ap inherent
necessity for keeping expenditures within the bounds of the income wh1ch
they may reasonably be expected to produce. On the other hand, muni-
cipal expenditures are not, in the main, expected to produce direct revenue
and the rate of taxation may be mdeﬁmtcly increased to provide the,
funds for making extravagant or unwise expenditures.”

It is obvious that detailed information, not only as to the cost but the
quantity of service rendered, must be had before the taxpayer, or those
representing him, are in a position to commend or criticise intelligently
the administration of the city’s activities.

Soon after the report, from which the foregoing extract is
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guoted, was made public by the commission for which it was
prepared, Dr. Winiam F. WiLLoucHBY, assistant director of
the census, read a paper on The Correlation of Fimancial and
Physical Statistics of Cities before an annual meeting of the
National Municipal League. The bureau of the census in its
published statistics of cities has for some years been comparing
the unit cost for certain kinds of municipal service in various
cities.

In the city before referred to, a complete cost system has
since been installed for the board of education. The expenses,
classified as to tuition, supplies, building maintenance, etc., are
kept separate for each of the schools in the city, there being con-
siderably over a hundred schools in all, and costs per pupil are
worked out for the various classes of expenses. The comparison
of the costs at the various schools and of the expenses for main-
tenance of buildings and of equipment at the different schools
yields information of great administrative value.

In conclusion, it may not be amiss to quote from another
public report on unit costs as related to municipal service which
also applies to some extent to the consideration and cotnpatison
of unit costs shown for the operations of industries and public
utilities.

Unit costs are of great value for administrative and other purposes,
but they are only one of several factors which have to be taken into con-
sideration in determining whether or not a city’s activities are being
efficiently conducted. A low unit cost is not in itself conclusive evidence
that real economy is being exercised in conducting the affairs of a city
or institution. For instance, the cost per capita of operating the city
homes and hespitals might he very low as compared with similar institu-
tions elsewhere and at first glance it would seem that they were being
operated on a remarkably economical and efficient basis. As a matter of
fact, however, the low cost might be secured by supplying insufficient
food—or of an inferior quality—to the inmates, or by havmg too small
a staff of doctors and attendants, or again pethaps by “skinning” the main-
tenance of the buildings and other equipment, i. e., by failing to spend
the amount required to maintain the equipment in the best of condition
and in keeping with the most modern standards, This being so, it is
desirable that unit costs shall be obtained not only for the operation as a
whole, but for the component parts thereof. E. g., the cost of conducting
homes and hospitals should be shown not only in total per capita, but also
the per capita for such leading items as salaries of attendants, subsistence,
ciothing, house furnishings, repairs, etc.

Furthermore, in conjunction with the ascertaining of unit costs as a
basis for intelligent criticism of the conduct of the city's affairs, it will
always be necessary to make observations at close range of the manner
in which work such as that at the city institutions is being carried on,
whether it is in accordance with the best practice or whether methods are
antiquated and behind the times. Methods of caring for the unfortunate,
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-particularly the insane, have undergone radical changes in recent years,
and the design of the buildings and the auxiliary equipment required for
the hﬁusing and treatment of the patients have likewise been vastly im-
proved,

We would not have it inferted from the foregoing paragraphs that
unit costs and comparisons between different localities have little or no
practical value. Of necessity the conditions obtaining in each case must
be learned, but the conduct of municipal activities tends toward an
average percentage of efficiency the country over, and a notable divergence
from the average cost indicates a necessity for ascertaining whether a
high cost is due to a high standard of service performed or whether it is
due simply to extravagant or inefficient management; and, on the other
hand, whether an unusually low cost be due to higher efficiency than the
average or to a lower standard, 1. ¢, poorer quality of servicee As a
general tule, it may be said that the comparison of the cost of conducting
the activities of one city with costs of like activities elsewhere will in-
dicate to a very comsiderable extent, even if not conclusively, the degree
of efficiency of management in the city under consideration. Certainly
if it costs less to perform the same service elsewhere it behooves a city
to ascertain whether the quality of the service being performed elsewhere
is equal to its own, and, if so, whether it is not feasible to reduce the cost
of its own service. On the other hand an abnormally low cost compared
with that in other localities may well raise the question whether the com-
munity is performing the full measure of its obligations to its own citizens.
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Cost Accounting Practice with Special
Reference to Machine Hour Rate*

By Crinron H. Scoverr, A. M., C. P. A.

There is more reason now than at any other time for many
years why American manufacturers should consider most care-
fully the problems of finance and management of their busi-
ness undertakings. Facing the prospect of increased foreign
competition in some lines, and the tendency towards higher
wages which inevitably follows the increased cost of living,
and especially the increased cost of food, which makes up such
an important part of working men’s expenses, manufacturers
are necessarily interested in any ways or means to make their
industrial operations more efficient.

Many things contribute to the efficiency of shop management.
When a business is small, its success usually depends on the
ability, foresight and good judgment of one or two energetic
men. As the business grows, methods and system must more
and more take the place of the manager’s personal oversight,
and the need increases for accounting sound in principle and
simple in operation.

Under the influence of the new science of management,
there has been a constant study in the last few years of manu-
facturing methods, operating standards, cutting speeds, etc., re-
sulting many times in such marked increases of production that
the management may be sure that an improvement has been
made, even if it does not know exactly how much saving has
been effected.

It has been clearly established, however, that the cheapen-
ing of manufacturing operations which is brought about by a
better operating practice is frequently secured at a considerably
increased cost for office force, planning departments, helpers,
supervision and other indirect labor, sometimes wrongly called
non-productive. As a result the practical problem for the manu-
facturer is to compare the lessened direct cost for labor and
equipment with the increased cost for the other factors. This

* An address delivered before the annual convention of the National Assocla-
tion of Machine Tool! Builders, Hotel Astor, New York, October 22, 1913. :
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he can do only when he has an adequate cost accounting prac-
tice.

It is my purpose to point out the essentials of a cost sys-
tem for a machine shop, or ‘a manufacturing plant where the
operating conditions are similar, with especial reference to the
theory and practice of a machine-hour rate. I expect to show
you that this is an intensely practical matter, and that it has
an important bearing on the sales policy and the general manage-
ment of your business.

Classify Expense Properlv—Distribute it Correctly

Good cost accounting depends on the correct application of
a few well understood principles. The first is to have the direct
charges from the original sources, that is, pay-roll and material
distributions, correctly classified between direct and indirect
costs, and then to determine how the indirect, or so-called non-
productive charges, may be identified with the product.

Any cost accounting practice worthy of the name should re-
cord accurately the direct labor costs. In a machine shop, or
under similar conditions, this direct labor cost should be ap-
plied with precision to each job going through the shop. Very
little cost accounting practice, however, has attained any similar
precision for distributing the indirect charges for equipment,
referred to hereafter in this article as burden.

What is Burden?

As the difficult and important part of cost accounting is to
determine how a correct distribution of burden may be ac-
complished, it is clearly worth while to consider briefly the
elements of burden.

It is a tedious and expensive undertaking to build and equip
a new plant, and to complete the cycle of manufacture from de-
sign to finished product; and there is much to gain in the way
of a clear understanding of costs, if we trace out this develop--
ment step by step, taking careful note of the elements of the
problems as we proceed.

When a new industry is to be established, the directors first.
buy a parcel of land suitable for the location of the proposed
shop. If the purchase price is $40,000 the new enterprise has at
once absorbed capital that should earn about $2,000 to the
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ordinary, prudent investor, who takes no manufacturing or trad-
ing risks. A site as costly as this is probably situated in or near
a city, so that it will be subject to taxes of $s00 or $600.

Shop buildings are next erected at a cost, let us say of $200,-
oco more. This outlay of capital, like the investment in land,
involves an annual interest charge (of some $10,000), and under
present laws, an annual penalty of some thousands of dollars
more for taxes. But, unlike land, the buildings will require con-
stant repairs. Even then they are subject to a slow but certain
deterioration and obsolescence that must be met by a charge
for depreciation. To protect the investment, the owners must
pay insurance and provide watchmen. To make the buildings
usable, they must be heated and lighted, supplied with water and
fresh air, and regularly cleaned. The striking thing about these
charges is that they all go on without any abatement, unless the
shop is shut down, dark and cold, and even then the principal
charges—interest, taxes, insurance, repairs and depreciation—
abate scarcely at all. ‘ .

All this expense has been incurred by the management to
provide suitable areas for the intended manufacturing process.
If there are five or six subdivisions, each one may occupy an
entire small building, or all or part of a floor in a larger build-
ing. Whatever the details, each department (if we may use
that overworked word) uses so many hundred square feet of
floor space and must carry its proportionate share of the land
and building charges already described.

Within a department there may be one or more different
operations, such as, milling, grinding, boring, turning, planing,
fitting and assembling. The equipment in each case represents
an investment of capital; it requires the payment of taxes and
insurance; it suffers depreciation (even more rapid than the
building), and it incurs charges for power, repairs, and such
indirect items as superintendence, inspection, and helpers’ ser-
vices. Tf the shop shuts down, the power may be shut off and
the foreman dismissed; but so long as it runs, however short
handed, or however inefficient, these charges do not change
materially; and the fundgmentals of interest, taxes, insurance,
etc., (with the possible exception of repairs) are not one whit
less.
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All that has been described so far is overhead expense, more
properly termed burden, and does not include any labor applied
directly to the product (like the operative who is working at
a lathe or boring mill).

This great accumulation of burden represents monufactur-
ing capacity. Fach department, and each separate machine-
tool has a known annual burden. Its cost per hour is determined
by dividing the total burden by the hours in the working schedule,
and the shorter the schedule, the greater the hourly cost.

Having completed the buildings and installed the equipment,
the management is ready to begin manufacturing operations. As
the several parts of the machine progress from rough castings
or forgings to finished pieces ready for the assembling floor,
their value has increased as they have absorbed the successive
increments of direct or productive labor and of the burden ap-
pertaining to the production centres through which they have
passed.

Cost Accounting and Froduction Control

Before illustrating the practical application of this theory,
1 want to point out that good cost accounting is a help to effi-
cient management, not only as it traces and records values but
also as it may be made a powerful agent for production control.
From my experience in professional service for industrial plants,
I emphasize more and more the practical value of this second
aspect of the work.

It follows therefore, that the first step in planning a cost ac-
counting practice for a machine shop is to consider by whom
and how authority to manufacture shall be made. It is simple
enough to order ten castings from a given pattern which has
already been made, but as you all know, the production of a
machine tool involves orders for castings of many different pat-
terns and sizes, bar stock for forgings, etc.,, and these material
orders are all very simple in comparison with the complex
schedule of machine operations which are required to produce
the finished parts. You all recognize how important it is that
parts should be made in quantities that are economical and
that the different pieces required should all be ready together on
the assembly floor. It is, therefore, of the utmost importance
to make effective plans to initiate and control the production so
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that these results may be accomplished. The management will
then have a definite schedule of manufacturing operation on
which costs may be determined by orders, by lets, by individual
parts—with as much or as little detail as may be necessary.

What Constitutes an Adequate Cost Practice

Returning now to the subject of specific costs, the first step
is to provide such labor records, preferably with good auto-
matic time stamps, as will make possible the necessary distinc-
tion between direct and indirect operations, and the exact time
devoted to each lot of material or each expense order.

The next step is to compute the burden correctly for each
department, including mterest, taxes, insurance and deprecia-
tion on the buildings and equipment, and the additional charges
for power, supervision and repairs. In many industrial plants
“manufacturing expense” includes only part of these charges.
The first cost of manufacturing is plant investment—Iland and
buildings. No management using a rented plant would think
of omitting rent from overhead charges. When the manufac-
turer becomes also a landlord, as when the plant is ewned by the
manufacturing company, what sound reason can possibly be
given for omitting from burden the charges which the manage-
ment incurs in lieu of rent? '

The equipment presents a slightly different problem. Very
few manufacturers operate with rented equipment; if they do,
there is rent to pay, as an unavoidable burden on the manufactur-
ing operations. When the equipment is owned, the maintenance
charges are equally unavoidable. The manufacturer must get
interest on his investment before he has in any sense a profit,
and he must bear the expense of taxes, insurance, depreciation
and repairs. * Although these elements of cost may be neglected
or not stated, they are, nevertheless, taking their proper share,
or more, of what is figured without them as gross profits.

The ‘weakness of many cost systems is that important ele-
ments of indirect cost are thrown together in a “general ex-
pense” account, concealing the leaks and wastes that reduce
efficiency and curtail profits. Many manufacturers have no
doubt been satisfied to handle burden in vague and general terms
because they did not know any better way to dispose of it.
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It may be stated confidently that under ordinary machine
shop conditions, no accurate distribution of burden can be ac-
complished, and therefore no accurate costs determined, by
spreading burden over all the work done in the shop as a per-
centage of the cost of direct labor. In the shop proper, with its
widely varying equipment of machine tools, distribution on the
basis of a man-hour rate is not very much better, although, as I
shall point out later, that plan works very well for fitters and
assembly men.

To secure a correct burden distribution it is only necessary
to prove, by analysis, the elements of which it is composed and
then to consider how all this overhead is actually applied to the
product.

Attention Should be Fixed on the Production Center

At this point we encounter another mistaken tradition of
“departmentalized costs.” To define burden correctly in each
department is good as far as it goes, but it does not go very far,
especially in a machine shop. The attention of the manager and
the cost accountant ought to be fixed on the individual produc-
tion centre, usually a power machine. Recent developments
under actual shop conditions show that the correct burden for a
machine tool may very from less than ten per cent to over three
hundred per cent of o machinist's wages. The widely accepted
method of charging burden to costs on the value of productive
labor makes no distinction between the mechanic at the bench,
whose work has practically no burden except supervision, and
the operator using a costly machine, which involves heavy charges
for maintenance, power and repairs.

Fallacy of Average Rates

Face this situation squarely and the fallacy of an average
rate is exploded forever. Instead we recognize as many ele-
ments of burden as possible, and while it is not necessary or
desirable to apply these elements separately to the cost of each
job, it is from every point of view desirable to identify the
burden with the production centers through which it is charged
to the jobs. For machine tools, under this plan, there is a charge
to each job for the use of a tool as specific and as definite as the
charge for the wages of the mechanic who operates the tool.
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Bench Hands and Assembling Crews

The work of bench hands and mechanics on the erecting *
floor must be accompanied by a burden charge which obviously
is not literally a machine-hour rate. The burden rate for bench
equipment differs not at all in principle from the rates for the
machine tools. If, as is usually the case, the mechanics at the
bench work under substantially uniform conditions, a uniform
rate may be made at so much per hour for the use of the ac-
commodations which- they require for their work. In a large
shop the bench rate might be different in different departments.
Since it is uniform for all mechanics who work at the bench,
it is practically a man-hour rate. It must be borne in mind, how-
ever, that it is a rate for the use of equipment only, unless in-
deed the circumstances make it convenient to merge the cost of
supervision with the cost of equipment,

The erecting hands in a shop present a problem of a dif-
ferent kind. Their work usually requires a considerable area,
and important charges for crane service and supervision. To
speak of this work in terms which have long been familiar in
cost accounting practice, the erecting floor may be considered as
a department whose burden is to be distributed with reference
to the work performed by the mechanics employed in the de-
partment. Probably the best way to distribute this burden is
on a man-hour rate derived by dividing the total annual burden
by the number of man-hours for the department.

General Burden

There are other charges connected with the management of
a machine shop or manufacturing plant which are not necessarily
well expressed through an hourly equipment rate. Such are
charges. for the drafting room, the bookkeeping, cost accounting,
supervision, liability insurance, and general charges of manage-
ment not specifically and directly connected with the maintenance
and operation of machinery. These are charges which in a
small shop should be applied in a fairly uniform way over all
the employees in the establishment, preferably on a man-hour
basis. This charge would be known as general burden, and
since it would be uniform, it may be applied to the cost of each
job, against which hours of mechanics’ time have already been
recorded, with very little additional work.
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Why Scientific Machine Rates are Important

The successful operation of a scientific machine rate is the
most important development that has occurred in cost accounting
practice in a generation. As these rates may be applied to the
cost of jobs, the charge for burden which hitherto has been the
difficult and uncertain part of cost accounting will be as accurate
as the charge for direct labor. Furthermore, the use of equip-
ment rates, in effect g precision method for the important part
of overhead expense or burden, requires no more work in a cost
office than the application of a rate which contains only part of
these charges.

There are two good reasons for saying that a scientific ma-
chine rate is a development of tremendous importance in cost
accounting practice. The first is that referred to in the opening
paragraph of this article, namely that it is essential when scien-
tific management is introduced that there should be an exact
measure of the saving which is effected by it. The literature on
this subject has not thus far made a sufficient recognition of
the very important fact that if an operative reduces the time on
a given job from ten to seven hours, for example, he has not
only saved three hours at his wage rate, but also three hours
of the rate for the machine tool which he has used, and three
hours of general burden. As will appear from.the table an-
nexed to this article, these overhead costs are frequently more
important than the direct wage which has already received so
much attention.

Cost accounting practice, moreover, which analyzes burden
charges as described in the foregoing paragraphs would natur-
ally make a very precise account of the increases in overhead ex-
pense of any kind. In some cases in connection with the intro-
duction of scientific management, these increases would be in a
partictilar department, and would operate to increase the burden
which would be disposed of as a machine-hour rate for the tools
in that department. Usually, however, the additional charges
would operate to increase the general burden, which is one of
the most important and at the same time, one of the most elusive
elements of manufacturing cost.

20



Cost Accounting Practice and Machine Hour Rate

A Measure of Loss Due to Slack Production and Inefficient
Operation

The second reason for attaching so much importance to a
scientific machine rate is that it smekes possible an accurate
measure of the loss due to slack production or intevrupied opera-
tion. This is perhaps more important than the improved ac-
curacy of cost records referred to above. When the board of
directors is gathered at the end of the year, or once in six months,
to learn about the results of the period under review, they do
not often consider such detailed matters as the cost of individual
orders. On the other hand, they are always interested in any
explanation which the manager has to make about losses that
are due to curtailment of manufacturing operations.

The directors at such times would value more than anything
else a clear statement showing how wmuch their company had
lost on this account, especially if the details of the statement
could be readily understood and readily proved by an analysis
of the operating conditions. The big problems (in regard to
manufacturing) which the directors have to settle are to make an
efficient use of plant and equipment, especially if they are asked
to decide on new additions to meet a probable volume of busi-
ness. The new plant means an added investment, and it is of
the utmost importance that the accounts should subsequently
show to what extent this investment was utilized.

It is essential to distinguish clearly between losses or gains
on machines actually made and sold, and losses due to slack
production or inefficient use of equipment.

It must be borne in mind that the finished product has ab-
sorbed only the burden of the equipment actually used in its
manufacture. It has not absorbed the burden of unused equip-
ment or idle machinery. If the plant includes a foundry and
the management decides to purchase castings, the idle foundry
has contributed nothing to the product. It is obviously unfair
to charge into the cost of goods the burden charges on the
automatic machinery that may be idle because the management
is buying and not making machine screws. If only three-
quarters of the lathes run, the idle remainder have not helped
machine parts actually manufactured, and although the plant
may go into bankruptcy if it cannot utilize its equipment, the
cost of the work actually done is not greater on that account,
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The burden on idle machinery is no more a part of the cost
of manufacture (unless due to enforced seasonal variations)
than the burden on a shop owned by another corporation. When
there is a proper distribution and application of expense bur-
den, only the burden is charged to cost which represents the
equipment utilized in manufacture, and burden not applied re-
mains as a balance to be charged direct to the loss and gain
account at the end of a month, six months or a year. (See dia-
gram page 11.)

This is readily accomplished through the means of burden
accounts which collect by a very simple bookkeeping practice
2ll of the charges in a given class, and receive credits as bur-
den rates of the same kind as charged to the cost of product
going through the works. The unearned burden in some cases
may indicate an error which is to be corrected by using a more
accurate rate in a subsequent period, but when proper records
have been established, the unearned burden is a clear loss, and
the balances of the burden accounts should be transferred directly
to the profit and loss account.

Effect on Sales Policy

If the distinction is maintained between losses or gains on
goods made and sold, and losses due to restricted output, the
management will consider sales policies in a much more certain
way than is possible when the facts are obscured in the haze
of average costs, calculated on varying volumes of product. In
respect to burden it is frequently true that costs figured as
averages vary beyond all hope of comparison as the volume
of output goes up or down.

When a cost accounting practice is maintained that dis-
tinguishes carefully between prime costs for material and labor,
(which vary almost directly with the volume) and overhead
charges or burden, the managers can see exactly in times of
slack producton at what price they can take any work that is
offered and get something to carry the burden of the shop, in ad-
dition to the direct cost of labor and material. This, it must
be admittted, is to some extent a matter of policy, for it may be
better to hold a price and restrict output, rather than break the
market by quoting prices that will give temporarily a little ad-
ditional profit.
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A Measure of Manufaciuring E ficiency

Whatever the effect on sales policy, good cost accounting,
including correct burden distribution, is a matter of enduring
importance from the point of view of manufacturing. Changes
in volume may completely obscure gains or losses in efficiency,
and render comparative costs of similar jobs impossible from
season to season, solely because of the variations in the amount
of business done. Exact costs, comparable under all condi-
tions, are not to be secured unless the burden charged to pro-
duction is only that appertaining to the equipment that is actually
at work.

From the manager’s point of view, the significant fact is
that the burden, which it is proposed to apply through a series
of equipment rates, is not appreciably less when the operating
schedule of the plant is reduced. It is true that power charges
may be slightly less, but the fixed charges for building space,
interest, insurance, taxes, depreciation, and in some circumstances
for repairs also, are no less when the machines are idle. The
manager of a machine shop cannot maoke a greater mistake in
figuring costs than to chorge a higher burden in any form what-
soever for the operation of part of his equipment, beceuse the
rest of it is temporarily idle, or a higher rate for e smaller
labor force because the plant is working on part time. These
differences which have always atiracted the altention of observ-
ing managers are almost entirely clear loss or waste, and should
be recognized as such and charged directly to the profit and loss
account.

A Practical Example

The practical manager who regards these ideas as too theo-
retical will do well to inspect the following list which shows the
results of working out a machine-hour rate for direct operating
burden in a plant operating about one hundred and fifty ma-
chines.

Number of Rates Number of Rates
Macgines in Cents Machines in Cents
1.5 12 @ 0
4 « 2.0 12 u g.o
9 . 2.5 7 “ 87
3 A 1 AR
40 3 95
2 . “ 5.0 10 “ 10,0
4 H 6.0 3 “ 11.0
10 “ 6.6 13 “ 12.0
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2 (‘aj 13.0 3 Cﬁ 24
2 ' 14 2 2c

11 “ 15 3 " 2¢
I “ 17 1 I 29
3 * 18 2 “ 30
1 0" IQ 1 45 47
I “ 20 I & 52
1 “ 22 i “ 76
4 ] 23

If one is disposed to criticise the minute division that has
been made, such as having rates at 8¢, 8.7¢, 9c, 9.5¢, and I0c, it
should be borne in mind that there is practically no more work
in the cost accounting department in using five rates instead of
two. Moreover, if an effort is made to combine some of these
rates, it is exceedingly hard to say which rates should be raised
and which should be lowered. If five rates like those mentioned
above should be brought together, some of the rates would be
at least 15% out of the way. Such an error is altogether too
large to be tolerated unnecessarily, when one is seeking for
really accurate costs.

At the plant where these rates are in force the burden for
erecting hands, including the charges for floor space, crane ser-
vice and supervision, was five iimes the rate for bench hands.
In addition to these rates every employee participates in a gen-
eral burden which includes superintendence, managers, draft-
ing, cost accounting, and all general charges, except those con-
nected with selling expenses.

Inaccuracy of the Old Methods

The results which have been secured in working out these
machine rates need only be stated to a practical man to show the
violent inaccuracy which there must have been in cost account-
ing when overhead charges were applied as a percentage of
productive labor, or even on a uniform man-hour basis. The
following figures will supply a vivid illustration of the inac-
curacy of the old method:

Job No. r Job No. 2
5 hours labor @ 28¢ = $1.40 5 hours labor @ 28¢ = $r.40
g hours butden on the 5 hours burden on the
average plan @ 3o¢ = 1.50 average plan @ 30c = 150
Total cost = $z90 Total cost = $2.00
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At the same wage rate the two jobs show the same cost be-
cause they took the same time, although job No. 1 may have
used a machine worth 3c per hour and job No. z a machine
worth 24¢ per hour, or even one worth 50c per hour or more,
Under these conditions, and assuming a general burden rate of
10c per hour, the true cost of these two jobs was as follows:

Job No. 1 Job No. 2
5 hours labor @ 28¢ = $1.40 5 hours labor @ 28c = $1.40
5 hours machine rate 5 hours machine rate
@ 3c = .15 24¢ = 1.20
5 hours general burden 5 hours general burden
@ 10c = .50 @ 1oc = .50
Total cost $2.05 Total cost $3.10

This is a very conservative comparison. If job No. 2 required
a machine worth 6oc per hour, the cost would have been $1.40-4-
$3.00+8.50—=$4.00. The percentage on labor method, or a
straight man-hour rate in the shop, would show that these three
jobs had the same cost, although as a matter of fact in the
second case the cost was 151% and in the third case 239%
greater than the first.

Perhaps the best thing that can be said about cost accounting
practice by machine-hour methods is that it does not require any
more work than any of the older methods that have been well
developed as a means for taking out costs. At the plant from
which the above illustration is drawn, it is not expected that
there will be any increase in the cost accounting force for the
operation of the plan as outlined. Of course, if a plant with an
under-developed cost practice, or none at all, starts to make im-
provements in a wholesale way, it must expect to increase the
overhead charges. If this increase is wisely planned, it is sure
to be a money making expenditure,

Mass Production and Automatic Machines

As noted earlier in this article, there are some conditions,
of course, under which a machine rate cannot be used to dis-
tribute burden, but the underlying principle of collecting all
burden chorges for each production center is sound, whatever
method may be used for distribution. Some operations can best
use a process rate, which includes labor and accessory supplies
as well as burden. This method is particularly applicable to mass
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production, or any work that is not made on successive and
clearly distinguished manufacturing orders. ‘The application
of overhead charges, however, can be made through a process
rate strictly in accordance with approved principles of burden
distribution,

Automatic or semni-automatic machines present a troublesome
problem of burden distribution, especially as the burden is
usually far more important than the labor as an element of manu-
facturing cost. This problem has been handled at a plant operat-
ing several hundred automatic machines by a plan of efficiency
charts, which provide for charging to the job the cost of the
effective operation of the machine. Cost accounis under this
plan measure with great precision the loss due to slack produc-
tion, or careless attention from the operator.

Conclusion

There are still some managers who do not realize the im-
portance of a good cost and accounting practice, but the know-
ledge it supplies is undoubtedly a valuable business asset, as well
as a powerful aid to efficient management. The best possible
evidence for this statement is that progressive and successful
manufacturing enterprises are making liberal expenditures for
work of this character.

The present day trend of business is undoubtedly in the
direction of a more exact and scientific knowledge of every
important detail. Success by rule of thumb, or from energy
and enthusiasm alone, is becoming more and more impossible.
“The man who knows and knows he knows” is the man who
wins.
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Efhiciency in Municipal Accounting and Reporting*
By W. D. HaMMAN
Deputy City Auditor of Los Angeles

Accounting in some form is as old as civilization. Commer-
cial accounting has reached a stage entitling it to be classed as a
science ; municipal accounting, however, is still in the elementary
stage and much of it is far removed from the realm of guess-
work, while efficient municipal accounting is as yet in its swad-
dling clothes,

The financial affairs of a municipality concern every citizen,
but “what is everybody’s business is usually nobody’s business—
but the politician’s.,” The modern efficiency idea is that the func-
tion of a municipality is one of business, not politics; that a
city government is analagous to a big commercial corporation,
each citizen and taxpayer having the status of a stockholder. As
a shareholder in a private corporation insists on an up-to-date
accounting system, so the citizen-stockholder should demand a
full statement of all the facts, An efficient system of account-
ing and reporting will show what results are accomplished and
what value in property or service the taxpayer’s dollar buys.

Assuming that we are all in the elementary class, let us con-
sider a few fundamental principles in municipal accounting.

Accounting in its higher aspects is a comprehensive term and
includes organization, administration, and operation. An ac-
count, as defined by SPRAGUE in his Philosophy of Accounts, is
a “systematic statement of financial facts of the same or oppos-
ing tendency, leading to a conclusion.” There are few municipal
accounts, so called, that measure up to this standard; lacking sys-
tem and proper classification of items, the “conclusion” formed
may be erroneous and tend to conceal rather than reveal facts.

An accountant, as viewed by the man in the street, is a
“bookkeeper out of a job” Bookkeeping in ordinary practice
is largely mechanical. A mechanical bookkeeper learns to stick
certain pegs in certain holes, as has been done by those before
him, but an accountant analyzes the facts, determines why, and
follows a system of reason and logic, rather than one of pegs
and holes,

* A paper read before the California League of Municipalities.
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“A public accountant” says Dr. WM. ALLEN in Efficient
Democracy, in a critical vein, “is an itinerant bookkeeper who
sells his time to tell whether a stationary bookkeeper’s addition
and classification are correct or incorrect.” Continuing in the
same humorous vein, Dr. ALLEN says: “An itinerant bookkeeper
who demonstrated at a state examination that he was able to
post books and add columns correctly was permitted to call him-
self a certified public accountant.”

‘Sericusly, the C. P. A, degree is one of honor and commands
the highest regard, but certified accountancy has heretofore given
scant attention to municipal accounting. There being no opera-
tive results capable of being assembled and analyzed in a profit
and loss account, the certified public accountant frequently fails
to show tangible results in his analysis of municipal accounts.

This logically leads to a consideration of the differences be-
tween private and public accounting. “The differences between
public and private accounting,” says LEONEAUSER in his Hond-
book of Municipal Accounting, “are not differences in method;
they are rather differences in the subjects concerning which in-
formation is needed.” The private corporation engages in busi-
ness for profit; it is not a “welfare agency” except for its own
stockholders; they ask and have a right to expect results, profits
and dividends. The profit and loss account as perfected by
modern accountancy tells a complete history of corporation
activity, its losses or gains, However, in the municipal corpora-
tion, which rarely engages in business for profit, the chief con-
cern is, or should be, the economic benefits to the public in gen-
eral and the welfare of the individual citizen. This being the
case the city’s profit and loss account is non-existent; the city
may indeed make gains or suffer losses, but these appertain
rather to the good or evil economic results to its citizens, which
are difficult to measure in dollars and cents. However, it must
not be inferred that there is no way of measuring governmental
business. '

Public accountants frequently refer to municipal bookkeeping
as “cash book accounting,” and the criticism with a few excep-
tions is just. Ordinarily a record of the flow of cash into and
out of the treasury is the only thing revealed, and the municipal
account when kept on the cash book system does not tell what
the interested citizen and taxpayer should know of extravagance
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and waste on the one hand or of economy and efficiency on the
other.

A record of receipts and disbursements, even when kept in
more or less detail, tells a rambling and disconnected story, from
which the public can extract little of interest or real value.

In justification of this method it is frequently said that the
city business is like that of a bank, which reduces its trans-
actions to a cash basis. There is a similarity, but it is more ap-
parent than real; the bank, while recording its various forms of
credits as cash receipts and disbursements, nevertheless depends
upon its profit and loss account for a knowledge of results.
Imagine a cashier reporting to stockholders or directors the de-
posits received and cheques paid to convey an idea of success or
failure of the banking business.

There are other serious objections to “cash book accounting.”
It takes no account of revenues accrued or expenses incurred
until they reach the cash stage. Work done is misrepresented,
because it fails to include goods used or services rendered last
year, but paid for this year, or payments last year for services
or goods used this year. It does not afford a continuous and
intelligible record of property acquired, payment for which ex-
tends over a period of years. An appropriation for the fiscal
vear is made, and against that the payment is entered; this elimi-
nates the fund account; and the same method is repeated in a.
subsequent year.

The cash book system is in almost tiniversal use, but in some
progressive cities, notwithstanding its imperfections it has been
made to serve a valuable purpose, with a proper classification of
receipts and expenditures into functional groups and by objects
of expenditure, which enables a comparison with a correspond-
ing monthly or yearly period, making it of high administrative
value. Such comparisons when arranged in parallel columns,
with increase or decrease in dollars or per cent, achieve the
maximum of good in such an imperfect system. A comparison
with like activities in other cities of similar rank affords a fair
idea of the relative economy and efficiency.

Although single entry bookkeeping has been discarded by the
commercial world, except in small shops and stores, yet cities,
the volume of whose business runs into millions, are in the
majority of cases content to follow the primitive method of

30



Efficiency in Municipal Accounting and Reporting

simple record keeping. A chart recently published shows less
than twenty American cities that submit a trial balance. A
sitnple control account with cash or with treasurer will suffice to
bring all ledger accounts into equilibrium for double entry pur-
poses. Entries not involving cash nor affecting “fund accounts,”
if journalized and posted into same ledger, will not interfere with
a perfect balance of the whole, provided the “city corporation”
is debited or credited with the opposing asset and liability journal
entries.

The defects of cash book accounting have been known for
half a century. Until within the past score of years English
cities have led in progressive munmicipal accounting. The so-
called “expense and revenue system” of the British contained
the nucleus of the new system; but our most modern American
cities, actuated by the spirit of economy and efficiency, have so
perfected it as to justify its classification as a science.

Briefly stated the new expense and revenue system embodies
the principles of the commercial profit and loss account. The
expenges of the city as a whole are assembled on the debit side
and the revenues on the credit side; the excess of expenses over
revenues is shown as a deficit, while the excess of revenues over
expenses is shown as a surplus. In connection with this, but
really forming a part of it, is what is called the accrual system,
which takes into account all amounts due the city, as well as all’
amounts owing by the city. This is also sometimes called the
asset and liability system.

There are four well recognized ways in which the property and
liabilities of a municipality can be affected, wiz.:

(1) They may be increased or decreased by cash transactions.

(2) They may be increased or decreased by credit trans-
actions.

(3) Assets may be decreased by depreciation and liabilities
increased by reserves set up to cover depreciation.

(4) Assets may be decreased by loss of property or defalca-
tion, or by setting up the necessary reserves to cover such
losses.

The cash book system recognizes only the first way, while
the asset and liability system comprehends them ail. All antici-
pated revenues such as taxes, licences, franchise income, etc.,

“which are estimated on the basis of previous years’ experience,
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for budgetary purposes are set up in accounmts indicating what
ought to be received. The amounts when collected are credited
so that the excess or deficit may be shown. This enables the
collection of much revenue that might otherwise be overlooked.
Accounts of delinquent taxes, sinking funds, etc., together with
contingent liabilities such as outstanding orders and contracts,
are not ignored. The general appropriation account will show
unappropriated or over appropriated funds. Without this full
record of financial facts, administrative officers cannot have an
intelligent basis for action, nor can they know how the pre-
scribed financial programme is working.

Of course cash transactions must be recorded as in the old
system, but the classified receipts and payments are summarized,
journalized and posted into the general ledger. The cash or
treasurer account in the general ledger operates as a control over
the fund ledger. The general ledger may be divided into any re-
quired number of individual ledgers such as contract ledger,
property ledger, etc., each self balancing and controlled by an
account in the general ledger.

What has been said applies to the general accounting system
in the office of the auditor or controller. The departmental ac-
counting should be in perfect harmony with the central system,

Efficiency in municipal affairs is a vital issue today, but many
have only a vague idea as to what it is or how it is to be secured.
As an object, efficlency is simply getting the most value for the
least money. The matter of determining the degree of efficiency
or inefficiency is almost wholly an accountancy proposition. The
asset and liability system embodies all the elements of efficiency
accounting, but to be of greatest value expenditures must be sub-
jected to further analysis to derive more specific details, making
it clearly analogous to what is known as ‘“‘cost accounting” in the
commercial world. The fundamental principle underlying this
system is cost analysis and the separation of its primary ele-
ments into a number of logical groups, and determining the unit
cost of each.

All administrative officers must act. Specific knowledge 1s
necessary for intelligent action. They should know the cost by
organization units ; cost by activity ; cost by character of expendi-
ture; cost by objects purchased.

The determination of unit costs is the highest achievement in
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accounting science, and clearly deserves the name “efficiency ac-
counfing,” A unit is defined as “any given quantity with which
others of the same kind can be compared or measured.” “There
can be no unit for the man who has no desire to know.” The
common units are per capita and per cent, but perhaps the most
serviceable is the per dollar unit. Efficiency accounting will de-
termine such questions as unit cost of collecting a dollar in reve-
nue; unit cost of making an arrest; unit cost of a square yard of
surfaced street; unit cost of delivery to consumer per 1,000 gal-
lons water, etc. In personal service on measurable work, it will
determine what per cent of value an employee remders for each
dollar paid out of the municipal cash box.

Efficiency in municipal affairs is not possible unless there
be an adequate accounting system. While accountancy cannot
furnish energy and intelligence, it can and does expose ineffi-
ciency, dishonesty and extravagance and rendess possible econ-
omy, efficiency, and resultant good government.

A municipal audit is defined to be, “an officiat examination
of accounts to determine their accuracy and validity as a charge
against specific appropriated funds.” Checking is a necessary
part of an audit, but if this is confined simply to determining if
the recorded entries agree with the vouchers, as in most public
auditing done under the direction of the grand jury, it usually

fails to serve any substantial purpose.

A simple definition of an auditor is “one who audits.” From

this it must necessarily follow that one who does not audit is not
an auditor, even though he may have the title and draw pay as
auditor. There are two kinds of audits—a pre-audit and a post-
andit, HErBErRT SanDs calls the latter "posé mortem audit,”
which is a very appropriate name, as it usualy involves only
the viewing and passing on the “remains”—finding out how,
when, and where goods or money has been taken, and possibly
prescribing a remedy. The post-audit is inefficient, as the crook
can easily conceal his dishonesty by omitting or destroying in-
criminating evidence. A pre-audit is the efficient method and
typifies “prevention” as compared with “cure” in the post-andit.

The pre-audit as applied to expenditures is now in quite
general use in many large cities, but comparatively few have so
far attempted to pre-audit receipts, although the latter is simpler
and more easily effected. A pre-audit of expenditures is as-
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sured by requiring every expenditure for goods or personal ser-
vice to be preceded by an authorization from the proper board,
commission or legislative body, If this is done the duty of an
auditor, aside from verifying computations and extensions, is to
determine whether the expediture conforms to the authorization.
The pre-audit of receipts is accomplished by the auditor or con-
troller issuing the financial stationery to the revenue collecting
officer and holding him responsible for the proper use of the
official receipts. This plan definitely fixes responsibility and
while it is not absolutely “knave-proof,” it serves as an effective
check on dishonesty.

Terhaps ten dollars is lost in property where one dollar is
lost in money to every municipality. The concealment or removal
of personal property of a municipality is so easy that it is not
astonishing that losses are frequent, In a large eastern city a
steam yacht worth $10,000 was stolen and never recovered; in
another city two houses belonging to the municipality mysteriously
disappeared; in another city an automobile vanished from sight.
If such things are possible with houses and stearn yachts we may
only conjecture what can happen to more portable property.

A property audit consists of a charge to the officer given its
custody and an annual inventory-audit thereafter, holding the
custodian responsible for any shortage. Property worn out or
valuable only as junk should be “surveyed’” and condemned, so
that proper credit may be given to the custodian. Simple and
businesslike as this appears, few cities thus audit their property.

Such negligence as many municipalities display in these mat-
ters would bankrupt any corporation that did not have behind
it unlimited resources,

Most large cities publish a report annually, some publish one
quarterly, while several do so monthly. It goes without saying
that a municipality’s report should be a good witness and “tell
the truth, the whole truth and nothing but the truth.” Few pub-
lished reports measure up to this standard. Some cities with
faulty accounting methods try to classify and arrange their re-
ports op modern lines, trusting to conceal the shortcomings of
their accountancy methods. Such tactics may mislead the con-
ﬁding taxpayer, or even the novice in fiscal matters, but the
financier and the bond expert can usually see through the thin
veneer. ..
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The prime requisites of a good report are promptness, ac-
curacy and completeness, The National Municipal League sug-
gests that detailed accounts be divided into two classes, viz.:
(1) Operative accounts showing costs of municipal administra-
tion and municipal revenues available to meet expenses, (2)
Proprietary accounts, showing assets and liabilities.

Classification of all accounts into functional groups—such
as general government; protection to life and property; health
and sanitation; highways, charities and corrections; education;
recreation; municipal industries—has been adopted by the
federal and state government in the interest of a uniform system
of accounting and reporting, and is now generally followed by
larger cities still on the cash book system. This plan, however,
is not altogether suitable to the expense and revenue system and
hence reports of cities on the new system do not adhere to the
National Municipal League’s plan.

A plain distinction should always be made between expendi-
tures on capital account, usually called “outlays,” and expendi-
tures involving maintainance, operations, etc., usually termed
“expenses.” A municipality’s expenditures for outlays will vary
from year to year owing to differing needs; but the expenses of
a city should not vary much from year to year except to increase
with population; and then the percentage should differ only
slightly.

I know that there are those amongst the older writers on ac-
counting who maintain that a municipality’s chief asset is its
power of confiscating property within its limits through taxation,
and that such an asset cannot be valued. While it is true that
the bond purchaser does not regard the city’s tangible property
as a realizable asset for bond payments, yet the more property a
city owns the less it will have to buy, and this indirectly bears
on a municipality's borrowing capacity. Those who hold this
view do not contend, however, that what the city owns and what
it owes should not be assembled in some way to show the excess
of assets over liabilities. The municipal balance sheet only can
provide this necessary statement of financial facts,

Every municipality as a part of its annual report should ex-
hibit a balance sheet, showing classified summaries of all the city
owns as assets and everything the city owes as Habilities. ‘This
should be in at least two sections—capital, balance sheet, and
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general or fund balance sheet. The capital assets are fixed prop-
erties such as real estate, machinery and equipment, sinking
fund investments, and cash balances in bond funds. As opposed
to these would be bonded and other outstanding debts appertain-
ing to these fixed properties. Excess of assets over liabilities may
be properly shown as “city corporation” or simply as capital sur-
plus,

In the general account section should appear as assets the
cash in fund accounts, delinquent taxes or other accounts receiv-
able due the city. As opposed to these would be advance pay-
ment of taxes, outstanding demands, or other debts and encum-
brances against fund cash. The excess of assets over liabilities
may be shown as revenue surplus or simply as surplus. Of course
if there are trust funds another division must be made which will
show the cash on hand as an asset and the trust fund account as
a liability.

The municipal balance sheet is a modern innovation, and some
accountants err in the making of it; this is due to confusing the
cash book fund entries appearing as debits with the ledger ac-
counts appearing as credits; the error consists in showing the
fund accounts as assets. The balance sheet represents the ledger
accounts, where all balances appear on the side opposite to those
in cash book. The difficulty grows out of the inability to distin-
guish between a fund which is an asset, and a fund account which
is 3 liability. The municipal balance sheet should not be one of
memoranda, but should be a true summarized abstract of
the general ledger trial balance, and hence must be in perfect
equilibrium,

In conclusion it may be appropriate to say that the awakened
public interest in municipal activities, due to the work of effi-
ciency commissions and bureaus of municipal research, is a hope-
ful sign of the new era in municipal administration, which will
throw the old inefficient order into the discard.
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EDITORIAL

Integrity of Investment

The members of the New York stock exchange recently
adopted a resolution calling for the appointment of a special
committee to assist in measures which will “tend to increase the
safety and integrity of American investments and at the same
time afford every encouragement to legitimate enterprise.”

The action of the exchange is undoubtedly wise and timely.
Such a body should have a fuller appreciation of the difficulties
combining the two objects sought than some of the legislative
bodies which have attempted to afford protection to investors
without adequate consideration of the effect on legitimate enter-
prise; and as the exchange possesses considerable powers in
such matters it has the means of testing the efficiency of meas-
ures which the committee may recommend. Moreover, quite
apart from its powers the exchange can exercise an important
moral influence and can establish standards which will in a
large measure be accepted by corporations and promoters even
without legislative authority. Indeed, we believe that the
healthiest development in such matters can be obtained by the
creation of a strong public sentiment in favor of such methods as
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will best protect investors before they are crystalilized into law
and made legally binding by statutes.

The subject with which the committee is called on to deal
is divisible into two parts: First, the safeguarding of the issue
of securities; and, second, the protection of the holders of
securities after they have been issued.

As regards the issuance of new securities, the present Eng-
lish company law is, we believe, generally accepted by students
of the subject as embodying a fairly satisfactory provision for
the protection of investors. The main features of this law are
the requirements for a full disclosure of all important contracts
affecting the company, of the interests of the promoters and
directors in the business to be acquired or in the promotion or
underwriting of the issue, and the explicit rules as to the re-
sponsibility for representations made in the prospectus whether
on the faith of reports of others or not, different rules of course
applying in the two cases. In view of the general interest in
this question we are printing a copy of a typical English pros-
pectus {see page 40) which illustrates the working of the act
and which will repay careful study.

The exchange has power to make similar requirements as
to disclosure in connection with any securities which it may be
asked to list, and whilst it cannot make the promoters legally
liable for failure to make full disclosure its influence should be
sufficient to insure that its rules shall be generally observed.

The responsibility for statements in a prospectus would seem
to be a question which can only be dealt with by legislative enact-
ment, but the exchange should be able to render valuable service
in securing legislation which will be practicable and not so
drastic as to hamper new and legitimate enterprise.

Turning to the protection of holders of securities after they
have been issued, the exchange should be able to deal with this
question perhaps even more effectively than could be done by
legislation. It is in this feature that the existing English law
is the least satisfactory and the reports of the best English com-
panies are meagre in comparison with those of the best Ameri-
can companies. A statute cannot prescribe more than a standard
which all companies would be fairly required to adopt, and
where a statute exists there is a natural disposition not to go
beyond statutory requirements. In the resolution now under con-
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sideration reference is made to the desirability of greater pub-
licity and fuller and more frequent reports of operations than
has been customary with many companies in the past. Un-
doubtedly much can and should be done to bring the general
practice of corporations closer to the standard set by the best
companies in regard to publicity. At the same time it must be
remembered that all companies cannot safely adopt the same
standard. Companies engaged in competitive business cannot
afford to disclose details of their business too explicitly, and in-
formation so disclosed may be more valuable to competitors or
customers than to stockholders. This consideration has greater
weight where a company is engaged in only one or two lines of
activity than where its interests are more diversified. Again,
while more frequent reports of operations are in many cases
desirable it should be realized that, particularly in businesses of
a fluctuating character, too frequent reports may easily be mis-
leading, though quite truthful, and more harmful than beneficial
to the average stockholder.
* * * * *

We have dealt thus far with the general aspects of the sub-
ject, but in both branches it has a special interest for accountants.

1f those concerned in the issuance of securities are held to a
strict responsibility for the representations made in connection
therewith provision must be made for limiting that responsi-
bility as to matters not within their personal knowledge. The
natural limitation is exemption where representations are based
and are stated to be based on reports of disinterested experts
and the most important of such representations are often, if not
usually, those as to past profits and present financial position,
the natural basis for which is an accountant’s report. Again,
in the matter of subsequent reports, there is a steadily growing
realization of the necessity for independent verification of pub-
lished statements, and particularly annual statements, such as
has been made compulsory in England and in many British col-
onies. It is to be hoped that the committee will lend its support
to this movement and especially to modifications in the present
practice calculated to strengthen the hands of auditors. The
practice of having annual audits having been somewhat reluc-
tantly adopted there is a disposition now to expect too much from
them, a disposition for which the extravagant claims of some
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accountants seeking business are doubtless in a large measure
responsible. There will always be limitations upon the protec-
tion which an audit can afford, but these limitations would be
greatly reduced if auditors were made more independent of the
officers and directors of a company by provisions for their elec-
tion by stockholders and for opportunity for them to be heard
by the stockholders before they could be supplanted, such as are
contained in the existing English law. It is sometimes argued
that such provisions would be ineffective because of the per-
functory character of stockholders’ meetings, but if an import-
ant issue should arise between auditors and directors of a public
company the press would be interested even if the stockholders
should not be; and moreover, there has been a decided tendency
towards more real and effective stockholders’ meetings in the
last few years. Directors might still be able to control the elec-
tion of auditors, but if they realized that should a serious differ-
ence arise between them and the auditors the auditors could place
it before the stockholders they would refrain from forcing an
issue unless reasonably sure of being able to sustain their posi-
tion at the bar of public opinion.

The committee is called on to deal with a subject of wide im-
portance and the results of its investigations will be awaited
with sympathetic interest by the whole accountancy profession.

The prospectus referred to is as follows:

A Copy of this Prospectus has been filed with the Registrar of Joint
Stock Companies in Scotland

The Subscription List will ogen on Monday, the First day of July, 1912,
and will close on or fj)rf Wednesday, the Third day of
uly, 1012

THE SCOTTISH IRON AND STEEL COMPANY
LIMiTED

[Incorporated under the Companies (Consolidated)} Act, 1908]

Snare Carrrat - - £750,000
DIVIDED INTO

300,000 Six per cent Cumulative and Participating Preference Shares
of £1 each

(Ranking also as regards Capital in priority to the Ordinary Shares), and

450,000 Ordinary Shares of £1 each
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£300,000 Five per cent Redeemable First Mortgage Debenture Stock

DEBENTURE STOCK

The mortgage debenture stock wil be secured by conveyances of the
company’s heritable property to the trustees for the debenture stock
holders and by a deed of trust relative thereto. It will be repaid at 100 per
cent not later than 31st December, 1034 by a cumulative sinking fund
of 214 per cent, to be applied annually to the redemption of the stock by
purchases when obtainable under 100 or by drawings at that price. The
amount payable to meet interest and sinking fund in respect of the year
1912 will be £f15,000 (representing one-half year's interest and a whole
year’s sinking fund) and in each subsequent year fz2z500. In addition
to this, the trust deed provides that after paying the 6 per cent cumulative
dividend on the preference shares and before paying any dividend on the
ordinary shares, the sinking fund will be increased by a further 134 per
cent per annum (£3,750) of the amount of the debenture stock (£300,000),
out of the surplus profits of the company. The company further re-
serves the right to increase the payments to the sinking fund in any
yeat. In the event of a voluntary winding-up for the amalgamation or
reconstruction of the company, the stock will be repaid at par.

PREFERENCE SHARES

The preference shares will carry a fixed cumulative preferential
dividend of & per cent per annum, with the right to one-fourth of the
profits in every year remaining after provision of a non-cumulative divi-
dend at the rate of 6 per cent on the ordinary share capital.

The preference shares will also rank as to capital in priority to the
ordinary shares, and in the event of liquidation, after the ordinary
shareholders have been paid the par value of their shares, the two classes
of shares shall rank equally until the holders of the preference shares
have received an additional § per cent on the par value of their shares.
"Thereafter all remaining assets shall belong to the ordinary shareholders.

ORDINARY SHARES

The whole of the present issue of ordinary shares will be taken by
the vendors in part payment of the purchase price of their businesses.

The dividend on the ordinary shares is, by the articles of association,
restricted to 10 per cent per annum, payable out of the profits of any
one year, until a special reserve fund amounting to £50,000 shall have
been accumulated to secure the dividend on the preference shares, which,
as provided by the articles, must be invested outside the business of the
company.

Subscriptions will be received by the company's bankers:
Tue Lonpon Ciry aNp Mminanp Banx Limitep, Threadneedle Street,
London, and Branches;

TrE Brrrisa LINeN Bank, Glasgow, Edinburgh, and Branches;
Tur CrypespalkE Bawnk, Limitep, Glasgow, Edinburgh, and Branches;

For the Issue of £300,000 Five per cent Redeemable First Mortgage
Debenture Steck at 95 per cent, and

150,000 Six per cent Cumulative Participating Preference Shares of
£1 each at par

Payable as follows: Debenture Stock Preference Shares
On application ........... £5 0 o fo 1 0
On allotment ........... veeens 45 0 © o 9 O
On 12th September, 1012 ...... 45 0 © 0o 10 O
Total ......... faeaens 05 0 0 £1 o o0
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The whole of the instalments may be paid on allotment only, and
interest at four per cent per annum will be paid on such prepayments,

Bearer scrip will be issued after allotment, to be exchanged for re-
gistered debenture stock certificates after 1st October, 1912, the stock
being transferable in amounts not involving a fraction of £r. Certificates
for the preference shares will be issued in due course in exchange for
bankers’ receipts and fully-paid allotment letters.

The interest on the debenture stock will be payable half-yearly on 3oth
June and 31st December in each year, the first payment being on 31st
December, 1012, calculated on the instalments from the respective dates
of payment.

1t is proposed to make the dividends on the preference shares payable
in April and October in respect of the periods ending 315t December
and zoth June in each year. The first payment will be calculated on
the instalments from the respective dates of payment.

The preference and ordinary shareholders shall be entitled to one
vote for every share held,

TRUSTEES FOR THE DEBENTURE STock HOLDERS
Arcrmpard Corvitik, Chairman of David Colville and Sons, Limited,
Dalzell Steel and Iron Works, Motherwell.
Jorn HENDErRsoN, General Manager, Clydesdale Bank, Limited, Glasgow.
Sonicirors 10 THE TRUSTEES

MacKgnzie Roserron & Co., 176 St. Vincent Street, Glasgow.

Dirrcrors

C. F. MacLargN, Stenton Iron Works, Wishaw
{Chairman),

Wu. Downs, Coats Iron Works, Coatbridge
(Vice-Chairman),

Davin JouN GarreIT, Waverley Iron Works
Coatbridge,

Groree B. Bennerr, Woodside Iron Works
Coatbridge, .

Ropert CricHTON, Victoria Iron Works Coat- fIron Manufacturers.
bridge

THomas R. MitLer, Globe ¥ron Works,
Motherwell,

J. W. ArrtHur SPENCER, Pheenix Iron Works,
Coathridge,

RorerT W aTERSTON, North British Iron Works,
Coatbridge,

Wwum., WvyLig, Clifton Iron Works, Coatbridge,

BrOXERS

BucaananN, GalRDNER, and TENNaNT, 10 St. Vincent Place, Glasgow.
EcerToN JonEs and Siumpson, 2 Copthall Buildings, T.ondon, E. C.

SoLicITORS

MoraerRWELL, M'Murpe, and Mrictris, 10 Bank Street, Airdrie.
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Avprrors

Moorxs, Carson, and Warson, 200 West George Street, Glasgow, Char-
tered Accountants.
Granaums and Co., 212 West George Street, Glasgow, Chartered Account-
ants.
SecrETARY—JAMES Haunrromw,

RecistErep Orrices (pro tem)—200 WEest GEORGE STREET, GLASCOW.

PROSPECTUS

The company has been formed for the purpose of acquiring, amalga-
mating and working as one concern the following businesses of malleable
iron and steel manufacturers in Scotland with a view to securing economy
of manufacture and administration:

Name of Company or Firm Name and Place of Works
ArcHIBALD Bairp & Son, Ltd, Cairnhill Iron Works, Coatbridge.
Downs & Jaroing, Coats Iron Works, Coatbridge,
THoMAS Eriis, Ltd, North British Iron Works, Coatbridge.
GLENCAIRN IroN AND STEEL Company, Ltd., Glencairn Iron Works,
Motherwell.
C. ¥F. MacLaren & Company, Stenton Iron Works, Wishaw,
Huce Marrin & Sons, Coatbridge Iron Works, Coatbridge.
A. & T. MiLLer, Globe Iron Works, Motherwell,
Joun Seencer (Coatbridge), Lid., Phenix Iron Works and Drumpellier
Iron Works, Coatbridge.
Wiriam Tupaore & Son, Ltd, Crown Iron Works, Coatbridge.
THE Vicroria Iron anp STEEL CoMpany, Litd., Victoria Iron Works,
Coatbridge.
WaverLEy IroN anp STeEL Comeany, Ltd, Waverley Iron Works and
Rochsolloch Iron Works, Coatbridge.
Wryrie & Company, Clifton Iron Works, Coatbridge.
THuE Woopsing STEEL AND Iron Company, Ltd., Woodside Iron Works,
Coalbridge.

Descrirrion oF Busingss—-These firms and companies last year pro-
duced in malleable iron and steel about 225,000 tons.

Capital has been freely expended recently in the erection of the latest
type of furnaces and machinery and in consequence the company will
have a reserve capacity sufficient to meet the probable requirements of
many years to come.

With two exceptions all the firms in Scotland which are strictly malle-
able iron manufacturers are included in this company, and with these
two firms and a few others which make a small quantity of malleable
iron as an adjunct of their larger business, arrangements are being made
for a working agreement.

Malleable iron manufacture is one of the oldest metal industries in
Scotland. Scotch iron has a first-class reputation both at home and
abroad and the output is probably now equal to that of any district in
the Kingdom, i

‘The works proposed to be taken over have an excellent trade with the
makers of boiler, gas, water, and steam tubes, rivets, bolts and nuts, the
fencing and constructional trades, the Clyde and Belfast shipbuilders and
engineers, locomotive builders, railway companies, and wagon builders.

Exrort TrapE—The companies and firms have a considerable business.
with London, the various districts of England, Treland, and the Continent
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of Europe. In the export trade the various brands and trade-marks are
well-known in Canada, Australia, New Zealand, South Africa, Straits
Settlements, India, and the East generally.

In regard to specialties of the malleable iron trade, such as for
government work at home and abroad, this locality has come inte promi-
nence during the last few years. Many of the firms about to be amalga-
mated by this company are on the British admiralty, war office, India
office, and other official lists.

In consequence of the situation of these works in the heart of the
coal and pig-iron district of the West of Scotland, with abundant supplies
of fuel and raw materials, the company will be in a specially favourable
position to compete on the hest terms in home and foreign markets. The
works being conveniently situated for the ports of Glasgow, Greenock,
Adrossan, Leith, Grangemouth, and Bo’ness, enjoy exceptional shipping
facilities to all parts o the world.

The present managers of the various companies and firms are being
retained by the new company, so that continuity in business and efficiency
in manufacture are assured.

VaLuatioN oF PropERTIES ACQUIRED BY THE CoMpaNy—The works, in-
cluding ground, buildings, and fixed machinery and plant of the various
firms and companies, have been valued by Messrs. PP ller, Horsey, Sons,
and Cassell, Valuers, London, who have had a long and intimate con-
nection with works of this description, and have practical knowledge of
the trade, at the sum of £518,062

The loose plant and tools have also been valued by the same valuers
at fraa o

he following is a copy of their certificate:

FULLER, HORSEY, SONS, and CASSELL. 11, Billiter-square

CERTIFICATE London, E. C., 21st June, 1012

To the Dirvectors of The Scottish Iron and Steel Company, Limited:

GENTLEMEN—In accordance with your instructions, we have at-
tended at the undermentioned iron and steel works, rolling mills, and
other properties, and have made a sutrvey and valuation of same,
together with the fixed and movable plant and machinery therein:

(1) Waverley Iron and Steel Works at Coatbridge, and a neighbor-
ing disused quarry used as a tip; (2) The Rochsolloch Tron and Steel
Works; (3) The North British Iron Works at Coatbridge, together
with an adjoining block of dwelling houses and tenements; (4) The
Pheenix and Drumpellier Iron Works at Coatbridge, and a block of
tenements in Pheenix Square, Coatbank Street; (5) The Globe Iron
and Steel Works at Motherwell, to%gther with certain tenements, a
shop, and a fully licensed store; (6) The Coats Iron and Steel Works,
situate in Coatbank Street, Coatbridge; (7) The Woodside Steel and
Iron Works, situate at Langloan, near Coatbridge; (8) The Stenton
Iron and Steel Works, sitizate at Wishaw, together with a row of 28
cottages in Alexander Street; {g) The Victoria Iron and Steel Works
at Coatbridge; (10} The Clifton Iron and Steel Works at Coatbridge;
(11) The Crown Iron Works, situate in Main Street, Coatbridge; (12)
The Cairnhill Ircm and Steel Works, situate at Calder, near Coat-
bridge; (13) The Glencairn Iron and Steel Works, situate at Flem-
ington, near Motherwell; (14) The Coatbridge Iron Works at Coat-

bridge.

E?ach of the foregoing properties 1s held in perpetual feu, and is
subject to 2 feu duty or duties amounting in the aggregate to £1, 621 8s
3%4d per annum, in some cases with duplications and nominal casuali-
ties.

We are of opinion that the fair value as a going concern, as on 1st
January, 1912, of the above-mentioned iron and steel works, rolling
Milis, and other properties, togethet with the whole of the fixed plant,
machinery, and fixtures, loose plant, tools, utensils, patterns, and other
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movables, is the sum of Five Hundred and Seventy-six Thousand
Two Hundred and Seventy-six Pounds {£576,276), divided as under:

Land, buildings, and fixed plan: and machinery ... £518,962
Loose plant, furniture, patterns, and other movables 57,314

£576,276

These figures are exclusive of any value for stock, stores, material,
wortk-in-progress, registered brands, trade-marks, or good will,
We are, Gentlemen, yours faithfully,
(Signed) FULLER, HORSEY, SONS, and CASSELL.

The stock-in-trade of each firm at 3rst December, 1911, has been care-
fully taken and verified both as to quantity and quality by a representa-
tive from another firm. The pricing of the stock has been carefully
supervised by a committee of the vendors. This stock will be taken over
by the company.

WorkinG Caritar—It is calculated that the sum of at least £1R0,000
will be available as working capital out of the present issue after pay-
ment of the preliminary expenses. This sum the directors consider suffi-
cient for the purpose of the business,

Past Prorirs—The books of the firms and companies now proposed to
be acquired have been examined by Messrs. Mootes, Carson and Wat-
soti, Chartered Accountants, Glasgow, and Messrs. Grahams and Com-
pany, Chartered Accountants, Glasgow, and the following is a copy of
their certificate thereon:

To the Directors of The Scottish Iron and Steel Company, Limited:

GENTLEMEN-—We have examined the books of the following com-
panies and firms: (1) Downs and Jardine, Coatbridge; (2) Thos.

Ellis, Itd., Coatbridge; (3) C. F. MacLaren and Co., of Wishaw; (4}

Hugh Martin and Sons, Coatbridge; (5) A. and T. Miller, of Mother-

well; (6) John Snencer (Coatbridge), Ltd., Coatbridge; (7) William

Tudhope and Son, Ltd., Coatbridge; (8) Victoria Iron and Steel

Company, Ltd, Coatbridge; (9) Waverley Iron and Stee! Company,

Ltd., Coatbridge; (10) Wylie and Co., Coatbridge; (i1) The Woodside

Steel and Iron Company, Ltd., Coatbridge, for the eleven years end-

ing December 31st, 1011; and of Messrs. Archibald Baird and Son, Lad,,

in so far as these relate to their business at Cairnhill, Coatbridge, for

the four years ending December 3ist, 1911

The aggregate profits calculated to December 3Ist in each case,
before providing for interest, deprectation, management salaries, and
income tax were as follows:

1901, eleven busines- 1007, eleven busines-

SES i £80,308 10 3 BES L. iiiiveaio.an 87011 13 ©
1902, “ b .. 64,623 18 o 1008, twelve ¥ ., 53402 10 IO
1903, “ “ .. g7281 15 7 1900, ¢ .. 3065218 o
1904, “ “ 430 12 1 1010, ¢ “ .. 32,270 11 7
1905, “ 4,63t 7 7 1011, YL, 75412 17 2
1906, “* “ .. 100,387 13 10

The annual average of the profits of the vendor firms on the basis
of cleven years’ working of eleven businesses, four years’ working
of one business, and apart from the tesults of the Glencairn Iron and
Steel Company, Ltd., a company which has only been working for one
ygar, anddwhose books have not been examined by us, has been £72,-
181 125 gd.

The amount charged for maintenance and renewals before arriving
at the above profits is equal to an average of not less than £28,000
per annum. In addition to this, the wages expended on maintenance
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and renewals have been charged to revenue, but it has not been possible
to ascertain the amount thereof.
We are, yours faithfully,
Grascow, June 2ist, 1912.
(Signed) MOORES, CARSON and WATSON, CA.
( “ ) GRAHAMS and Co., CA.

During the years 1900 and 1910 exceptionally keen competition pre-
vailed amongst local makers, and prices were for a time reduced to an un-
remunerative level. In addition to this, several of the works were for
varying periods closed for alterations and reconstruction, The profits
for 1911 have shown a satisfactory recovery, and it is anticipated that
irrespective of any benefits from amalgamation, 1912 will show much
better results.

The amount re%uired to pay the interest on debenture stock and the
fixed dividend on the preference shares is:

£300,000 first mortgage debenture stock at 5 per cent ...... £15,000
214 per cent for redemption of debentures ........... vesees 7,500
£300,000 in preference shares at 6 per cent ............. .... 18,000

£40,500

By reason of the economies hereafter referred to, coupled with the
general improvement in the trade, it is considered that increased profits
can be earned, which would mean additional dividends on the preference
shares.

The works proposed to be taken over are at present fully employed,
and the contracts already booked will keep them so for many months.

FconoMIES To BE DERIVED BY AMALGAMATION—The economies which
can be effected by the consolidation of this trade are very marked. The
profits obtainable can be largelv augmented owing to the fact that the
malleable iron industry is peculiarlv fitted to benefit from improvements
in methods of working, which are only rendered possible by amalgama-
tion. The rolling of the many and varied sections and the range and
dimensions in these sections involves frequent roll-changing in the mills,
but under amalgamation this will be reduced to an absolute minimum,
giving thereby :

(1) Greatly increased output from present plant in a given time,
and consequent reduction in overhead charges.

(2) Saving in consumption of fuel

(3) Less waste of metal due to much greater uniformity and regu-
larity of work at furnaces a~d mills.

{4) The utilization of plant on lines to give outputs greater than
are possible when working as individual firms, ‘
The economies in expenditure on rolls and other plant will also be

considerable,

The advantages of buying in larger quantities and the lessened compe-
tition in selling should tend to increase the margin of profit obtainable.

The businesses will be taken over as from the 1st January, 1012, the
debts and liabilities to that rate being discharged by the respective ven-
dors, the benefit of the trading after that date accruing to the company,
which will therefore benefit by the large rise which has taken place in
the selling prices of its products since that date. The profits to the date
at which the company is entitled to commence business will afford a fund
available towards the payment of the preliminary expenses,

SECURITY FOR DEBENTURE STOCK AND PREFERENCE SHARES—As will be
secen from the valuers' certificate.
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Lands, buildings, fixed plant and machinery represent a value of £518,062

Loose plant represents a value of ............. e aerrereeaseaaas 57,314
To which has to be added the value of .................. veieees 570,276
Goodwill, including value of brands and trade-marks .......... 249,
Working capital, including stocks, provided by the present issue 180,000
Making a total of ............ e tiatariaaaan, .. ...£1,005,660

or, excluding goodwill, etc, of £756,276. On the latter reduced figure it
will be seen that the debenture stock is covered over two-and-a-half times,
and the preference shares one-and-a-half times as to capital.

The following particulars are furnished in accordance with the re-
quirements of the companies (consolidation) act, 1908:

A copy of the memorandum of association of the company, with the
names, descriptions, and addresses of the signatories thereto, and the
number of shares subscribed for by them respectively, is annexed to this
prospectus, and forms part thereof,

he articles of association provide that the qualification of a director
shall be the holding of shares of the company, whether preference or
ordinary, of the aggregate nominal value of £1,000.

The provisions of the articles of association as to the remuneration
of directors are:

ArTICLE 96. ‘The remuneration of the directors, and their remunera-
tion for services performed previous to the first general meeting, shall
be determined by the company in general meeting.

ArTICLE 07. If any director shall be called upon to perform extra
services and to make any special exertions for any of the purposes of the
company or the business thereof, the company may temunerate the director
or directors so doing, either by a fixed sum or otherwise as may be de-
termined, and such remuneration may be ¢ither in addition to or in sub-
stitution of his or their remuneration as provided for above.

ArrticLE 117. The board may appoint any one or more of their num-
ber to be managing director, or general manager, or manager, Or tnan-
aging directors, or general managers, or managers, of the company, and
may allow to him or them such remuneration in respect thereof, in ad-
dition to his or their remuneration as director or directors fixed in ac-
cordance with the preceding clause, as they think fit.

Articie 118. The board may delegate to such managing director, or
general manager, or manager, or managing directors, or genecral man-
agers, or managers (provided that, in the case of a general manager, or
manager, or general managers, or managers, he, or they, be a director or
directors), all or any of the powers hereby made exercisable by the
board except those relating to shares and borrowing, and any others as
to which special provisions inconsistent with such delegation are herein
contained.

The price payable by the company to the vendors, including price
of stocks, is £056,508 os 3d, of which £249,384 represents goodwill, pay-
able to the respective vendors, as to £150,000 in fully-paid preference
shares, as to £450,000 in fully-paid ordinary shares, and as to £356.508 gs
d in cash out of the proceeds of the present issue. The purchase price
payable to the vendors in preference and ordinary shares and in cash
will be divided among them as follows, #iz.:

Archibald Baird & Son, Limited, 8,435 preference shares, 26,513 ordi-
nary shares, and £13,005 18s 6d in cash; Downs & Jardine 14,155
preference shares, 44,480 ordinary shares, and f£21,310 175 $d In
cash; Thomas Ellis, Limited, 13,761 preference shares, 43,253 ordi-
nary shares and £15,433 12s 6d in cash; Glencairn Iron and Steel
company, Limited, 7,050 preference shares, 22,306 ordinary shares,
and £11,378 15 1d in cash; C. F. McLaren & Company, 13,081
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preference shares, 41,115 ordinary shares, and £21,134 1s 6d in cash;
Hugh Martin & Sons 6,280 preference shares, 19,768 ordinary
shares, £8,646 145 7d in cash; A. & T. Miller 13, 758 preference
shares, 43,243 ordinary shares, and £19,331 7s 1d in cash; ohn
Spencer {Coatbridge), Limited, 15490 preference shares, 48714
ordinary shares, and £25,700 19s 10d n cash; William Tudhope &
Son, Limited, 6,843 preference shares, 21,508 ordinary shares, and
£11,325 48 4d in cash; The Victoria Iron and Steel Company,
Limited, 11,182 preference shares, 35,147 ordinary shares, and
£15,840 18s 6d in cash; Waverley Iron and Steel Company, Limited,
30,071 preference shares, 34,608 ordinary shares, and £144,000 145 8d
in cash; Wylie & Company, 9,876 preference shares, 31,042 ordinary
shares, and £12,000 165 2d in cash; The Woodside Steel and Iron
Company, Limited, 38,114 ordinary shares, and £36,223 35 1d in
cash,

Such fully-paid preference and ordinary shares are the whole of the
shares issued or agreed to be issued as fully or partly paid up otherwise
than in cash.

The minimum subscription upon which the directors may proceed to
allotment is 150,000 preference shares,

The whole of the present issue has been guaranteed for a commission
{which includes underwriting and over-riding commissions) payable by
the company at the rate of 4 per cent in the case of the mortgage deben-
ture stock, and of 634 per cent in the case of the preference shares.

The preliminary expenses other than the above, including the expenses
and stamp duties of the conveyances to the company, are estimated to
amount to £25,000. These are payable by the company.

The following contracts have been entered into:

Here follow details of twenty-six contracts.

The following directors are respectively interested in the promotion
of the company, and in the business and others to be acquired by the
company, as follows, wiz.: Colin Faulds MacLaren, as a partner of
C. F. MacLaren and Company; William Downs, as a partner of Downs
and Jardine; David John Garrett, as a shareholder of Waverley Iron and
Steel Company, Limited; George Bowen Bennett, as a shareholder of
the Woodside Steel and Iron Company, Limited; Robert Crichton, as a
shareholder of the Victoria Iron and Steel Company, Limited; Thomas
Ronald Miiler as one of the trustees of the late Alexander Ronald Miller,
iron manufacturer, Motherwell, who carry on business under the name
of A. and P. Miller; John William Arthur Spencer, as a sharcholder
of John Spencer (Coatbridge), Limited; Robert Waterson, as a share-
holder of Thomas Ellis, Limited; and William Wylie, as a pariner of
Wylie and Company.

The following directors are interested in the underwriting, having
subunderwritten (at a commission at the rate of 214 per cent in the case
of the debenture stock and at a commission at the rate of 4 per cent in
the case of the preference shares), debenture stock to the amount and
preference shares to the number following their respective names, zide-
licet: C. F. MacLaren, 4,000 preference shares; William Downs, £1,300
debenture stock and 5,720 preference shares; David John Garrett, 2,500
preference shares; Thomas R. Miller, £4,700 debenture stock and 6,000
preference shares; J. W, Arthur Spencer, £3,000 debenture stock and
4,200 preference shares; Robert Waterson, 3,000 preference shares; and
William Wylie, 600 debenture stock and I,400 preference shares,

By the contracts above mentioned it is also provided that several of
the directors should, along with other officials of the vendor companies
and firms, receive engagements with the company on the terms therein
specified.

Application will be made for a settlement and quotation for the de-
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benture stock and the preference and ordinary shares of the company
on the London, Glasgow, and Edinburgh Stock Exchanges.

Applications for debenture stock and preference shares must be made
on one of the accompanying forms, and must be sent to the bankers
gf the company with a remittance for the amount payable on applica-

on,

If the amount of debenture stock or number of preference shares
allotted to any applicant is less than the amount or number applied for
by such applicant, the surplus will be credited in reduction ef the amount
payable on allotment, and the balance (if any) will be returned.

. Failure to pay any instalment when due will render the allotment
liable to cancellation and previous payments to forfeiture,

A brokerage of eone-half per cent will be paid by the company to
brokers and other approved agents upon zll debenture stock and pre-
ference shares allotted on forms of application, other than underwriting
applications, bearing their stamps.

Prospectuses and application forms may be cobtained at the offices of
_ the company, and from the British, Foretgn, and Colonial Corporation,

Limited, 57 Bishopsgate, London, E. C, and from the bankers, the
brokers, and solicitors. Dated the 27th day of June, 1912

Trais Form May BE Usep

This form should be sent with a deposit of 5 per cent to The London
City and Midland Bank, Limited, Threadneedle Street, London, E. C,
or branches; or to The British Linen Bank, Glasgow, Edinburgh, or
branches; or to The Clydesdale Bank, Limited, Glasgow, Hdinburgh, or
branches, No. A

0.

ForM OF APPLICATION FOR DEBENTURE STOCK
THE SCOTTISH IRON & STEEL COMPANY, LIMITED
[Incorporated under the Companies {Consolidation) Act, 1908]

Issue of £300,000 Five Per Cent Redeemable First Mortgage
Debenture Stock at g5 Per Cent

To the Directors of The Scottish Iron end Stee! Company, Limited :

Gentlemen—Having paid to the company's bankers the sum of £......
being a deposit of 5 per cent on application for £......... of the above
mentioned five per cent redeemable first mortgage debenture stock, 1
{we) hereby request you to allot to me (us) that amount of debenture
stock, and 1 (we) agree to accept the same or any less amount that
may be allotted to me (us) upon the terms of the prospectus, dated the
27th day of June, 1612, and to pay the balance due as provided by the
said prospectus.

Ordinary Signature ......... e eeeenbeaaraeaaes
Name (in full) .......... hesatriemereaes
Address ... it it
* Occupation or Desetiption ......cevvvvvirinnenn,
L1 L K LLUTLTT I T (=) V-
*T1f a lady, state whether “Mrs.” or “Miss.”
Please write distinctly ! .

Cheques should be made payable to The London City and Midland

Bank, Limited, The British Linen Bank, or The Clydesdale Bank, Limited.
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Tra1s Form Mavy BE Usen

This form is to be filled up and forwarded with a deposit of Is per share
to the London City and Midland Bank (Limited), Threadneedle
Street, London, E. C.; or branches; or to the British Linen Bank,
Glasgow, Edinburgh, or any of its branches; or to the Clydesdale

Bank (Limited), Glasgow, Edinburgh, or any of its branches.
No. A

ForM oOF APPLICATION FoR PREFERENCE SHARES
THE SCOTTISH IRON & STEEL COMPANY, LIMITED

[Incorporated under the Companies (Consolidation) Act, 1908]

Issue of 150,000 Six Per Cent £1 Cumulative Participating
Preference Shares at Par

To the Directors of The Scottish Iron and Steel Company, Limited :

GENTLEMEN : .
Having paid to your bankers the sum of £........... , being a deposit
of rs per share on......,.. six per cent £1 cumulative participating

preference shares of the Scottish Iron and Steel Company (Limited),
1 request that these shares may be allotted to me upon the terms of
the prospectus, dated the 27th June, 1912, and memorandum and articles
of association, and I agree to accept the same, or any less number that
may be allotted me, and to pay the further instalments as provided in
the said prospectus.
Ordinary Signature .........oiiiiiiiiiiiiat.
Name (in full) .......... ettt e
Address ............ et teaediebaiiaeaaeaas
Occupation  ...ocvvevivinn..- et e

A Slander Refuted

Tt has been brought to the notice of the American Associa-
tion of Public Accountants that representatives of one of the
surety companies operating in the middle west have made the
assertion that losses have been incurred by bonding companies
through errors intentional or otherwise made by accountants.
The statement did not aver that these were errors by public ac-
countants but the obvious purport of the assertion was fo that
effect.

This is an exceedingly serious matter and if the statement is
without foundation it should be most emphatically denied. No
doubt surety companies have suffered many losses through the
inefficiency or worse of accountants employed by corporations
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or firms and entrusted with handling of funds; but these things
have no possible bearing upon public accountancy and it is to
be hoped that the statements which have been mentioned will be
traced to their source and vigorously challenged.

It is particularly important that this should be done because
the profession of public accountancy prides itself with great
justification upon its immunity from such delinquencies as losses
of the kind described would indicate.

In order to make certain that there was no foundation for
the allegations in question the American Association has con-
sulted with all its constituent state societies. Replies heve been
received from officers of most of the societies and so far there
has not been a single report of any such loss in any part of the
country.

We deeply deplore the statements which have been made to
the detriment of public accountants but it is eminently gratify-
ing to find so unanimous a report from the various parts of the
country repudiating the slander. On the principle that out of
evil cometh good it may be that the utterance of a false accusa-
tion has been heneficial. We doubt if many other professions
or vocations could present so clean a slate.

A Students’ Department

Beginning with this number of THE JoURNAL OF ACCOUNT-
ANCY we present to-our readers a new department which we be-
lieve will be of value and interest to a large number of accouni-
ants. For some time THE JourwaL has been hoping to secure
the services of Mr. Seymour Warron, of Chicago, as editor
of this proposed department and it is with a considerable amount
of satisfaction that we are able to make a definite announcement
of his acceptance of this post and that under his direction THE
JournaL will institute a new department for students at the
beginning of the new year.

The interest which is now taken in the education of account-
ants is far greater than at any prior time and it is indubitable
that as accountancy progresses the importance of the training
of students in accountancy will increase even more rapidly.

THE JoUrRNAL OF ACCOUNTANCY has always been a leader
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of professional thought, and it is our desire that it shall contain
not only matter of value to the more advanced practitioner but
that it shall also provide something for those who are not yet
in active service. Accountants as a rule are not given to excess
of self-confidence because they realize that the work and scope
of the profession is advancing so quickly that it is almost im-
possible to keep pace with it. Therefore, we believe that even the
practising accountant will find much of interest and something of
value in this new department under the charge of so well-known
an authority as Mr. Warron.

In the opening article of the series the editor of the students’
department explains clearly the idea which he wishes to pursue
and we desire to direct special attention to the foreword which
appears on another page of this magazine.

Government Ownership

The postal service constitutes the only large business operation in
which the government is engaged. It is a cash business, involving an
expenditure of over $210,000,000 during the current year, and this stupen-
dous exper;dlture is desﬁined to grov: with the gl;owth of the country.

*

. It appears too obvious to require argument that the most efficient serv-
ice can never be expected as long as the direction of the business is, as at
present intrusted to a pastmaster-general and certain assistants selected
without reference to experience and qualifications and subject to frequent
change. Before the postmaster-general and his assistants can become
reasonably familiar with the operations of the service they are replaced
by others, who, in turn, are called upon to resign before they can, in the
nature of thiugs, become qualified by knowledge and experience to per-
form their allotted tasks. Under such a system a large railroad, com-
mercial, or industrial business would inevitably go inte bankruptcy, and
the Post-Office Depariment has averted that fate only because the United
States Treasury has been available to meet deficiencies.

The {foregoing is not the irresponsible statement of a dema-
gogue or a yellow journal but is taken from the Preliminary Re-
port of Joint Cowmmission on Business Method of Post-Office
Department and Postal Service submitted to congress on
on February 10, 1908, by a commission composed of Senators
Boies Penrose and Thomas H. Carter and Representatives A. S.
Clay, Jesse Overstreet, J. J. Gardner and John A. Moon. This
commission was appointed under an act of congress approved
March 2, 1907, and spent several months, aided by two firms
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of accountants, in making a careful study of the business methods
of the post-office department and the postal service of the
United States.

The statement quoted above is at this time charged with
special significance in view of the recommendations of the present
postmaster-general relative to government ownership of tele-
graph and telephone properties. A study of the report above
referred to is calculated to suggest to any intelligent man the
futility of expecting governmental operation of business to at-
tain a high order of efficiency and as this subject is not one of
party politics so much as of common-sense and business judg-
ment, THE JoURNAL OF ACCOUNTANCY may have occasion in
future to refer to other parts of the report.

It is a mere truism, admitted by any one who has had an
opportunity to observe, that the business of the government is
often done either badly or very expensively and frequently both
badly and expensively, Is it not, then, befitting for our govern-
ment officials in Washington to think about putting their house
in order so that the duties with which they are now charged may
be performed in a reasonably satisfactory manner and to think
rather less about extending their authority into fields where
their failures might be even more pronounced than they are
now?

We commend the report of the joint commission referred
to above to the consideration of the postmaster-general and to
the business men of the country who, after all, must in a large
measure pay the piper.

53



Income Tax Department
Eorrep By Jomw B. Niven, C.P.A.

There are published this month further rulings which have been issued
by the Treasury department. Stated briefly the tenor of these rulings
is as follows:

Ruling No. 1910, December 4, 1013, is the first decision on an actual
case laid before the Treasury department arising out of the income tax
law. It is in the form of a letter addressed to the collector, sixth division,
Los Angeles, and relates to the irrigation and reclamation districts of
California. The department holds that these districts are not political
subdivisions of the state nor public utilities exercising any essential
governmental functions accruing to any state or territory within the
meaning of the income tax law, and that therefore the interest or income
from bonds or other obligations of such districts is not exempt from the
tax.

Ruling No. 1911, December 8, 1013, prescribes a form of certificate
which may be used by fiduciaries who do not wish to exercise the
privilege of exemption from having the normal tax deducted at the
source granted to them in a previous ruling.

Ruling No. 1912, December 8, 1013, extends the time in which forms
Nos. 1000, 1001, 1003 and 1004 may be used to January 15, 1914

Ruling No. 1914, December 9, 1913, gives forms for itemized monthly
list returns and summarized annual list returns to be made by with-
holding agents of all coupon and registered interest payments on which
the normal tax was withheld. No special form of return has yet been
prescribed for certificates of ownership which accompany coupon or
registered interest orders when the owners of the bonds are not subject
to having tax withheld at the source, but under this ruling, all such
certificates are to be forwarded monthly to the collector. The monthly
list returns above provided for have to be made to the collector for the
district on the twentieth day of each month for the preceding month
and, it is stated, withholding agents may, if they so desire, pay at the
same time the amount of tax withheld. Tt is presumed if the tax so
withheld is not paid monthly, assessment will be made on the with-
holding agent for the amounts collected in the previous calendar year
and payment will be required on June 3oth. The summarized annual
list returns have to be made to the collector on or before March 1st.

Ruling No. 1915, December sth, 1913, is an extension of and supple-
mentary to T. D. ruling No. 1003. It prescribes the forms to be used
by collecting agents when they substitute their certificates in place of
owners certificates Nos. 1001, 1003, 1004, 1011, 1014, 1015, 1016 and 1018,

Ruling No. 1916, December 5, 1013, states that foreign organizations
engaged in business in the United States are exempt from having any
part of their income withheld by a debtor or withholding agent and it
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prescribes the certificate to be furnished by foreign organizations to
debtors and withholding agents.

Ruling 1617, December 16, 1013, extends the time for filing the
itemized monthly list returns prescribed in ruling No. 1914 so far as they
relate to the month of November, 1913, to January s5th, 1014

In addition to the rulings before mentioned, which are printed in
full in this month’s issue of THE JoUrRNAL 0F AcCCOUNTANCY the Treasury
department publishes, under ruling No. 1913, December 11, 1913, a de-
cision of the United States supreme court in the case of Stration’s In-
dependence (Lid) v. F. W. Howbert, Collector of Internal Revenue in
and for the district of Colorado, The text of this ruling is not given as
the action deals wholly with the provisions of the corporation tax act of
1909, but in effect the court holds that the corporation tax act, imposing
a special excise tax on corporations, applies to mining companies; that
the tax is not an income tax but imposes an excise tax upon the conduct
of business in a corporate capacity, measuring the amount of tax by the
income of the corporation; that the proceeds of ore mined by mining
companies from their properties is income within the meaning of the
corporation tax act; and that mining companies, in making returns of
net income, are not allowed to deduct from gross income, on account of
depreciation, the difference between the value of the product and the
cost of production.

TREASURY RULINGS
(T. D, 1010 December 4, 1913)
Letter 1o Collector, Sixth District, Los Angeles, California

Irrigation and reclamation assessment disiricts are not political sub~
divisions of the State nor are they public utilities exercising any essen-
tial governmental functions accruing to any State or Territory, within
the meaning of the Federal income-tax law, Interest or income from
bonds or other obligations of such districts is not exempt from the
income tax.

Sm: In reply to your letter dated November 14, 1013, with which was
forwarded copies of the California State laws with respect to the irriga-
tion and reclamation districts of California, and in which you set forth
at length the status of such irrigation and reclamation districts, and in
which the guestion is raised as to whether the interest derived from
bonds issued under authority of this state to finance such irrigation and
teclamation projects 18 subject to the income tax, you are informed as
follows:

It appears that these irrigation and reclamation districts are created
by special or general state laws which provide that their organization be
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perfected upon petitions signed by the required number of holders of
title, or evidence of title, to lands within such proposed districts, and
when such districts are thus created, bonds to secure funds for the neces-
sary improvements are issued and the interest charges thereon are met
by taxes specifically levied upon the lands benefited by the improvements,

The vote necessary to secure the issue of bonds is confined to the
owners of real property, and neither the franchises, benefits, nor burdens
are extended to or imposed for the general welfare of all the people
inhabiting such districts.

It would appear, therefore, that such districts are not created for the
general weliare or as public utilities in the administration of government
for the benefit of all the people,

The income-tax law provides “that in computing net income under
this section, there shall be excluded the interest upon the obligations of a
state or any political subdivision thereof.” The law further provides:

There shall not be taxed under this section any income derived from
any public utility or from the exercising of any essential governmental
function accruing to any state, territory, or the district of Columbia,
&(::rlam';_ political subdivision of a state, territory, or the district of

olumbia. .

The law also provides that in computing the net income of a person,
no deduction shall be allowed for taxes assessed against local benefits,
nor for any amount paid out for betterments made to increase the value
of any property or estate.

The question at issue, therefore, would appear to depend entirely upon
whether the irrigation and reclamation districts under consideration are
political subdivisions of a state or whether they are simply assessment
districts in which the assesment i3 made against local benefits, and
whether, in the case of the districts under consideration, such districts are
not created solely for the purpose of local benefits and for the purpose
of confining the expense of such benefits to the particular persons who
are benefited thereby,

In the case of Smith v. Howell, (6o N. J. L., 384), it is held that—

A political division to whose boundaries a general tax may be con-
fined is a division of the state with its inhabitants organized for the public
advantage and not in the interest of particular individuals or classes, the
chief design of which is the exercise of governmental functions, and to
the electors residing within which is, to some extent, committed the
power of local government.

In State v. Englewood Drainage, etc., Commissioners, (41 N. J. L,
154), it is held that such political subdivision—

Does not include a sewerage, drainage, and water district under a board
to be clected exery five years by male and female resident landowners in
fee, such board being invested with some control over a_defined territory,
but having no concern with the inhabitants, such district being formed,
not for public advantage, but in the interest of a particular class—the
landowners—and the chief end of which is not the government of the
persons and things within its territory, but mere land improvement at the
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expense of the land either by general tax or special assessment, and the
electors of which district have no voice whatever in its corporate affairs.

It would appear, therefore, that state laws providing for the taxa-
tion of certain districts created for a special purpose and for the special
benefit of persons residing within, and owning real property within,
certain prescribed limits does not create a subdivision of the state, nor
are such laws intended to create a subdivision of the state, as that term
is uged in the income-tax law, but such districts are created under au-
thority of the state simply to enable certain groups of citizens of the
state to do that which they otherwise could not do without such legal
sanction.

State agencies not existing for purely governmental purposes do not
fall within any rule exempting the sovereign power of the state or any
political subdivision thereof from Federal taxation.

It is, therefore, held that such irrigation and reclamation assessment
districts are not political subdivisions of the state within the meaning of
the income-tax law, nor are they public utilities exercising any essential
governmental functions accruing to any state or territory, and that the
interest or income from the bonds or other obligations of such districts
is not exempt from the income tax.

(T. D. 1911 December 8, 1013)

Supplemental regulations prescribing form of certificate which may be
used by fiduciaries, when said fiduciaries do not desire to claim any
exemption from having the normal tax of 1 per cent withheld by the
debtor organization at the source.

Fiduciary agents may, if they so desire, use instead of Form 1015
prescribed in supplemental regulations (T. D. 1006) of November 28,
1013, a certificate in substantially the following form:

(Form 1010)

Form of certificate to be filed with debtor or withholding agents by fiduci-
aries when not cloiming any exemption, as on alternative to the filing
of Form No. rors in which exemption is claimed.

The following form of certificate may be filed with the debtor, or its
paying agents, at the time of the payment to the fiduciary, or his repre-
sentative, of all coupons, interest orders, rents, and all other kinds of in-
come whatsoever upon which the tax on income is required to be with-
held at the source, as an alternative to the filing of Form No. 1o15:

I {(we) do solemnly declare that I (we)......... (Name fiduciary)
am (are) the duly authorized......(Indicate in what capacity acting)
for the beneficiaries of the estate or trust of,........ , which estate or
trust is entitled to the income from $...... bonds of the denominations
of $...... each, NOS. t.vivr vivier trcine tevnee areaes reeee of the
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......... (Give name of debtor) known as.........{Describe the par-
ticular issue of bonds) bonds, from which were detached the accompany-
ing coupons, due......... , 191 ., amounting to $...... » or upon which
there ‘has matured......... , $...... of registered interest, or
which estate or trust is ent:tled to other income from property or invest-
ments upon which there accrued......... L, IO, $... ... of income,

Acting for and in the capacity herein stated, 1 hereby declare that I
(we) do not now claim any exemption from having the normal tax of
1 per cent withheld from said income by the debtor at the source.

...................................................

(Address)

When the fiduciary uses the above form of certificate the debtor
organization shall be the somwrce for the deduction and withholding of
the normal tax of 1 per cent, as required by regulations, and fiduciaries.
receiving the income described in the said certificate from which the 1
per cent normal tax has thus been withheld, shall not be required to
again deduct and withhold the normal tax of 1 per cent upon the said
income.

(T. D. 1912 December 8, 1913)

Extension of time to January 15, 1914, for use of Forms 1000 (original
and amended), root, 1003, and 1004, as provided in T. D. 1907 of
November 26, 1913.

The time in which Forms 1000 (original and amended), roo1, 1003,
and 1004, as provided in T. D. 1007, issued November 26, 1913, may be
used shall be extended to January 15, 1014

(T. D. 1914 December g, 1913)

Supplemental regulations prescribing how itemized monthly list returns
and annual list returns of all coupon and registered interest payments
on which the normal tax of 1 per cent was withheld shall be made,
pursuant to regulations for the administration of section 2 of the act
of October 3, 1013,

Debtors or withholding agents are required by regulations made in
pursuance to section 2, act of October 3, 1913, to make both 2 monthly
and an annual list return,
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The tequired monthly list return shall give a list of all coupon or in-
terest payments made, on which the normal tax of 1 per cent was deducted
and withheld and shalt show the name and address in full of the owners
of the bonds, amount of the income, amount of exemption claimed,
amount of income on which withholding agent is liable for tax, and the
amount of tax withheld, and shall be made in substantially the following
form:

(ForM 1012)
Monthly list veturn of amount of income lax withheld at the source

Filed by ..ot e iannas +-..(Name of debior organization)

To be made in duplicate to the collector of internal revenue for the district
in which the withholding agent is located on or before the 20th day of each
month, showing the names and addresses of persons who have received pay-
ments of interest upon honds and mortgages or deeds of trust, or other similar
obligations of corporations, jolnt-stock companies, or assoclations, and insurance
companies, on which the normal tax of 1 per cent has been deducted and with-
held during the preceding month.

I (we)...... (Name) of...... (State address in full), the duly author-
ized withholding agent of......... (State name of debtor organization)
located at......... (Address in full), do solemnly swear (or affirm}

that the following is a true and complete return of all coupon and interest
payments as above described, made by said organization and from which
the normal tax of 1 per cent was deducted and withheld, at the time of
payment or for which it is liable as withholding agent, during the month
of......... . 101..., on the......... (Describe the particular issue of
bonds) bonds (or other obligations) of the......... (Name of debtor
organization), and there are herewith inclosed all certificates of owner-
ship which were presented with said coupons or orders for registered

interest covering the interest maturing on $...... of the bonds described.
Amount of
ine,ol;n}a‘1
on whic|
. Amount of - |Amount ot
Name. Address in full. Aﬁ‘;‘,’,‘;@“ exemption wi“;,’;‘g'd tax
claimed. | gpent i5 | Withheld
e !
R I P W liable
for tax
................................. | JUNURR | U I DU £ T
Total for months,...........} ... ... o i i foiiannn vefeviensann
Amount of tax remitted herewith (if any) to eollector...... ..o fovnnnnnn .

To..veeuresiierean.., Sworn te and subscribed Signed:
Collector. before me this .......
veos Districtof.. ..., i EATRNCY SO (Y S
(Capacity in which acting)
59



The Journal of Accountancy

NoTe A—Withholding agents may f{f they so desire, pay at the time this list
is filed, to the collector of internal revepue with whom the iist is filed, the
amount of tax withheld during the month for which the list 18 made.

Note B—All substitute certificates of collecting agents, authorized by regula-
tions, that are received by dJebtors or withholding agents will be considered the
same as certificates of owners, and in entering same in making monthly list
returns, debtors or withhording agents will enter the name, address, and the
oumber of the substitute certificates of the collecting agent in lieu of the name
and address of the owner of the bonds,

Form r1o12A. Includes all heading Form 1012, but omits bottom.
Form 1012B. With box heading Form 1012, omits head and tail,
Form 1o12C. Omits heading Form 1012, includes tail,

Form 1012D, when necessary to be used, shall be a summary of the
monthly list return, Form 1012, as made in detail by the withholding agent
and the said summary and lists thereto attached when properly filled
in and the summary signed and sworn to shall constitute the complete
monthly list return of the withholding agent making same, as fully as
if each list attached to the summary was signed and sworn to separately.

The said Form 1012D shall be in substantially the following form:

{ForM 1012)

Summary of monthly list return of amount of normal income lax with-
held at the source

Filed by ......... e v +...(Name of debtor organization)

To be made in duplicate to the Collector of Internal Revenue for the district
in which the withholding agent is located, on or before the 20th day of each
month, showing the names and addresses of persons who have received payments
of interest upon bonds and mortgages, or deeds of trust, or other pimilar obliga-
tions of corporations, joint stock companies, or associations, and Insurance com-
panies, oo which the normal tax of 1 per cent has been deducted and withheld
during the preceding month

T(we)oooooao o, {Name) of........ (State address in full), the duly
authorized withholding agent of......... (State name of debtor organiza-
tion), located at......... (Address in full), do solemnly swear (or

affirm) that the following is a true and complete return of all coupon
and interest payments as ahove described made hy said organization and
from which the normal tax of 1 per cent was deducted and withheld, at
the time of payment, or for which it is liable as withholding agent, during
the month of..... +...(date), 191..., on bonds (or other similar obliga-
tions) of the......... (Name of debtor organization), as fully set forth
in detail. on lists attachec hereto, said lists, Form 101z, and this summary,
constituting the Monthly [List Return of Normal Income Tax Withheld
of the Source as required by the regulations; and that there are herewith
inclosed all certificates of ownership which were presented with said
coupons or orders for registered interest covering the interest maturing
on $...... of the bonds described, and that said withholding agent has
paid no coupons or orders for registered interest not accompanied by the
certificates of ownership as required by Treasury regulations.
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Amount of
income
Amount of| on which { Amount
Description of obligation. Amount of | exemption | withhold- of tax
income, | claimed. | ing agent | withheld,
iz liable
for tarx.
] H $ $
Totals for month. . ... .o vien iiiiuines|omnr e farerncaad vunnnnnas
Amount of tax remitted herewlith
(it any) to cellector.............. L. .. .. beoo i oiana ol
To......ocovovnnnh., Bworn to and subscribed Signed:
. Collector. before me this ....... . .iciiviivrnreraninns
.....D:strlctof...... day of .o i I8 .t i i
(Address) ( Capac1ty in which acting)

Note A—Withholding agetits may, if they so desire, pay at the time this liat
is filed, to the Collector of Internal Revenue with whom the list {s filed, the
amount of tax withheld during the month for which the liat is made.

Nores B—AIll substitute certificates of collecting agents, authorized by regula-
tions, that are recelved by debtors or withholding agents will be considered the
same as certificates of owners, and in entering same in making Monthly List
Returns, debtors or withholding agents will enter the name, address, and the
aumber of the substitute certificate of the collecting agent in lieu of the name
and address of the owner of the bonds.

The annual list return to be made by debtors or withholding agents of
the normal tax of I per cent withheld from interest payments made upon
bonds or other similar obligations shall be made on or before March 1
of each calendar year and in substantially the following form:

{(ForM 1013)

Annual List return of amount of normal income tax withheld ot the source
from interesi upon bonds and mortgages or deeds of trust or other
similor obligations of corporations, joint-stock companies or associa-
tons, and insurance companies.

Filed by ............ e vernio.(Name of debtor organization}

To be made ln duplicate to the collector of internal revenue for the district in
which the withholding agent ix located on or before March 1, showing the totals
of each monthly return on Form 1012, and their aggregate totals for the preceding
calepdar year.

I (we)..........(Name) of.........(State address in full), the duly
authorized withholding agent of.........(State name of debtor organiza-
tion), located at.........(State address in full), do solemnly swear (or
aﬁirm) that the following is a true and complete return of the monthly
totals of all coupon and interest payments made and normal taxes with-
held therefrom by said organization or for which it is liable as with-
holding agent as reported on Form 1012, and their aggregate totals for
the year ended December 31, 101....
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i Amount of:
| income on | Amount of
i Amount of| which | Amount ol it-
Month. Amount of exemption| withhold- ‘r tax_ witn-| %5 567, 1 Balancs o
BEOMmE. | olaimmed. i;lsg ﬁg%rllé 1" held. collector, | 12X due
for tax. l
3 $ $ [ $ $
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July . .
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November ....|...... .. 0 oooiionianin oo e
December ....|l....... .0 .. oo oot & ...........................
Aggregate  |o...... o leeienn e, b
Totals foryear J.........0L........1........ N N T
g s S , Sworn to and subscribed Signed:
Collector. before me this ....... ..o viiiiiiiina..
..... Districtof...... day of.........101.
{ Address) (Capacity in which acting)

The monthly list return in the form as required herein shall consti-
tute a part of the annual list return to be made by debtors or withholding
agents, and the debtor or withholding agent will not be required in mak-
ing an annual list return of the tax withheld from income derived from
interest upon bonds and mortgages or deeds of trust, or other similar
obligations of corporations, joint stock companies, or associations and
instiranice companies, to again make an itemized list of the amount of
tax withheld from each person, but will give in the annual list return
the totals of the monthly list return for each month of the year for
which annual list return is made,

All substitute certificates of collecting agents authorized by regula-
tions that are received by debtors or withholding agents will be constdered
the same as certificates of owners, and in entering same in making monthly
list returns, debtors or withholding agents will enter the name and ad-
dress of the collecting agent and the number of the substitute certificate
issued in lien of the original certificate containing the name and address
of the owner of the bonds,

Until the further ruling on this subject by this department no list
return is required to be made of certificates of ownership accompanying
the coupons or registered interest orders filed with a debtor or withhold-
ing agent, when the owners of the bonds are not subject to having the
normal tox withheld at the source, but all such certificates of ownership
shall be forwarded by the debtor or withholding agent to the collector
of internal revenue for his or its district, on or before the 2oth day of
the month succeeding that in which said certificates of ownership were
received by him or it,
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All forms of monthly and annual list returms herein provided for
shall be 1034 inches wide and 16 inches from top to bottom.

(T. D. 1915 December 5, 1013)

Supplemental regulations prescribing forms of certificates to be attached
to interest coupons in cases where the collecting agent’s certificate is
substituted for the certificate of the owners.

Subject to the provisions of the regulations in T, D. 1903, dated
November 28, 1913, collecting agents may substitute Form 1oooa, properly
filled in and numbered, for the certificate of the owner on Form 1000,

When collecting agents substitute their own certificate in lieu of
owner’s certificate on Form 1001, said substitute certificate shall be in
substantially the following form:

(ForM r1oo1a)

Form of certificate to be attached to interest coupons in cases where the
collecting agent's certificate is substhituied for the certificate of the
OWNEYS,

(When owner iz @ domestic organization not subject to taces on income al source)

(The owner's certificate, of which the following certificate is the counterpart,
and bears the same number as this certificate, will be sent by the collecting agent
direct to the Commissioner of Imternal Revenue, at Washington, as prescribed
by regulations.)

No.........

I (we)......... {Name of collecting agent) do solemnly declare that
the owner of $...... bonds of the......... (Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

......... (Maturity), 101..., amounting to $......, has filed with me
{(us) a duly executed certificate filled up in accordance with Treasury
Regulations of October 25, 1913, Form No. 1001, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No..........
{Name of collecting agency}, ......... , 191...,"” and that under the pro-
visions of the income-tax law of October 3, 1013, said interest is exempt
from the payment of taxes collectible at the source, which exemption is
hereby claimed, and I (we) do hereby promise and pledge {omu};-i?:llfves}
to forward the above-described certificate executed by the owners as
stated and dated......... , 161. .., to the Commissioner of Internal Reve-
nue, at Washington, D. C,, not later than the zoth day of next month, in
accordance with Treasury Regulations.
Signature of collecting agent,..............cccoovuen.
Address,............ Ceaaeeaas

When collecting agents substitute their own certificate in lieu of
owner’s certificate on Form 1003, said substitute certificate shall be in
substantially the following form:
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(Form 1003a)

Form of certificate to be attached to interest coupons in cases where the
collecting agent's certificate is substituted for the certificate of the
owners.

{When seid cwners are firms or copartnerships in the United States)

(The owner's certificate, of which the following certificate 1s the counterpart,
and bears the same number as thia certificate, will be sent by the collecting.
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
scribed by regulations.)

No. ......... ‘

I (we)......... (Name of collecting agent) do solemnly declare that
the owner of $...... , bonds of the......... Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

......... (Maturity), 10I..., amounting to $......, has filed with me
{us) a duly executed certificate filled up in accordance with Treasury
Regulations of October 25, 1913, Form No. roo3, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No......... .
...... +..(Name of collecting agency), .........{(Date), 101...,” and
that the name and address of the firm or partnership, and the names of
the individual members thereof, and their places of residence were re-
corded on said original certificate, and I (we) do hereby promise and
pledge{ g]uj;ssillfves } to forward the above-described certificate executed by
the owners as stated and dated......... , 191..., to the Commissioner of
Internal Revenue, at Washington, D. C, not later than the 2oth day of
next month, in accordance with Treasury Regulations.
Signature of collecting agent,............ rremiieaaen
Address,.....coiinineiirinaaes

When collecting agents substitute their own certificates in lien of
owner's certificate on Form 1004, said substitute certificate shall be in
substantially the following form:

(ForM 10043)

Form of certificate to be attached to inierest coupons in cases where the
collecting agent’s cerfificate 15 substituted for the certificate of the
owners.

{When owners are both ciflzens or subjects and residents of foreign countries)

(The owner’s certificate, of which the following certificate is the counterpart,
and bears the same number as this certificate, will be pent by the collecting-
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
scribed by regulations.)

No..ooovvtn

I (we).ooo.o.... (Name of collecting agent) do solemnly declare that
the owner of $...... bonds of the......... {Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

......... (Maturity), 191..., amounting to $......, has filed with me
{us) a duly executed certificate filled up in accordance with Treasury
Regulations of October 25, 1913, Form No. 1004, which certificate has
been indorsed by me {(us) as follows: “Owner's certificate No....... .
......... (Name of collecting agency), .........{(Date), 191,” and that
the owner in said certificate declares that, being nonresident foreigner,.
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said interest is exempt from the income tax imposed on such interest
by the United States Government under the law enacted October 3, 1913,
and that no citizen of the United States, wherever residing, or foreigner
residing in the United States, or any of its possessions, has any interest
in said bonds, coupons, or interest; and I (we) do hereby promise and

pledge {omuyrssilli'es to forward the above-described certificate executed

by the owners as stated and dated......... , 191..., to the Commissioner
of Internal Revenue, at Washington, D. C., not later than the 2oth day
of next month, in accordance with Treasury Regulations.

Signature of collecting agent,............ fereeeeranes
Address,...oovnierininraaaaan

When collecting agents substitute their own certificate in lieu of
owner’s certificate on Form 1011, said substitute certificate shall be in
substantially the following form:

(ForM 10114)

Form of certificate to be attached to interest coupons in cases where the
collecting agent's certificate is substituted for the certificate of the
owners.

(When owner's are flrms or copartnerships in the United States claiming deduc-
tion for tax on account of operating erpenses incsrred)

{The owner’s certificate, of which the following certificate 1z the counterpart,
and bears the same number as this certificate, will be sent by the collecting
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
scribed by regulations.)

No.
I(we)....... ..(Name of collecting agent) do solemnly declare that
the owner of $...... bonds of the......... {Name of debtor organiza-
tion) from which were detached the accompanying interest coupons due
et (Maturity), 101..., amounting to $...... , has fled with me
(us) a duly executed certificate filled up in accordance with Treasury
Regulations of November 28, 1913, Form No. 1051, which certificate lias

been indorsed by me (us) as follows: “Owner's certificate No.......... .
......... (Name of collecting agency), .........(Date), 191...,” and
the parinership in said certificate did claim a deduction of §..... . allowed

on account of the actual expenses incurred in conducting said business,
under regulations made in pursnance of section 2, act of October 3, 1013,
and did solemnly declare that neither the partnership nor its individual
members has claimed deductions in excess of its total actual legitimate
annual expenses of conducting the business of said partnership, and that
no portion of the living or personal expenses of the partners is included
in the deductions claimed, and I (we) do hereby promise and pledge
{:ﬁgﬂ{ves}to forward the above-described certificate executed by the
owners as stated and dated......... , 191..., to the Commissioner of
Internal Revenue, at Washington, D. C., not later than the 2oth day of
next month, in accordance with Treasury Regulations.
Signature of collecting agent,...... eeeeireaiiiaaa e
Address,.....c.iiiiiina... v
Date, ............ vesnany, 10T, ..,

When collecting agents substitute their own certificate in lien of
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owner's certificate on Form 1014, said substitute certificate shall be in
substantially the following form:

(ForM 1014G)

Form of certificate to be attached to inierest coupons in cases where the
collecting agent's certificaie is substituted for the cerlificate of the
owners,

(When cwners are firms or copartnerships of foreign countries and claim im-
munity from income tam)

{The owner's certificate, of which the fellowing certificate is the counterpart,
and bears the same number as this certificate, will be sent by the collecting
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
seribed by regulations.)

No..... teees

I (we)ooonnnn (Name of collecting agent), do solemnly declare that
the owner of $...... bonds of the......... (Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

......... (Maturity), 101..., amounting to $......, has filed with me
(us) a duly executed certificate filled up in accordance with Treasury
Regulations of November 28, 1913, Form No. 1014, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No...... teees
...... ...(Name of collecting agency), .........{Date}, 101...,” and
that said certificates declare that said owners are a copartnership and that
all the members of the firm or partnership, except partners whose names
are recorded thereon, are nonresident foreigners and as such are exempt
from the income tax imposed on such income by the United States
Government under the law enacted Qctober 3, 1013, and that no citizen
of the United States, wherever residing, or foreigner residing in the
Unitel States or any of its possessions, except those named above, has
any interest in said bonds, cou;ons, or interest; and I {we) do hereby

promise and pledge zlyrssillies to forward the above-described certifi-

cate exccuted by the owners as stated and dated......... , 10[..., to
the Commissioner of Internal Revenue, at Washington, D, C., not later
than the 2o0th day of next month, in accordance with Treasury Regula-
tions.
Signature of collecting agent,.........ccovnvviinannns
Address,..coovviiiiinniianaen
Date, ............ R {11 SR

When collecting agents substitute their own certificate in lien of
owner’s certificate on Form 1015, said substitute certificate shall be in
substantially the following form:

(ForM I1015a)

Form of certificate to be attached to interest coupons in cases where the
collecting ogent’s certificate is substituted for the certificate of the
oumers,

{When owners are fduciaries)

{The owner's certificate, of which the following certificate is the counterpart,
and bears the same number as this certificate, will be sent by the collecting
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
scribed by regulations.)
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No..........

I (we).oonnnn. (Name of collecting agent), do solemnly declare that
the owner of $...... bonds of the......... (Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

...... ... (Maturity), 191..., amounting to $......, has filed with me
{us) a duly executed certificate filled up in accordance with Treasury
Regulations of November 2B, 1913, Form No. 1015, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No.......... ,
......... (Name of collecting agency), .........{Date), 191...,” that
said certificate is executed by a fiduciary, and that the fiduciary, acting
for and in the capacity as stated thetein, has assumed the duty and
responsibility imposed upon withholding agents under the law, of with-
holding and paying the income tax due, for which he (it) may be liable,
and that, acting in said fiduciary capacity as stated therein, he (it} did
claim exemption from having the normal tax withheld from said income;
and I {we) do hereby promise and pledge myself (ourselves) to for-
ward the above-described certificate executed by the owners as stated
and dated......... , 101..., to the Commissioner of Internal Revenue, at
‘Washington, D. C, not later than the 20th day of next month, in accord-
ance with Treasury Regulations,
Signature of collecting agent,...... eeaas eraieavaaas
Address,. ...

When collecting agents substitute their own certificate in lien of
owner’s certificate on Form 1016, said substitute certificate shall be in
substantially the following form:

(Form 1016G)

Form of certificate to be attached to interest coupons in cases where the
collecting agent's certificate is substituted for the certificate of the
owners.

(Owners being foreign organization, not subject to the income tax at the gource)

(The owner's certificate, of which the following certificate i8 the counterpart,
and bears the same number as this certificate, will be sent by the collecting
agent direct to the Commissioner of Internal Revenus, at Washington, as pre-
scribed by regulations.)

No..........

I(weleoooonnn. {Name of collecting agent) do solemnly declare that
the owner of §...... bonds of the......... (Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due

......... (Maturity), 191..., amounting to $......, has filed with me
{(us) a duly executed certificate filled up in accordance with Treasury
Regulations of November 28, 1013, Form No. 1016, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No.......,
e (Name of collecting agency), ......... (Date), 191,” and that
under the provisions of the income-tax law of October 3, 1913, the said
organization in said certificate declares that it is a foreign organization,
and that the said interest or income is exempt from the payment of taxes

collectible at the source, which exemption it claims, and I (we) do
hereby promise and pledge{gg_sseel]fvejto forward the above-described

certificate executed by the owners as stated and dated......... , 1I91...,
to the Commissioner of Internal Revenue, at Washington, D, C., not
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later than the 2oth day of next month, in accordance with Treasury
Regulations.
Signature of collecting agent,....... et aiaa e
Address,.....oivvnnns eeaes
Date, .......... R 11 ) SR

When collecting agents substitute their own certificate in lieu of
owner’s certificate on Form 1018, said substitute certificate shall be in
substantially the following form:

(ForM 10182)

Form of certificate to be attached fo interest coupons in cases where the
collecting agent’s certificate is substituted for the certificate of the
owners.

+(Qwners being foreign organizalions engaged in business in the United States
and subject to tox)

{The owner's certificate, of which the following certificate is the counterpart,
and bears the same number as this certificate, will be sent by the ccllecting
agent direct to the Commissioner of Internal Revenue, at Washington, as pre-
scribed by regulations.)

Noooorrann
I (we).uuuonn, .{Name of collecting agent) do solemnly declare that
the owner of $...... bonds of the......... (Name of debtor organiza-
tion), from which were detached the accompanying interest coupons due
AP (Maturity), 191..., amounting to $......, has filed with me
(us) a duly executed certificate filled up in accordance with Treasury
Regulations of December 5, 1013, Form No. 1018, which certificate has
been indorsed by me (us) as follows: “Owner’s certificate No.......... .
......... (Name of collecting agency)}, .........(Date), 191...,” and
that under the regulations made in pursuance of section 2, act of October
3, 1013, said organization is subject to the normal tax of 1 per centum
per annum upon the amount of net income accruing from business trans-
acted and capital invested with the United States and did therein claim
exemption from having the said tax withheld at the source from said
income, and I (we) do hereby promise and pledge myself (ourselves)
to forward the above-described certificate executed by the owners as
stated and dated......... , I01..., to the Commissioner of Internal Reve-
nue at Washington, D. C., not later than the 20th day of next month, in
accordance with Treasury Regulations.
Signature of collecting agent,............ Creaeirerans
Address,.......vnnen. P

All of the forms prescribed herein to be used by collecting agents for
substitution in lieu of the owner’s certificate, accompanying coupons to be
presented for collection, shall be subject to all of the provisions of the
regulations as published in T. D. 1903 of November 28, 1013, the same
as the said regulations are made to apply to Form 1000a, as given therein.

(T. D, 1916 December 5, 1913}

Regulations prescribing form of certificate to be furnished by foreign
organizations engaged in business in the United States and subject
to the income tax on interest or other income collectible at the source.

68



Income Tax Department

Foreign organizations engaged in business within the United States
are subject to the normal tax of 1 per cent per annum upon the amount
of net income accruing from business transacted and capital invested
within the United States; but said organizations shall be exempt from
having any part of their income withheld by a debtor or withholding
agent.

The certificate to be furnished by foreign organizations engaged in
business in the United States shall be in substantially the following form:

(ForM 1018)

Certificate to be furnished by foreign organizations engaged in business
in the United States

L oo, (Give name), the ......... (Give official position) (Name
of organizations), a......... (Character of organization), of.........
(County), located at ...... ... (Post-Office address), do solemnly declare
that said ...... ... (Give name of organization) is a foreign organization
engaged in business in the United States, and is the owner of $........
bonds, of the denomination of $...... each, Nos,....oooviiiiiaiinn..
of the......... {Give name of debtor), known as............ (Descrlbe
particular issue of bands) bonds, from which were detached the accom-
panying coupons, due........ , I9L..., amounting to $...... ., Or upon
which there matured......... , 101..., $...... of registered interest, or
is the owner of ......... {Property or investments), upon which there
was accrued ...... P 1 RN JUR of income.

Under the provisions of the income-tax law of October 3, 1013, the
said organization is subject to the normal tax of 1 per cent per annum
vpon the amount of net income accruing from business transacted and
capital invested within the United States, for which tax it will make
its return in due course, but it hereby claims exemption from having
the said normal tax of 1 per cent on said income withheld at the source.

Name .. ... .ioiiiiennn Creesaraan Ceriaraaas

............ (Oﬁicml posmon) veaen

Date ........... I91... Of i i i i i
Address ............... (Name of organization)

{Post office)

(T. D. 1917 December 16, 1013)

Extension of time for filing monthly list returns of all coupons and
registered interest payments on which the normal tax of 1 per cent
was withheld at the source in accordance with the requirements of
section 2, act of October 3, 1013

The time for filing itemized monthly list returns of coupon and
registered interest payments for the month of November, 1913, which
are required by regulations to be filed on or before December 20, 1913,
is extended to January 5, 1914



Students’ Department
Eprrep By SEvyMour Warrton, C.P.A.
FOREWORD

A few words of explanation are in order in regard to the objects to
be aimed at in the studies which are to be pursued in this department.
The consideration of these objects will include necessarily the dis-
cussion of what constitutes true education and what are the best means
of obtaining it; what mental faculties it is necessary to cultivate, and how
this can best be done; and to what extent mental training is valuable,
whether that training is directly in the line of any person’s daily work,
or is only general in its character, conducing to habits of thought which
will be valuable to any one who is ever confronted with problems of
any kind, whose correct solution requires close and accurate reasoning.

It is not intended to lay out a connected course of business instruc-
tion such as is already given by many excellent schools of commerce and
accounting in our larger cities, The intention is rather to supplement the
work of these institutions by the discussion of subjects and the exposi-
tion of principles, as brought out in the solution of problems given in
C. P. A. examinations. It may well be that the views expressed may
not meet the approval of instructors in the established institutions, or of
individual accountants throughout the country. If so, the columns of
this department will always be open to the objectors, and their criticisms
will be more than welcome. If the department does nothing more than
to arouse among the accountants a discussion of mooted questions, it
will have rendered a worthy service, since the great difficulty that has
always handicapped THE JoUurnNaL oF AccountanNcy has been that of in-
ducing practical accountants to express themselves in print with regard
to the many important subjects with which they are constantly required
to deal,

The members of the various C. P. A. examining boards throughout
this country and the Dominion of Canada can render an important ser-
vice to the profession and to those who are working hard to enter it,
if they will freely criticize the manner in which solutions to problems
are given, whether in regard to the “general intelligence with which the
guestions are answered” or the technical way in which statements are
set up. If thets is too much of a tendency to “cut corners” so as to
save time, let them so state, or if in their opinion there is not sufficient
explanation of the principles involved to indicate the ‘“general intelli-
gence” asked for in the instructions on the examination papers, let them
speak their minds, and criticize the inadequacy of the answers. A great
point will be gained if the applicants for the degree can get a clear idea
of what is required of them.

As the freest and fullest criticism is invited from the examiners, we
trust that they will not take it amiss if we, in our turn, take occasion to
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offer them an occasional suggestion as to the wording of their problems
and questions. Considerable time is often wasted by the candidates in
trying to find out just what the examiners mean by some expression that
a little change in the wording would have made perfectly plain. It is
a little difficult for instance, to see why partners should take the trouble
to make an agreement inter se, when they could just as well have made
the agreement “among themselves,” and not have left the applicant in
doubt as to what important principle was indicated by the unfamiliar
Latin words.

There is an old English engraving depicting a dying wife making a
last request of her husband, who does not seem to be giving a very ready
response, for she is represented as saying:

“Thou wilt, I know thou wilt. Sad silence gives consent,
And in this pleasing hope thy Emma dies content.”

We trust that the examiners and other accountants will not force us
to infer from their silence, sad or otherwise, that our ideas meet with
their approval. Active criticism is better than that kind of negative
endorsement. “In a multitude of coumsellors there is wisdom,” and it
is only by the ciash of minds that valuable truths can be brought out and
firmly established.

Trug EpucaTioN

In order to fit oneself to become a practical accountant, either as a
public practitioner or as the head of the accounting department of any
large corporation, it is necessary to obtain a training which must consist
of an extremely varied experience in accounting work or of an academic
course of a high order, or better still, of both combined. Academic
education alone will not make a finished accountant, and the wrong kind
of education will do little towards accomplishing it, that is, the educa-
tion that does no more than teach rules and facts without reaching any
of the underlying principles, The only education 'that is of any real
value is that which teaches the student to think clearly and to grasp the
reason for any line of action, to know the “whyv” and not be satisfied
simply with the “how.” Tt will be found that the knowledge of the
scientific why will greatly facilitate the carrying out of the more mechan-
ical how.

Dr. Henry Van Dvke clearly expressed this idea when he said:
“The chief benefit that a good student may get in a good college is not
a definite amount of Greek and Latin, mathematics and chemistry, botany
and zoology, histery and logic, though this in itself is good. But far
better is the power to apprehend and distinguish, to weigh evidence and
interpret facts, to think clearly, to infer carefully and to imagine
vividly.”

In these papers the constant endeavor will be to lead the student to
carty out Dr. Van Dvxre’s ideas, by an exposition of principles, rather
than a dogmatic statement of rules and of accounting methods, without
the attempt to explain the reasons for their adoption.

It is true that the intelligent man, be he office man or mechanic, can
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pick up these principles from his own experience, and it is equally true
that very large numbers do so, but it is necessarily at the expense of a
large number of mistakes and even of positive failures, Experience is
a good school, but unguided it is a dear one. Experience that is en-
lightened by a through knowledge of principles is the best school of all,
and is in fact the only one that will produce any really practical results.

The man without theoretical knowledge is like a man in a strange
country without 2 map or a2 compass. He knows where he wishes to go,
but he has no idea in which direction to travel, nor which road to take.
If he is given time encugh to try one road after another, he will even-
tually hit upen the right one and reach his destination. Another man,
with a good road map, made by those who have traversed the same
ground before, will go straight to his desired haven, and lose no time
in futile exploration. So a practical business man, guided by a good work-
ing theory, made by those who have previously investigated the subject,
can go dirvectly to the heart of any new situation, without wasting time
in vain experiments. However, it must be remembered that, as the mere
possession of the map will not catry the traveler to his destination, with-
out intelligent action on his part, so the mere learning of a theory will
not solve the business man’s problems. He must know how to give
it practical applisation, and this knowledge can come only through practi-
cal experience,

ADVANTAGES oF AN Accounting Epucarion

One of the mistaken ideas in regard to an education in accountancy
is that it is of value only to those who wish to become certified public
accountants. Whie such persons must of necessity obtain this education
in order to enable them to pass the very severe examinations which are
to test their fitness to enter the profession, it does not follow that no
others should endeavor to gain the knowledge that a proper study of ac-
counting principles will give them,

The demand made by the business world today is for efficient men.
The large corporations are constantly seeking for men who will be able
to give them correct information in regard to all the intricacies of their
business, information that will enable them to stop leaks and to institute
economies in production and in selling, and that will show them exactly
what are the results of each department, not merely what the final
round-up of the whole business for a vear may demonstrate. They can-
not afford to have mistakes made in the methods by which the results are
obtained, in the taking of inventories, in the calculation of averages of
different years as to cost of production or of selling, and in many other
things which it is vital to them to know. These mistakes can be avoided
or if made, can be pointed out, only by one who has a thorough knowledge
of accounting principles, whether he be a certified public accountant or
not.

The difference between a certified public accountant and the equally
competent man who has not obtained his certificate is very similar to the
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difference between solid silver ware made before it was customary to
mark solid silver as “sterling” and that made since the hall-mark was
used. The old ware is just as solid as the new, but there is nothing to
show it. To prove that it is solid it must be tested, while a glance at the
new will show whether it is or not. The certified public accountant pos-
sesses the hall-mark, which carries with it at least the presumption of
ability. The other man must be tried, The burden of proof is on him,
but it is not on the certified public accountant. For that reason the
larger business concerns of the country are constantly offering induce-
ments in the shape of very large salaries to certified public accountants,
with whom they have become acquainted during the progress of an
audit. )

The possession of a certificate authorizing a person to write C. P. A.
after his name is not an absolute proof of supreme excellence, but the
ability to pass the rigid examination presupposes such a knowledge of
accounting principles as to place the person in the enviable position of
having good positions seek him, instead of being forced himself to seek
the positions. He is, at least, given abundant opportunities to demon-
strate whatever ability he may possess.

Therefore, while it is not necessary for a person who has taken
the trouble to acquite an accounting eduecation to pass the examination,
it would be much better for him to do s0. The education itself will be
just as valuable an investment in either case,

ACCOUNTING PrOBLEMS

It is not unusual for a student in an accounting class to neglect the
task of solving the problems, giving one excuse or another, sometimes
valid, but more often an evidence of mere lack of energy. Such a person
will say that he is content with listening to the discussions in class, or
with reading the text. This arises largely from the impression that the
problems are merely exercises in mental gymnastics, or that they describe
conditions that are not likely to be met with in ordinary experience.
Even if this were true, the ability to grasp the fundamental principles
involved in these problems, and to apply the proper methods in treating
them will be invaluable when similar conditions are encountered in actual
business life. The actual problems may not be the same as the theoretical
ones, but the habits of thought developed in the study of the theoretical
will be of enormous value in solving the business problems that are likely
to arise in actual practice, There will be acquired an insight into con-
ditions that will enable one to distinguish hetween superficial resemblances
and real relations, which is one of the principal foundations of the scienti-
fic study of any subject.

A very important thing to be learned from the solving of accounting
problems is the ability to read the problem correctly. Very frequently
what looks like a purely perfunctory remark may involve an important
point, if its true bearing on the conditions is properly appreciated. On
the other hand an apparently important point may prove to have little
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or no influence in the final results. The ability really to grasp what is
read may be cultivated, just as well as can the ability to observe what
one sees. The difficulty that many people experience in remembering what
cards have been played in a game of whist does not arise so much from
a faulty memory as from lack of observation of the cards as they fell.
The same woman who cannot remember the cards at all, will be able to
describe minutely the costume of another woman of whom she had but
a glimpse as she passed her in the hall. In one case she has a trained
habit of observation; in the other she has not. In a treatise omn
memory it was recommended that a person should train himself to re-
member the articles seen in a shop window, when passing it at an
ordinary walk, It was said that the power to remember would be wonder-
fully increased by such a practice. The truth is that it would be rather
the power really to see the articles that would be cultivated.

ANALysis anNp ImacIiNaTION

In order to arrive at the underlying principles in any problem, whether
one asked in a C. P. A. examination or one encountered in actual practice,
the possession of two mental faculties is essential —the analytical faculty
and the imagination,

The analytical faculty enables one to grasp all the elements of a prob-
lem and to make an analysis of their real nature in their relations to each
other, distinguishing between a supetficial resemblance and an essential
interdependence.

The right use of the imagination enables one to keep in mind an
image ot picture of the whole field to be covered, so that no one part
will be ovetrlooked while the attention is concentrated on some other
part. This is especially important te the person who is devising a com-
plete system of office or of factory cost accounts so that each point will
be covered with due reference to every other peoint and that all of the
several units will so dovetail into each other that the result will con-
stitute a consistent and harmonious whole.

Both the faculties of analysis and imagination come into play in the
study of the questions asked in C. P. A. examinations. Before an at-
tempt is made to answer them, they should be thoroughly scrutinized, so
that every element may be understood and completely covered in the
answer, each element being duly considered in its relation to all the
others,

The necessity for going clear to the bottom of a subject, so that it is
certain that everything has been taken into full consideration, and that
all the information that can be obtained from the problem has been given
its due weight, is illustrated by the following problem. In an answer
that was published in a magazine that has a department of C. P. A,
problems, a solution was given in which it was stated that the problem
contained no infermation as to whether or not the preferred stock was
preferred as to assets as well as to dividends. A correct analysis of the
conditions called for will determine this question without a shadow of a
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doubt. The reader will do well to study the problem, to see whether he
can discover from the problem itself what is the status of the preferred
stock, before he looks at the solution. In the published answer referred
to the wrong view of the question was taken.

ProeLEM

The Chimera Chemical Company, a corporation engaged in the manu-
facture of patent medicines and toilet preparations, being unable to pay
or renew its maturing obligations, Mr, Willoughby West, president of
the company and owner of eighty per cent of its common stock, ap-
proaches the managers of the Opulent Oxygen Company with a proposi-
tion to sell out or consolidate. Mr, West submits a balance sheet, which.
purports to show his company’s condition, as follows:

ASSETS

Cash ...l et $ roo7zr
Accounts receivable ... ... . e iereeaas 209,107.08
Bills receivable ................. et aeeaae s 36,602.35
Merchandise inventory .......ciicviiiinienrnnrennrnnnneanes §2.402.01
Land and buildings ...........coiiiiiiiiiiii e 40,000.00
Machinery and equipment .........cvuviiiiiiiiriniiriaeaaaan 16,460.5%
Furniture and fixtures ........coiivverinnnnneneerannns veees  4,4606.33
Prepaid advertising .....vivviiinrrierie it 26,455.10
Prepaid taxes and MSUFANCE ... .vvvioirrerinnnncraarananes 1,413.24

0 Y $448,005.88

LIABILITIES

Accotnts pavable ... .iiiiiiii it e $ 66,568.63
Bills payable ... .coruiiiiniii i it i i 152,468.53
Capital stock, preferred (par $100) ... ooiiiiiiiiiit, 50,000.00
Capital stock, common (par $100} .........coieiiiiiiiiiaa, 100,000.00-
ES Ty 2] 31 - 78,008.72

T A $448,005.88

An agreement is finally reached, whereby West agrees to sell to the
Opulent Company all of the Chimera Company’s common stock at its
actual book value (as determined by an audit of its books and an ap-
praisal of its assets) in payment for which he is to receive stock of the
Opulent Company (at par) to an equal amount, West delivers his own
800 shares of Chimera common and instructs the Opulent Company to
purchase, for his account, the remaining 200 shares at the most favorable
figure for which it can be bought. It is finally secured at $75.00 per share
Appraisers and arbitrators are named and you are called in to audit
the Chimera Company’s books and prepare the statement for final settle-
ment.

You will find that cash, prepaid taxes and insurance, bills payable,
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preferred stock and common stock are correctly stated, as above. Ac-
counts receivable aggregating $23,641.38 and bills receivable aggregating
$14,342.08 prove to be worthless. The actual value of prepaid advertis-
ing amounts to only $3,107.35. There are unrecorded accounts payable
amounting to $43,237.80. The appraisers decide upon the following
valuations:

Merchandise .....oviiiureiriiiirinrerennarervasancnescacnenss $36,341.18
Land and buildings ........c.ccoveuenenn eateenaeaniettaianen 40,000.00
Machinery and equipment .......o.cviruevinunsinanrnsnins oo 10,000.00
Furniture and fixtures .........cc0vvveevnvns eveseeaees RPN 2,500.00

Prepare the following and embody them in a report to your clients:

1. Corrected balance sheet of the Chimera Chemical Company.

2, Deficiency account of the Chimera Chemical Company.

3. Statement of Willoughby West’s account with the Opulent Oxygen

Co.

It is then decided that the Opulent Company shall pay into the treasury
of the Chimera Company sufficient cash to wipe out the impairment of
its capital.

Draft the entries in the journals and cash books of both companies
necessary to record all of the foregoing transactions, Also show the
accounts of Willoughby West and the Chimera Company as they will
appear in the Opulent Company’s ledger.

Sor,utioN

Journal entries adjusting accounts of Chimera Chemical Co., as
apptraised, and recording newly discovered liabilities.

DefiCiency vvvveenvreieesrernieninrenrrnnnaenenens $128,068.72
To Accounts receivable .......ooo oo teees 23,641.38
Bills receivable ................ ... . 14,342.08
Prepaid advertising .........ccveivneeans 23,257.94
Accounts payable ...... iessreseiraaeiay 43,237.80
Merchandise inventory ............ eaean 16,061.73
Machinery and equipment ............... 6,460.57
Surol Furniture and fixtures .................. 8068 1,066.33
arplus  ...oiiiiiiiiieieeaeas Seearareananenaas tieas T .72
To Deficiency ......... erbrreeimeaireaarean -8,068.72
Barance SHEET, CHIMERA CHEMICAL Co. AS AMENDED
ASSETS LIABILITIES
Cash ..... e ereriaanes $ 100721 Accounts payable ...., .$100,806.52
Accounts recewahle +vvs 245,555.70  Bills payable .......... 152,468.53
Bills reccivable ........ 22,260.37 Capital stock:
Merchandise inventory 36,341.18 Preferred ........... 50,000.00
Land and buildings ... 4000000 Capital stock:
Machinery and equip- Common ............ 100,000.00
ment ...iueeirraenans 10,000.00
Furniture and fixtures ..  2,500.00
Prepaid advertising .... 3,197.35
Prepaid taxes and in-
SUFBNCE  vuuenvnnnn.s 1,413.24
Deficiency ............. 50,000.00
$412,275.05 $412,275.05
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Accounts receivable ....$ 23,641.38 Surplus ............ .. $ 7806892
Bills receivable ...,..... 14,342 Opulent Oxygen Co. ... 50,000.00
Prepaid advertising .... 23,257.

Accounts payable ... 7.80

Merchandise mventory 48081 73

Machinery and equip-

MENE wevvevennaranns 6,460.57
Furniture and fixtures .. 1,060.33
$128,068.72 $128,968.72

The amended balance sheet shows a deficit of $50,000.00 against a
total capitalization of $150,00000 of which $50,00000 is preferred. The
treatment of the deficit depends on the status of the preferred stock.
If it is preferred as to assets, the whole loss will fall on the common stock.
If not, the loss will be divided pro rata between the two classes, reducing
each of them to two-thirds of their original value, In the absence of
specific information, it would seem that the latter assumption should be
taken, if it were not for the fact that the Qpulent Company proposes to
pay in cash enough to cover the impairment of the capital. Assuming
that the preferred stock is impaired one-third, or $16,666.67, wounld
necessarily imply that the Opulent Company would pay in ‘that amount
for the sake of making good the impairment of preferred stock, in which
it had absolutely no interest. It must not be forgotten that the Opulent
Company is buying only the common stock of the Chimera Company, and
it is inconceivable that it would make a free gift to the preferred stock-
holders of $16,666.67. We must therefore conclude that the common stock
is impaired $50,000.00, and is worth only 50% on the books. On this
basis, West’s account would be as follows, after he had paid the balance
due:

W. West
200 sh, Chimera common $15,000.00 800 sh. C’h:mera common $40,000.00
500 sh. Opulent ..... .+ 5§0,000.00 200 sh. “ 10,000.00
Cash ...... Ceeeaaeieane 15,000.00
$65,000.00 $65,000.00

The journal entries on the books of the Opulent Company would be,

Chimera Chemical common ......... nenbanaa +++.$40,000.00
To W. WeSt ...vueiiininninnetonrneneenenens 40,000.00
for 800 shares Chimera common at 50%
book value.
W. West ..ovviiiiiieinanen,s Gedearreeseaeiiieans v+ 15,000.00
To cash . .vviiirienn it e it e et ieeraanease 15,000.00

for 200 shares Chimera common, bought
for his account.
Chimera Chemical ¢common ...... erestesirarenerses 10,000.00
To W. West .....iverericitnrinnineins ceaves 10,000.00
purchasing from him 200 sh. at 50%.
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R §0,000.00
To capital stock, or treasury stock ......... 50,000.00
transferring to him 500 shares Opulent
Co. stock (from original capital or treas-
ury, as may be) in exchange for 1,000
shares Chimera common at so.

Cash o e e e 15,000.00
To W. WeSt «eervrriir i niiariirinnans 15,000.00
repayment by him of advance.
Chimera Chemical common ............... et 50,000.00
T T 50,000.00

payment of deficit to bring the stock back
to par. The only other account asked for
would be on books of Opulent Co.

CHIMERA CHEMICAL CO. COMMON STOCK

W. West, 8o shares at so0 ................ $40,000.00
W. West, 200 shares at 50 ................. 10,000.00
L T ¢ T 50,000.00

To deficlency ... ..ol 50,000.00
received from Opulent Co,

The client to whom the report is to be made would naturally be the
Opulent Oxygen Co. The following would be the condensed report:

Mr. John Doe, president,

Opulent Oxygen Co.
Dear Sit:

As instructed by you, T have made an examination of the accounts
of the Chimera Chemical Co. and have prepared the following statement
of its condition, as shown by its books and as it appears after the ad-
justine entries have been made in accordance with the report of the ap-
-praisers:

ASSETS Per Books As Appraised Deficiency
Cash ..t iiiinieas $ roo721 § 1,007.21

Accounts receivable .............. 260,197.08 24555570  $ 23,641.38
Bills receivable ............. rereas 36,603.35 22,2060.37 14,342.08
Mdse. inventory .............. .o 52,402.01 36,341.18 16,061.73
Land and buildings ............... 40,000.00 40,000.00

Machinery and equipment ......... 16,460.57 10,000.00 6,460.57
Furniture and fixtures ............ 4,460.33 2,500,00 1,006.33
Prepaid advertising .............. 26,455.10 3.197.35 23,257,
Prepaid taxes and insurance ...... 1,413.24 1,413.24

$448,005.88 $362,275.05

LIABILITIES
Accounts payable ............ -....$ 6656863 $100,806.52 43.237.80
Bills payable .....o.coviiiianaan 152,468.53  152,468.53 Dr. 128,008.72

Capital stock:
Preferred ......  .... e 50,000.00 50,000.00
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Capital stock:
COMIMON  vvveriimineinninvieanns 100,000.00 50,000.00 50,000.00
Surplus . .eiiiiiiiii i 78,008.72 78,068,972

$448,005.88 $362,275.05 Cr.$128,068.72

This shows that the common stock is impaired $50,000.00. The whole
loss must fall on the common stock, since the preferred stock is preferred
as to assets, and does not lose any of its value until the common stock
is exhausted,

This exhibit fixes the price to be paid to Mr, Willoughby West for
the stock bought from him and for his account as fifty cents on the
dollar, His account will therefore be as follows:

Willoughby West

200 sh. Chimera common $15,00000 800 sh. Chimera common $40,000.00
500 sh, Opulent Oxygen 5000000 200 sh. Chimera ¢commen 10,000.00
Balance .......... vevso  15,000.00

$65,000.00 $65,000.00
Balance .......... ver-- $15,000,00

The figures shown in the statement of assets are those submitted by
the appraisers and arbitrators. The increase in the accounts payable was
discovered from statements semt in by creditors and from an analysis
of the inventory, disclosing goods that had been received for which no
credits had been made to accounts payable.

Yours very truly,

, CP.A.

Nore—The importance of determining the status of the preferred stock
arises from the fact that if it shared in the impairment the common stock
would be impaired only $33,333.33. This would give the common stock
a book value of 66-2/3% and Mr, West would have been entitled to
$66,666.67 of the Opulent Oxygen stock, instead of $50,000.00.
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CLUB ACCOUNTS AND THEIR CONTROL By Haroup TANSLEY

Wirr, F.C.A,, Gee & Co., London, 1913, $1.50.

This publication is intended to prove of value to secretaries and com-
mittees of English clubs, and also to explode the theory that any one
can manage a club. Incidentally, the author modestly submits the book
to members of the accounting profession as a guide when they are called
upon to install club accounts, as its theories are in every day use by
the best English clubs. The books of account from which the revenue
account and balance sheet are prepared, as prescribed by the author, are:
cash book; tabular expenditure journal; impersonal ledger (partly ruled
in tabular form; tradesmen’s ledger; small journal (for impersonal
entries, and adjustments); and debenture ledger (if the <lub has a
debenture debt).

The author urges the importance of keeping, wherever possible, a
record of the profits made in each department of the club, so as to
produce a comparable ratio of percentage of profit to the takings.

A careful reading of this book fails to dispel the thought that our
English cousins have made little progress in demonstrating the steward-
ship of club departmental service coincidentally with the stewardship
of employees handling money and property. The accounting processes
suggested by the author are practically obsolete in American clubs and
have given place to clean-cut and concise methods that are promptly
responsive to any desired demonstration of stewardship. American club
management is generally vested in standing committees, composed of men
or women active in business affairs, who demand the same graphic and
comprehensive records for their club that they require in their own
business affairs. This has resulted in giving to American clubs the
very best accounting thought in the development of routine, accounting
methods, and comprehensive statements of results.

Hereerr M. TeEMrLE

THE THEORY OF DEBIT AND CREDIT IN ACCOUNTING, by
RoseErT GaroNER McCrunc, Morgan, Mills and Company, Boston,
1013. 16 pages. $1.00,

Length of title, magnitude of price and abundance of index are the
most noteworthy features of a little pamphlet of fourteen pages devoted
to a discussion of the theory of debit and credit in accounting by Mz
RoserT GaroneEr McCrunc, The absolute necessity for a publication of
a work of this kind does not appear to the casual reviewer. To him it
reads more like the introductory chapter of an ordinary text book on
accounting, Every worthy contribution to the literature of accountancy
should be welcome, but it is much to be doubted if the reception accorded
the booklet in question will be as hearty as it might be were the contents
greater and the price less.

A PR
8o
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INCOME TAX GUIDE, By Warrer A. Stave, C.P.A, Lybrand, Ross

Bros. & Montgomery, New York, 1913. Fifty cents.

Following enactment of the Underwood tariff bill with its provision
for the incidence of a tax upon individual as well as corporate income a
mass of literature has been published dealing with the income tax and
attempting more or less satisfactorily to explain the meaning of an act
which certainly did not err on the side of too great clarity. Many of the
banks have issued booklets containing advice to bondholders, and various
other institutions have voluntarily come to the assistance of a rather be-
wildered public, but it must be confessed that the great majority of this
expository pamphleteering has served chiefly to make confusion worse
confounded. The primary reason for this failure to explain is the evi-
dent desire of the authors to display their ability as destructive critics.
The act has been roundly belabored; its provisions have been ridiculed;
and its inapplicability to the conditions of business has been demonstrated
to the complete and serene comfort of complacent writers.

Constructive criticism, however, has not been wholly lacking and in
Mr. Srausr's little book we have as lucid and able a discussion of the
act as has appeared, He starts with the bold assumption that the act
can be applied and proceeds to show how. Naturally he ‘deals only
with the act and those regulations under it issuted prior to the publication
of his book, but he displays a grasp of the law and a confidence in the
administration of it which is valuable and encouraging. The set of
forms for recording income which is embodied in the book is of great
use, The exposition of the law is most sound. There is a modicum of
criticism but as a rule the author takes the subject as he finds it and has
no violent quarrel with facts. The book is excellent and should be an

aid to every payer of income tax,
A PR

A FIRST YEAR IN BOOKRKEEPING AND ACCOUNTING By G. A.
MacFARLAND aAND L D, RossHEIM, pp. 224. D, Appleion & Co., 1913
As stated in the foreword the endeavors of the authors “have been to

lay particular emphasis on the methods of exposition; appeal being made

to the understanding rather than to the memory of the student” This
is exactly what is needed in the university courses in commerce, and the
purpose is laudable, It is my opinion that the method of illustrating
principles by specific problems will soon supplant the routine sets so
largely in use at present, and it is a pleasure to see a text with such
a basis. Too frequently it is assumed that the student knows hookkeep-
ing becatse he has waded through a mass of tiresome entries. Such
routine work drives all ambition and initiative from many a man who
begins the work, The authors state “but a small number of students hav-
ing reference to this volume will eventually reach the summits of ac-
counting, having no desire to follow it as a profession.” This is
unquestionably true, but the writer is also convinced that one of the
great faults with instruction in bookkeeping is that teachers do not
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inspire the student with vision; the student sees only the things at hand
and becomes mechanical in his action—he is learning the trade of being
a bookkeeper. Certainly no university course in commerce has such an
aim in view. The course in bookkeeping is used as a stepping stone
in approaching the larger subject of accountancy., Merchandise or trade
discount is defined on page 54 as “a consideration given or received for
the payment of bills before they are due” This is a confusion of the
terms, trade and cash discount, and it is the latter which the authors have
defined, An examination of the text failed to reveal the correct use of
the term, “trade discount.” The fact that the old time mixed account
with merchandise is used in this book is to be regretted. If universities
are to prepare men for entering the profession the accounting work from
beginning to end must be properly correlated, so that time need not be
wasted in accounting classes in explaining and correcting the methods
followed in bookkeeping texts.

In the opinion of the writer, too much attention (three chapters, 24
pages) is given over to single entry bookkeeping and the change from
single entry to double entry. Particular attention should be called to the
fact that no mention is made in the text of corporation bookkeeping or
general corporation subjects, with which the bookkeeper should be
familiar. The authors state in the foreword that the text “is designed
to provide a full first year's work in bookkeeping and accounting, for
uge in higher institutions of commercial training. Certainly not a great
deal of time could be given the subject each week if the contents of the
book were to suffice for a year's work, and it is hoped that the number of -
universities devoting so little attention to training for accountancy is

exceedingly small,
F. H. ErwrnL

Correspondence

Accounting Terminology

Bditor, The Journal of Accouniancy:

Sir: It is an ungrateful task to criticise the work of a committee
which has freely given its services to the American Association of
Public Accountants, but where severe criticism is bound to arise, it
seems desirable that members of the association should be the first to
realize the need therefor.

Few who have read the report of the committee on accounting termin-
ology will dissent from the conclusion that it is not worthy of its mem-
bets or of the accounting profession, It is unnecessary to discuss the
report in detail and all that can now be done is to take steps to insure,
so far as possible, that the report shall not be regarded by the public
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as representative of either the accounting, literary or other qualifications
of the general body of accountants in this country. It is solely with
this object in mind and with a feeling of deep regret that this letter is
written.
Yours very truly,
C. CuLLen Roepgrs.
New York, December 31, 1013

[We are glad to publish Mr, Roserts’ letter because we believe that
the committee on accounting terminology will welcome any reasonable
criticism; but it is necessary to point out that the American Association
of Public Accountants does not signify its approval of committee reports
simply because of their publication in the year book. The reports of
committees are generally ordered printed, and it remains for the mem-
bers of the association to express their views on such reports, The re-
port in question is probably not intended to be the final word of the
committee, but is simply a collection of definitions which the committee
presents to the association as the result of its efforts during the year,
This view of the case is clearly set forth in the introductory portion of
the committee's report. Editor, THE JOURNAL 0F ACCOUNTANCY.]

New York C. P. A. Examinations

Editor, The Journal of Accountancy:

Sir: A solution to question 35, part 2, practical accounting, 35th New
York C. P. A. examination having been submitted in the November issue
of THE Jourwar, the writer begs to offer his solution of the same prob-
lem.

The question at issue, while it speaks of the value of the two stores,
at Paterson and Newark respectively, in the writer's estimation could
not mean to aim at the net worth of the firm at the dates mentioned in
the problem. This viewpoint seems to have been taken by your corre-
spondent from Dallas to judge from the wording of his solution.

By assuming this to be so, he concluded to divide the amount of
$1,500 due to creditors into two even parts in spite of the problem stating:

“Purchases, Paterson store, January to July $3,325.”

This in the writer's opinion seems to imply that all other purchases,
whether paid or unpaid, should be charged to the Newark store.

Very truly yours,
Pavr L. LOEWENWARTER,
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Frank L. Norris and David E. Boyce announce the opening of
offices at 30 Church Street, New York, where they will practise under
the firm name of Norris and Boyce,

Andrew Hunter, Jr., & Co., certified public accountants, announce the
removal of their offices from the American Building to Suite 1022-1023
and 1024 Munsey Building, Baltimore, Md,

Raban & Finlay, certified public accountants, announce the formation
of a partnership for the practice of accountancy, with offices at 5 Second
Street North, Great Falls, Montana.

J. Porter Joplin, chairman of the commitiee on professional ethics
of the American Association of Public Accountants, was the guest of the
Institute of Chartered Accountants of Manitoba at a dinner given in the
St. Regis Hotel, Winnipeg, on December oth. After dinner Mr. Joplin
addressed the members of the Institute on the subject of ethics, and a
general discussion followed.

The first examination under the C. P. A. law of North Dakota will
be held at the state university in Grand Forks, N. D, on January 2¢th,
Applications for this examination should be addressed to the state board
of accountancy, (president, Frank L. McVey, president of the university
of North Dakota) thirty days before the date of examination,

Arthur E. Andersen and Clarence M. DeLany announce that they
will engage in the general practice of public accounting under the firm
pname of Andersen, Delany & Co, certified public accountants, with
office in Harris Trust Building, III West Monroe Street, Chicago, Il

Mr. Anderson retains his connection with Northwestern University,

Elmer L. Hatter, certified public accountant, announces that he has
opened offices at 625 Munsey Building, Baltimore, Md., for the general
practice of accountancy.

W. F. Weiss and Company, certified public accountants, 170 Broad-
way, New York, announce that they succeed to, and continue at the
same address, the accounting practice of the firm of W. F. Weiss and of
Macpherson, Weiss and Company (of New York) the latter firm hav-
ing been dissolved.
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bearing upon any line of business,
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portant papers published in the United
States and abroad.

If you have never used PRESS CLIPPINGS drop
os a postal and we will show you how they can be
of advantage to you.
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ROMEIKE, Inc,
106-110 Seventh Ave., New York,N. Y.
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Bound in the regular style is ready
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" the exceptional recognition accorded

C. P. A. Course of High Professional Value

Professional and university standing, recognition and endorsements, based upon both
professional work and university teaching experience are the surest indications of the practical
value of the training afforded by any specialized educational institution.

As a prospective student cannot usually decide
from his own personal knowledge as to the merits of
any course of instruction offered, hie safest plan fs
to acce(ft. that one which heas received the unguali-
fled endorsements of those best qualified to judge —
by those best qualifled: we mean those men, with
nations]l reputations ae certified public accountants
or a8 educators with leading universities. 8Such en-
dorsements are /- / endorsements and cen be relied
upon. The professional and educaticnal standing
being the result of the known merits of the courses
given will assist the student to decide which school
will give him the trateno most valuadle 1rom a profes-
stonal stundprint.  And this 18 the really vital consider-
ation.

The high professional ranking of this institution,
it by educa~

Qur courses. offered by Correspondence, represent
years of preparation on our ‘uarb to give to every
student a complete mastery of Higher Accountancy.
Every detail of Instruction has been worked out to
& fine point of excellence and efficiency. So gener-
ally ia the callbre of these courses recognized in the
profession that they have been adopted in the Schools
of Commerce of leading universities In the country,

Our Courses Guaranteed

‘This i3 a step well in advance of any taken in the
teaching of Hi‘%her Accountancy., We gvargnice QUL
Instruction. e agree to refund all money paid us
by a student for tuition, if after completing our
Courses, he i3 not satisfled with the progress made
through the instruction.

Write for Booklet

tional auchoritles of national rePul:aI;ion. and the
agplendid professional standing of its faculty, give to
each Walton lgraduat.e extra favorable credentials to
oxtra desirable accounting connections. B

Our Courses Prepared and Given
under Seymour Walton, B. A., C.P. A.

Mr. Walton i3 recognized as one of the best known
Certifiled Public Accountants In the country and as
the foremost sducator in accountanc;lr). He was
formerly Professor of Theory and ractice of
Accounting in two of the leading Universities of the
Middle est., Dean Walton gives his nervonal
attention to the work of the students and is assisted
Rgl 3. faculty of men well known in the accounting

ou to be-
ceountant.
In it we give you a very careful outline of our
courses and s knowledge of how these will be sent
you, how you wili be instructed and taught at home
a3 effectlvely as in our class rooms here In Chicago.

WALTON SCH@®L
TANCY

Acc

300-310 Peoples Gas Building, CHICAGO

Ours is more than a booklet advising
come an Auditor or Certified Public

The Journal of Accountancy

Announces the following articles by professional accountants promised for publica-

tion during :
1914

An Accountancy Laboratory, by R. H. Montgomery; Accountants and Credit
Men, Joel Hunter; Accountants and Receiverships, J. B. Geijsheek, also by B. D.
Kribben; Accountants Relation to Valuation of Inventory, W. 8. Davies; Account-
ing and Auditing as Related to Credits, H. Ivor Thomas; Audit Prior to. Flota- -
tion of Securities, E. L. Suffern, also by W. M. Lybrand; Auditor’s Relatien to
Valuation of Inventory, R. H. Montgomery, also by W. E. Seatree; Cost Account-
ing, J. Lee Nicholson, Depreciation & Intangible Values, W. H. Lawton; De-
preciation of Manufacturing Plants, F. G. Cocley, also by Elmer L. Hatter;
Depreciation of Mines, George O. May; Ethics of Accountancy, William Whit-
field; Holding Companies, H, C. Freeman; Management, W. B. Richards; Muni-
cipal Budgetary Practice, Carl H. Nau, also by F. A. Tilton; National Budgetary
Practice, H, C. Beck, also by Harvey 8. Chase; Qualified Aundit Certificates,
) Charles Neville; Savings Bank Audits, G. L. Bishop, also by J. E. Masters;
' Should Accountants Advertise, John A, Cooper, also by E. E. Gore, E. G, Shor-
rock; Treatment of Sinking Funds, Charles S. Ludlam; Value of Theoretical
Knowledge in Practice of Accountancy, E. J. Moxey, Jr., also by R. J. Bennett;
Verification of Depositors’ Accounts in Banks, Chas., Neville.

In addition, Mr. Niven will continue editing the Income Tax Series, and a depart-
ment for students will be conducted by Mr. Seymour Walton of Chicago, beginning with
this number. \

Annual Subscriptions in the United States, $3.00; elsewhere, $3.50.

THE RONALD PRESS CO.

20 VESEY ST. - NEW YORK
- When writing to advertisers kindly mention THE JOURNAL OF AGCOUNTANCY.
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Accounting Practice

and Procedure

By A. Lowes Dickinson,

C. P.A.F. I A, ele.; Member of
the firm of Price, Walerhouse & Co.

A book which takes up accounting where the standard text
leaves it. The usual accounting treatise covers cases for which
certain methods of procedure have been established as correct; this
book deals almost entirely with those important and difficult matters
where practice is NOT settled, and where there are differences of opinion
as to the best methods of procedure.

-In addition to the opinfons Mr. Dickinson himself has formed in his own long
and extended experience, this book gives what he has observed to be good practice
among the best accountants in this country and in England. It brings to bear on
the disputed points of accountancy the consensus of opinion of the best practitioners
in the English-speaking world. :

Tt is not exaggeration to say that this is one of the most important accounting
works ever written. It is full of the very information so hard to find in books—
practical suggestions on points which you so often find are entirely outside the range
of your other standard reference works. It will do more to put the advanced
student in touch with practical conditions than almost any other work. And to
the practitioner it has the almost incaleulable value of personal notes accumulated in
a life time by an eminent professional expert.

CHAPTERS

1. Bookkeeping.—II. The Balance Sheet.—III. The Profit and Loss
Account and the General Principles Governing Its Preparation.—IV. Balance Sheet
Assets.—V. Balance Sheet Assets (Contintied) —VI. Balance Sheet Liabilities.—VII.
Repairs, Renewals, Depreciation and New Construction.—VIIL. Special Points in
Corporation Accounting and Finance.—IX. Some Theories and Problems in Cost
Accounting.—X. The Duties and Responsibilities of the Public Accountant.
Appendix (Sections of English and American Laws Relating to Accountancy, Etc.)

1914. 300 Pages. 6 x 9 Inches. Postpaid,
Cloth Binding, $3.00; Half Leather, $3.50.

THE RONALD PRESS COMPANY
20 Vesey Street, New York City.

‘When writing to advertiseras kindly menilon THE JOTENAL OF ACCOUNTANCY.
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LERKS who have grown
old in the service of their
country, state or county,
know better than anyone else
the manifold reasons why

Brown’s Linen
Ledger Paper

is Uncle Sarn’s standard. They know
that it never discolors or weakens from
age, constant handling and working
over. They know that its writing sur-
faceisperfect. Theyknow thaterasures
can be written over without the pen-
point sticking and spattering, without
the ink running and blurring. They
know that books made of this paper
open flat and smooth.

The records of a business, like those of a
government, are valuable and should be pre-
served. Leading corporations, banks, etc,
use Brown’s Linen Ledger paper for this very
reason. It will pay you to specify its use for
ledgers, record books and loose leaf systems. |
Brown’s Linen Ledger is made with and
without our invisible flexible hinge, Write
for Sample Book.

‘We also make All Linen and
Bond Papers of the better grades.

L. L. BROWN PAPER COMPANY

Adams Berkshire Co, Mass.
Established 1850

Facsimileof "%, Water Mark

e

LILBROWE PAPER CO.
LINEN [LEDGER

When writing to advertisers kindly mention THE JOUBRNAL OF ACCOUNTANCY.
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Here’s theonly Book ever Published

on Modern Office Management!

It shows by text, chart, form and picture how the most successful
American offices are kept at top notch. You will increase the
output and reduce the expenses in your office by using

THE AMERICAN OFFICE

ITS ORGANIZATION, MANAGEMENT AND RECORDS

By J. WILLIAM SCHULZE, B.C S, C.P. A.

JAssistant Fecretary and formerly office manager of the Alexander Hamilton
Institate, New York, Lacturér on office oganization and management in
New York University SJchool of Commerce, Accounts oand Finance.

“The American Office’” does for the office what the works of Taylor, Emer-
son, Going, Parkhurst, Brandeis and Carpenter have done for the factory.
There have been books on every gther phase of organization and management,
but this is the first and only work devoted to a practical study of the peculiar
features of office organization and management. From now on it will influ-
ence the office methods of every well-managed business concern.

Itg four hundred pages are brim tull of office “hows" and *‘whyg,” There ian't & useless word in ft.
Every page 13 the result of yeara of experience and painstaking investigation,

Practical, every day office problems big and little—are ““"1{.’,““ In & thorough and practical way.
How to select, use and malntain office machinery; how to plan, out and organize an office; how fo
select, tralo and manage employees; all the important records and systems completely Nlustrated); in
all, one’hundred and seveng—ﬂve topios are fully, cleatly and conelsely treated, Look over the partial
Hst of contents. Many of these subjects have never before been discussed in book or magazloe.

‘The author, Mr. J. Willlam Schulze, 13 particularly fitted to discuss authoritatively just those

things that would be most valuable to the progrescive business
man, Ee has spent many vears 10 transportatlon, retal, manufac-
turing, publishing and advertising Hnesand io public accounting
work. He has personsily investigated some of the largest and hest
offices in the eoumr,v,iucludlng atlonal Cash Reglster Company,
Burroughs Adding Machine Company, Hill Publishing Company,

m
many of the large antomoblle eompanies, department stores, majl-
fast are based upon the

Partial Contents

These are a few of the 175
toples treated.
Ofhece Applances -all the mod-

order houses, ete. His orisp statements of
ern mobey-saving office ma-

best modern practice,

chinery
- ‘This valuable book i3 for the go-ahead business man - th
O&g:s ?fg‘ks. cabinets, partt who i3 keen to adopt real money-gaving and money-making mefhﬂ’c?;f

It i3 also for the llve-wire young man who wants to ady: -
80l by constructive work 1o his office. advance him

THE AMERICAN OFFICE has aiready been adopte
book in the New York University Courge on Om:ep Mda:: “e];lgen?.
It Iz absolutely the only book devoted exclusively to the subject of
organizing, managing and systematizing an up-to-date ofMee,
IT WON'T COST YOU A CENT TO EXAMINE TH .
‘We have absolute confidence that [t will stand any test yﬁ%?glfo

apply to 1t. Here is an _easy way to have a copy submlited to
for Inspection at your office or home without expense. you

FREE TRIAL OFFER

The price of ‘“The American Office’ 18 only three
dollars. But you needn't send us any mone!;r now.
Sign the coupon, attach it to your business letterhead

Ofoe lighting and ventllating

Laying out Aloor aga.ce

Creating and bullding an organ-
izatlon

‘Hitlng employees
Office manyals; bonussystems
Vacation plana

Schemes of augervlslon

Dally and weekly records
Maintalolog Esprit de Corps
Contests; Penalon s

§av1nf oluba

Bocial organizations

Merit systems

The late habit; Overtime

Offes librarles, ste,

Petty thieving; Fillng systems
sing and

Recorda for adve
salea department

Order systems

Purchasing department records

Records for credit and collec-| and mail it immediately. Your co will co) e
Remotas T Bt Ing dept. to you for approval by return mafl. 11 you Iice o
Ttecords for employment dept, | the book, pay our bill for $3.00. It you P

don't—return the book. We'll stand ex-

-
Name

-

.

pany, -
New York Clty. .~ Publislling

Read what these
Authorities say

*“Your book 18 exactly what I
have been wanting for our stu-
dents during the last ive years.
It wili be adopied a3a text book
at onge, congratulate you
upon contributing so fine a work

siness llterature,”

Joseph French Johnson,
Degn N. Y. Unlversity
BSchool of Commerce
Accounts apd Finance.

“The e¢ompleteness of your
book is evidence of a great deal
of investigation and palnstaking
wotk, You are-to be congratu-
lated upon such a successful
completion.”

. C. Wolt,
Manager Employmentand In-
struction Lrept., Curtis Pub-
lishing Co., Philadelphla.

“There 18 a great deal of in-
Tormatlon in your book, with
which the average executive is
eutirely unfamiliar. For the
gouns man and a8 8 text

ook, 1t 18 wnuwswely a
valuable.” -

George B. Everitt, L
General Office Mgr., -~
Natlonal Cloak & .~
Sult Com

Key
L Company,
L 38 Mercantile

" Library Blg., New York

-~ Kindly send me & 0opy of

*The Ameriean Office.”” Ifit
meets with my approvael and 1
¢!

dec¢lde to keep it, I am to remit to

you
the book back to you, charges collect.

$3.00: otherwise 1 am to send

penses bowh ways. That's how certa, L
we are of its value to you, This l;;n lr} -

387 pages, 6x9 inches,
118 introductory offer shortly

forms, charts and

Nustrations be -~ Address

‘Handsomely bound 1n withdrawn. Use the conpon. s )
green buckram cloth. - City
Built to sand eonstant L
uaage. L State. _
- L Note: Just attach this coupon {0 your business
I tefterkead and seno 11 1o 0 bove address.
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If y ouhave not sent for a

Copy of this Valuable Boolk,
mail back the Coupon NOW!

Accountants, Auditors, Managers
and Business Systematizers have
been quick to appreciate the value of
this book which points to increased
efficiency in office or factory through
the use of Colored Wnting Papers
for Business Forms.

Requests for it ere being received in
almost every mail.

This edition is limited. So be sure to
send for your copy today.

It contains exhibits of actual Order
Systems, Requisition Systems, Voucher
Systems, Branch Office Stationery, efc.

It contains colors for Every Letter in the cAlphabet--for Every Day
in the Week--for Every Month in the Year for filing purposes.
—-Ten Exhibits in all.

Each form in each system is not only shown in the color of paper
recommended as the best for its use, but each form is on a grade
.ot paper best adapted to each particular purpose.

‘\

amerian . The text maiter describes the use of each system and gives the

Writing . reasons for the use of ecach color of paper.
Paper Co. S

7 Main Street
Holyoke, Mass.

Enclosed find 102 for Send 10¢ with accompanying coupon alfached o

address shown on the letter= letierﬁead NOW
he: d which I have attached,
our booklet, " Colered Wri. ing v

Brxlx gi:ess;;xg_iolr llane;r_ .Sclen titic Lise for "
AMERICAN WRITING PAPER Co.
HOLYOKE, MASS.
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The Largdest Year Book

Ever lssued by the American
Association of Public Accountants

is complete—printed, bound, and ready for immediate delivery.

The 1913 Year Book contains all the usual data so often referred to by account-
ants—membership of the Association; proceediﬁgs of the convention; reports of
officers, committees and state societies; membership of the various state account-
ancy boards; and a complete reprint of the C. P. A, Laws of every C, P. A. state
of the Union.

In addition to these, there are valuable papers, and even more valuable discus-
sions of,—

(1) Uniform Accounting Systems, by Dean Gay of Harvard.

(2) Development of Systems of Control, by F. R. Carnegie-
Steele, C. P. A, F. C. A.

(3) Relations between Government and Industry, by Joseph
E. Davies, U. S. Com. of Corporations,

(4) The Mission of the Public Accountant, by Francis B.
Sears, of National Shawmut Bank, Bozton.

There are also the two following special committee reports:

(1) Of the Committee on Accountancy Terminoclogy, covering
over 50 pagez—the most comprehensive consideration of the
subject published.

(2) Of the Committee on Education, covering 25 pages, jand
giving a singularly practical and detailed survey of the situa-
tion, together with a very instructive comparative analysiz of
the C. P. A. requirements of the different satates.

Furthermore, the price of the Year Book has been made barely enough to gvoid aciual monetary loss
so that, although it centains 400 pages, it will cost you only $1.70 delivered.

Send for the Year Book today. It contains an enormous amount of data that every account-
ant who keeps abreast of his business will need time and time again in his daily work.

THE RONALD PRESS COMPANY, 20 Vesey St., New York

‘When writing to advertisers kindly mention THE JOURNAL OF ACCOUNTANCY.
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The Meaning of Pace

Standardization in Accountancy
and Business Administrations

1. A BASIC SYNTHETIC TEXT, co-ordinating and developing the major subjects of
Economics, Law and Accounting, and the related subjects of Finance, Organization,
Management and Transportation, as a Seience. Reasoning Power is developed with the
acquisition of Accountancy and Business Techniqua.

o

SPECIALLY DEVISED TEACHING PROCEDURES, prepared with the Employed
Person in mind, and perfected by the building of a Teaching Staff of 100 in Twenty
Resident Schools. A special pedagogic class is conducted for teachers to secure high
standards and uniformity Jof results. Class Procedures are as carefully prepared and
standardized as the text lectures.

3. UNIVERSAL AVAILABILITY OF COURSES is secured by Resident Schools in great
centers of population, each with local staff of instructors and lecturers. Transfers with
full credit are granted between these schools. 'T'o give full Availability, courses are given
by Extension Through th: Mazils to Resident students who travel o1 who desire to study
during vacation, and TO PERSONS WHO CANNOT ATTEND A RESIDENT
SCHOOL. Transfers can be made to Resident School from Extension and from Exten-
sion to Readent School. We know of no other system so complete. A standardized
graduation certificate is granted upon compliance with requirements as to preliminary
education, attendance and the passing of Final Examinations.

4, THE PLACEMENT SERVICE, a big department operated as a Licensed New York
Agency—the PACE BUREAU—is located in New York and in the placement of high
grade men is a national clearing house. It has the support of the country-wide Pace
Educational Organization. It will serve you upon request—-it places a premitm upon
Pace graduates, for whom the demand is double the supply.

5. THE MORALE. The spirit of the student body, the enthusiasm of the instructors, the
hearty support of Accountants and Business Executives, spur to the further development
and perfection of an educational movement conceived and conducted in the spirit of
genuine educational service.

The Facts are not Over Stated. {Investigate.
Bulletins Supplied upon Request.

PACE & PACE,
30 Church $t., 2= 3e New York City

‘When writing to advertisers kindly mentlon THE JOURNAL OF ACCOUNTANCY.
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