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One advantlige of a broad 1iOplc like tha1i ua1gned 1;0 l-tot tor ttd.a

-.t1na 111 t.i.' i.~ I1-wa me a .tree band 111 d8c1cl1rc wbat to talk abou\.

For the past ueveral Y88N6 nob a topic iDeY1tab1¥ rosultsd in a

d1.... 1on of tbI aCCO\lUt1DS quenlana mi_ by war ocmd1t.1ona. -roda7.
boMmIr. 18 • p.-1ocl of tNnaiUon and it ill aenain or the tranaitis.aaal

~ that, I ant to d:I.acuaa. '!'be econoa1o conditions prevalent. 1ft

this t.rsnelt1oD period are 8UCbto bri."1g about very large nWlOer or new

reu;1stJ"a t1on5.

In R8D7cana, ompan1es _1"8 taking adva..~tageor current low

1ntereR and d1"V1dtmd ra~AS8to re!'1na.!l08 ~e1r bond iS8tle8 or to retune!

hiCfl-d1vidand ?-?8ferreds. tmrlY%!Orowere aeoldnt; UBVi ca)i;.~~for the

first t1mo, Dr' at least tor the !1ftt t,jas in many years. :"11 utill

other ou.ooa,. tho O1Illora or olOH1,.-hol;i businesses wa:-a ooa}".i!1Gt.o aell

pan or all ot tho1~ hi')).d.-..ngB 1;0 ~ho :>ublic. In 'these last. 'tWO b~OUpa

were a great ~ ..uor ::lodium-a1zed concerna -;.n 1'1: .Lcn ~:oro ~lUd

nover batoN bean art¥ najor invosbBrt. by the gcmeral public. ~inoe

a J.irgo percmtage or o~ dIQ'-'to-da.Y CLOQOunting ~blams CUl~

CMmCernthis 1'qpo of onse~ 1 'thought i:t o:.J1t ~ ::.n•.cn:~1nC; to ou'tllDa

for you~.. consicJorut1on acme ~.piaal account.1ng Cluestions whid'. such

oaaea present. I can alBO USW"'O 70u ~.at in audit=i.oll too ti.oir awn

special l~~" t,he nino-run o~ such caH&I w1U 1nclude illuatratJ.0D8
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ot ~r~ all of U. "'01" 8COOUIlt1:DI pro~ arill1Dl 1D arq or our

1a'k.

P81'bap111t wuld t1ra\ be well to deaeribe tbl Vp1cal <:aBe. Ji

..,. call OUI' --380\ !be !ume ~, 1l1oorpOratec1 on ~ 1, 1946

to ..... iI. inteNIiW toraer17 coatro1led ~ 1Ir. Turner, b1a

and perbap8 a few bum.... U&Ioo1a~. Tba bwi1n88IJ 18 or qu11ie _

,.an etandilll aDd .. ~ deYe10ped by the ettorta of 1Ir. '1'umer.

It 18 8D 0CJr181etWsI of around 17.000,000 in a.aseta - 1;bougb

ill paa1"IIJ. run or aucb ... total aa86ta Will vary fror.1 1 or 2 to

a> alll1ona. !here -r be qu1te -'-"'0 maber of ..u ateakbo1don -

-.plOT-, Nla'tifta, tr.t.ende and 'the1r a.tpa, or perhaps ... ".able

group or looal 1.nveaton as .. rew1t or .. pub11c ale or aecur1t1 ....

,.... ago - but b.Y tar the _jor1. 0WD8nIIdp reate 111 the Tumer

t&1d.1T. In 80ZIle cues, the en~r18e .,. haft cona1sted or ... ra1

corporat.1oaa and pe1"bapI ODe or more partDflNb!pl ubo:so operat1oDa

...... or lea aloaal7 lIItearated. The buaiDeaa be t.he unu!acJtUN

ot U¥ aae or a ftriat¥ of p1"CJClucU, or 1\ be that or a &rOUP of

-U ~ or apecW.\7 8t.orea. Ii eecond aub-clau8 or the.

cuea oooafMU of bua1ne ... that. were orpniaed and developed ..

private ct..erprUM t,o _iWIty -.r requ11'81a8ltta and nOll! are propoeiDa

to eDter peaaef;iae p~.

All cloee1.T bD1cl or __ __ bwsin , tb8 oOlllpanlea

~ did D01; publ1ah t1DaDc1al data, except perbape for tile

part1Cl&1ar use ot baDk arediton. Horeover, with ~t aDd

1nveatwat 1n the _ buda, the eat.ire aacoua.t.ing e,yatea .. dImI1ope4

to .... wbat8YW 1Dtc"a8t8 the .... _napra ccm.sdere4
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..... 17 or dedNb1e ........ a faulT 8Uba1lantJ.al amount ~

JI'AI WI Ilt, ex18tGd. tin8ncial data prepared tor and ..

~ .. nable w IRIOb p8raone U8Ual.1y Cl*pr1aec:l DO than a

'fW7 abbN,1a1led .... J L1Ip01"'t of wb10h lION later. uanaUy the

bu1... bad retaiDod the II8I"\'1oa ~ a publ1c accountant but orc:I1nar1lI'

tor • Pat ~ ~ pl_ aD ammal exam1nat.1on 1Ih1ch -r
law been ep.us.aally l1Jd.t.eel in acope.

ad_ ..... ~ bad for __ tme cons18ted of a 81ngle

aoJIPOrat1an, W11ih .. 1d.~u. d1rect .ub81d1ari.s~ the tirst fl.ccount1DS

~ ,."".01114 ~ b.u -.mat r..nancial state!llent.. tra:q

reflect \be 4rJanc1al b1ator:1 aDd C011d1tiOl1 ot the businen;fI 'l'he

~ of pantoular eitua\1.oDa 111 auah that, no ahort CUIII8l" aa be

gi'Nll. Bat.lnr, U. Mlu\.Scma \0 IIOIlI8ta1J"l1' tJ"Pical cases 1IIiT a.,..

as.~~.
It 'tba pNalll\1nc bue1neu .. ooaduated as a pa:t.11mJb1p,

~ 1nooM ata-.nu for the neceaaar,y poriod will ua~ be

a't1ataotor;y, 11 oerta1n wod1fiaa~ or adj\UltDen~ are made. 31Doe

the bume. sa .. to be oondu0te4 111oOJPOratG tona, it w1U be

..... ..,. to reoomd.der the nature 8D4 tNatllen' or I~h:1p 8ala17,

e:xptt"IM ad 4rD!nS aooounta to det.e1'!line wbethlr the portiQD at IIUOh

1-. cbuB«t agaiDISt ~ooae laB in laot. a ta1r sta't8lUm~ of manage:8lt

ccna. It no., "here ahauld be abowD, in an AW1'Opriate anner, _

~ 

~ 

-
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eatialte or suab coate .. a oorpcaoate baa1a. UauaJ.17, such utia_

can be .. rather acoura~ on 'be baa1a ot the eployrent contracts

which. tfJl!88r parta.a have _teNd 1mo 'W1tb the new om.'"pOnlt1Dn.

The ..... _jor or ~he p.nnM'ab1p 1ncClM 1"81U1'-

t:r- \be obMged tax. atatua ot the ento!pr1ae. Obviously, to ahmr i#he

.-rtaer8td.p as "8Ilt4trpl"1._ 1nc~. lfithout allcmance fer the

t&xu u.. would baYe to be pa1d bT a oorporat1on Jdgbt be II08t

II! 81eedSlII_

The neoeallSt;y tor 81JDh has ra1aed an interest1ng

quut10n aa t.o wbIthtr the oert1ty1ng &CCOlmtAnt CRl; :include the adjuat-

meDta witbSn tbe IIOOP8of b18 apinSeID. The solution has not been

lID1tGl'll. In ... 1Ile1ianOe8, the .-ooantaD. beoaue of long faJd.l1ar1ty

"'tA -u. buIIiDeU, beca .... td \be .. .,It•• of \he tax probl_, or

beaauae or otber ~ C1rculf8tanee8 •• tel.t able to take respomd.b111.

tor .. ~ aDd \0 __ toe that tbe Mju8tecl net inocne tair~

re1"leote the ope1'aUGna baamna. ID other CAH8, the a~

has not telt able to inalwla .. adjunatft'" in b1a pueral ocrtU'1oa1le,

81tiler becauIe of t.bdI' naWN .. ea1ri1Mt.ea 01" beaauee or .faotual

oaaplu1~1ea. ... baW _ preaaed b1II to do eo.

It the pnexla\1Da _terpn. .. conducted through the zmecl1ua

of cae or _ra separate ~1oIw omed, 11OW8Yer.by one or a -n
II'OUP of people. the "8IlteI'pr1ae" now ofter1ng seouri.tJ.aa to the pubU.c

~ 

~ 

~ 

~ ~ 
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i8 m 1'Mll\7 tba Il"'OUP of Q14 oorapaniea. Ord1narlly, the moat JIfJ61D1DI-
M ~ •• t.llat. CIOVItl"'1DI paR,... W01I1d be 01181Iblob 0GIb1ned

tba .... 'd8aa ot the Mftl'8l OCIIJ" .... ~ Jl&l'"'8 of the enterpr18e, au.
IIUIOh haft DOW beoww sab81d1arlaa or the regiatrant or the1Jt

.... _ aDd bUa1nesa cI:11"eot1:r aoqu1rect it. In preparing auob •

"_I... tba __ approach _u1cl be uaed .. 111 p.repaz1Da croup

etat._,' or auba1d1ar1ea of • Q01"pOraUon - that 18, intercQll3paD1'

and proflu wuld ~ be eli.'nated. 10 epec1a1

.... uua prabl .... -'~ tmGO\1Iltered 10 the CCXUIOUcIat4.CI1

p..... it .. ia ,.. ,~ 1ir* the ..,aral. pa1'U a1'It m the same or

Nlat841Saea of bUS•••••

It, ~ ~ bnev .. ~ \lat tb8 aenral parta of tba

.. tel'p1"18r' ... ocmducted .. «K8p8DS .. bav1DI d1t,...t, t1aoa1 _tN.
1bIu our rulea. a ftbeJaU.". •• ftee.1 year statal Iota M7 be coaaoUdate4

.11a t.bMe of ita ~ cn1T it .. f"u-l datea are Wit.h1D 93 dap

~ each~. WheN tba saP 18 ereat.er. 1t; 18 neoaee.ry either to

pzrepan 12 .mu, ~ )W.l" lI1*t.-1;a 'dsat taU v1tb1n tbe 93

cJq UJd,u, or • tv.ra1aIl ...... _ t.8. CClilp rable prooedurGa

an appUaab1e to th1a a1Ua ot oaaea, ~ etatsDtJDt.8 ot related

~I .. are beSaa ocW.dDld.

III __ ma....... tbe .. or the operaUona and tihe state ot

~ NOO1"da ., be .. t1at tbe ~ cd ita ~ &ccountanu

~ 

• 

• 

~ 

~ 
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1d.1l 1dJIb aDd teel able to NOU\ tJ:wt acooat.a of aerta1D or *
c tlf'Jd .... to obta1Il 12 .-mtba atat] Iu\8 OODpal'able to tibe t1aoal

,.n of tile oUaer 00J1GIIl'IhII. Ir 1lrh1e 18 DO~ poM1ble, 1~18J18C888&17,

or oouree, _ I"OlIP the oQlllPllftiU 1n the III08t 1Dtomau.". ..... pol81b1e.

It 1wI pnwed ~ ~ SD auch .... to d18cusa t.be P1"OblIa

nUl tbo .Wt w11 111adwmae or tlUns _ .. to qne upon a aolut.iaa

1l.ba1i wUl at t1UG8 be .. ..n pzaot1aab1.e and 1-.\ aoet.1¥. lDDidmtall7.

tb1a ~u..,. dIw10e of JlN-t1l1DI oont8J,WjOU 8Jld correaponrlDoe

SAl GII8 .t baa pI'CmId .. uetul 8Dd eft'101ent 'WIO" or tancninB

all Jr:indII of an4""1J8'R1 aooourdWla • __ 1cna. :s1noe it, sana

u.. and I '.'1' ••• u\ tf# all conCGl'Ded, 1~8hoa1d, I ~, 1»

ut!l'uct ..." -.nee tbaJa 1't DOlI 18.

In 0110 OJ!' cuea, the preext.at1Da ct8l"p1'1ae 1ncludecl oeMiaSD

operaUcaa wnlob _re DO~to lie ~ GIl 10 the 11ft publ1ol.Y-otmed

_alaeR. III onecue, tor .-aple, t.be 0ClIftt1'Q1.l1D tall117had caU884

tbD carpozat.1cm to ~ as a -u.. tJ:u:touah wb10h tbe .t~ ...

~ 111 -.ovr1t1ea. Ito_ver, aU wall act1v1t1aa or ooune

_ be Gaoont1nU8d and \be liquidated bet pubUo

ottvtDa. Clear17, the NSUlta t4 auch trael1.nIllDll ~8 __ ~l'U8-

uUcu had t.o be W b"c:a ~ -.mtaeariDI operat.1.ona eo that

\he iJmJet;or ~ olearl1' the _1"ldng8 or t.be -.mfao\ur1Da

eterpr1Ie 1ft 1Ib1cb l' .. ~ to~. In ~ 0U8, tile publ1c

~ 

~ 

~ 

~ 
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ale bid ... praoeded 1JJ' a a3«" IWI'1a1tm or t.ba t1Dana1al atno\UN

of \tNt .....". A. 1aJop .. 1....u._ ouU1de 1nV8~ m4 billa

dL".lld of witb tbe l'8IIU1. an oa1¥ or lo81Ia& the income thereon bat

of t.ha coat of abort-tua borroId.DI8 tor wh10h 8UOh aecur1Ue8

bad tOt~ ...... as 00Uatera1. '1'b8ae and other aa30r cbanpa in

tbe anet. 8IIdliaWl:1. ~ of the led the eo.tuioo to

at- profit aDd loU ata~t8 are requ1nlc11n the
re~t1oD 1Ita~, &8 aD 1nd1cat1oa to proapecU".
imrUtora of the ~". 0III'D1Di power. '1'he D1ne-78U'8'
prot1~ ad 10ea 1It&~ canta1nll4 :1D th1e rqiatraUon.
eta11111_ tM neulw of opIira~0D8 dur1Da a
per10d __ t.btt bad &
n.-acdeJ statu ~ equ1Ya1Am to ... \ ez:l8UDI
1• .uaM1T prior w th1a f1DaDCdDl. By rea8GI1 the
0.... eft.... -- that. t1DDc1ltJ. Nt.. bears It.\t;la
N •• hl~ to ibat. 1Ih1oh obta1D8 pre8Cl~. Where INCh
cI8apa 1d.1l han • _terJal etten GIl }7l'OIIPIOU.- earninp,
• __ on to d1aIo1oee tbo8o oh8ngeI and b1r eUeot w1th
1'81aUOD to the proO:' cd loaa stat. uct. 1a .. lIS81.ad1na
.. it tbe NIlIltr8n\'s taet eam1n&8 bad bIIn ld.~tC.n

'87 ar1M in d801dtnc lIbat. 8taw-nts 8houlcl be uae4 w po:rt.l'tq tha

b18to17 of the .~ in 1Ib1oh pubU.o belDc asked to' u.eat..

In ~ .... t.be _totre opera~ h18tory or the concem laUe

W1Uda U1e -.r perW. JIoreoYer, the propo_ ~ aotiv1t.1H of

the oanoent .., be bA ~taly U At all c~ble 1;0 the war buaine ..

.... In nch ..... tM ftna 18 douM1.e8a oounUDg on ita experienoe

..

-

~ 

~ 

~ 
~ ~ ~ 

~ 

~ ~ 
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... teom'cal a1dl1t7 to eaab1. 1t to parUoipate prot11iab17 111the

~ ....... 1\11,.. reoord...,. be n1d8noe of ~'lat abUt., bU

enD 80 It can ~ be cona1cIIIred iDdl .... w or its poat,.er

!!!!f!ne odlook. Aoocm:UIII1:r, 111one or two cl~~ euwp1u of

~. a1tuaUon _ haw no1; pera1~ted the cu'-&r.Y 11M of oen1t1ed

arm8l1 .... atatweDta tor the -.r period. 'bq\ haft pend~\ed

fID1T 1JII111ed ~ to 8UOh eam1Dp .. _ b1ator1aal 1 .. of

~ Sn ~ bow .... OCIIPUJT ~ ita pzouIm\ 1'iDlDO'':'

coad1UcD. In ... ID08, tbe _te~ 18 ~ ... ted .. a n.- ~

with DO P'II' -.nd.Dp reoord of .., 1dII4.

In anotbor oue, a prl.ftteJ.7-oWn6d 00IIpGII1' ...,. 111war work

ba4 tancld to take 1nventonee at the t180al cia.. tan iDa 1f1t-biD 'tiM

ar per1ocI. JIorermt1", a curremt audi" mdlaatecl'that ita _t.bocIII of

practuoUcr1 and lUi 1"8OClI'da were auch .. d1d not provide 1\ W1'ti1l

nallOll1llb1T reUab1e book reoorda of 1Dve'1t.or1aa tar tho8e 1MN. Yhe

oert1.ty.ing aaoountant.a acoord1.ne17 tOUDdtil_1ft., .... &t'tic'

azhauat1ve • .trorta 1ft that d1rectioD, unable to UP1'U8 8ft op1n1oll ..

to t.ba D8t 1noaae ot the CODOe1'ft lir J!!!! altbovab tbtJr -.re able to

8pGak with respeot ~ to the balance and to the

en'tire .tour ,.r ~ or eam1Dp, CIOl'JII1deN4 a. a 'IIho1e, a1aoe

re11ab1e pto'a1aal 1nVlIntor1e8 had been taken at tba beI1m1.aa aDd ..

or the tour YMr ~OCI. In Y1_ ~ the 8pII01ally unusual circumstances

~ 

~ ~ ~ 
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tbe tIlU8'al ncaut1an .. ada that there be tum1ahed on17 a single

1Docwe atAtaIIo' aovw1Ia& the tour-yea: period plus year-bJ-788I" daa

as to "be pr1no1pal figures not affooted b¥ tho failure to take

s.mrator1u that is, aucb items as sales, ae111ns and adc1n1strative

811- •• ~ 1no0lll, 1Dterut, and so on. It ~aigh1i be added that

tn'8D 1Ibera the D1cot1es of aceount1ng and aud1ting procedures were

obsc:Yed aJJ. throuCh the ar, thera i8 much to be aid tor

aDT trends disclosed b: tho ,... .....b7-year results 1"O;lort8d

dUr1D& that period. So a&ny uncertainties than existed.. 1ncroaee 1n

-m.. as otten 80 great, and 80 maJ2T special charges and cred1ta teU

.tonu1t.oWl17 1nto OM 78IAr or the other, that the apparedlr prec1lle

ftDal ~:h1~ b,y)'8&1"8 was otten only the ~ ~ or est_te.

1m •• , it baa been suggested, and 1 t,hink w1aely, ~at 1n a croat

D8DT cases there ought, to be prepared, now tbi.~ the war period 18 OYer,

a CODb1Dec1 S... 8tat._ &8 a aort ot t1Da1 report cover1ng 'the

1Iba1e of ... opIIl'a\Saaa.

T-. are oena1n other audi"1n& queaU0D8 tba\ have ar1aen 111

tbl8 t1e14. In 1I<ae' :1nIItanoe., it &ppear8 'that DO pbJa1aal 1DveDtory

.. take as at the, c10Ie of the period covwe4 by tbB cert1fi.ecS stat.mta •

.. tJ18\ duJa1nc the Plr10cl .. a ratber 8katch7 pl'00G88.

CIw1ouaJt.' in 1hlOh .... , \be C8l"tiU)":irIg aocount.aDta _1'8 DOt &ble to
"f~

eiPl"/DOl'8la11d1tt PJ."OQ84uNa &8 t.o UlVeDtor1ea. In add1~an, an

exoeptiaD .. ~. taDn in the cert.it1cate not;, 0Jil;f &8 to tb8

a1ld1tiDg prootJdurea also as to tb8 prtI8cta\1ca. -.de be1Dg fair,

-

~ 

~ 

~-~ 

~
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80 tar .. ilwentorl.etl wre conaerDId. lfb8l'8 t.be 1nventor:lM 1Dvolved

.... in ~, we have te1~ tba~ the failure to have

rel1able aloe1Jlg inventories, and the 1nabUitey of the accountall~ to

eapl01 usual procaetures ~ fatal de.t1c1elciea in tba eta---.tIt.

In abort, _ do not .. how a 1'8Uable preai1l1tat1on of the 0(aIl...,'.
fUuma1al attaira can be obtained Without r'8Uable 1nv8Iltor1ea, _

we felt that the inclu10n 1ft cert.t.n.aate or general UDePtiODll ..

to t.be 1JlYentor.1 resulted in the stat-.U bolDS ~ 111 taot oerUfted.

Sr. utJELtfdaiJarlT, there are ca888 1n 1Ih1ob the accountant. bad

bee qapd in preriDUa Teare to ma.k8 audi tit or a epeclfj naJ1if l.1Id.te4

.tura. Occas1oaal17, tho accountant wUl not. ... to cel"t1t¥ state-

... oovor1n8 tboae 7eartJ, wl~ ~ 1ldnor addi't1craal crk

of a ~1D DatuN. "the teat m auch .. s has uniformly been th1Jl

baa tbe accoun~ now perf'onaed euoh an examination of the )'INU"8 UIld8!'

l'IIriew as to ...... Ida t.o expreee h1a op1n1oft as 'CO the statements

be1Da tiled. l1bUe be .... IIOt, or ooune, repeat wrk pnwioua1.7 done,

he IIU8t Il8UUl'O h18 san work not 111 .... of b18 ~ ... In •• , blat

1IIdlMd 1n tem8 or ~ J"8OO8I11Hd stan". He!ltU8t be aure

be baa, 11'1 all, d.cDe at leut as IlUCh as be would bave dono 1£ be ....

DOW beiDc ca]led sa tar _ t1rat u.. \0 -.pnt88al opjaion &8 to the

atatmlenta 'b81na t11ec1.

Where tbe buaineaa 18 one os: long standing, it is

abo 0lJ8~ to inol.. 111 tbe ~J as paJ"\ of the h1aWr7 of

the buai.nIN, a NI3al7 or 1t8 oar.n1na8 reaord so1n& back tar eDOaIb

~ 

~ 

~ 

-

~ 
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to ocw,Jr 1;he IIQl'O pl'U-'IIar period, usually', in all, about "-l

~. tis ~ 18 not, bcNunJo, a part or the ton:al .f1.nana1a1

elata, al\boUlb It corud.a\. !n IJrinc1ple or eocond_aed earninse NOord

~ -Jor categor1elt,8UOh all in the case or a amut'actur!ng businUII,

ales, oost or aale., pl'inoip&1 other expenaes, or other inooM, t&xea,

and net 1nCCII8 batON and &t'ter tuu. It 1&1 not rcJqU1rQd qr our ru1aa

to be cer\1t1ed. ~, it treq~tl7 happens that the rogistraDt

or 1ta undunlr1ti8r11 1f1IIh to have t.be accountant upreaa fIG

op1n1on as to the ta1J'rJ&. of pruentaUGn. Of course, so tar as

tb8 .-:l7 111 ~ tl"cII the ~1ad natsew 1noludlCl in tile

reg1atrat1on etat.an', nopl'Olil_ exiAa. Asto prior Tear., however,

we do not cma1der 1to pmper tor ~ accountant to expre8S an op1n1oD

unlesa as to au.<dl )"8IU"8 he hU Bade an AUdit or exard.nat1on comparable

111 aoope 1;0 tba~ UDdertiaJI:E .. a bu1a tor certit'ying the 3-JIar
t1nancial otateMnta. lfGl" 'IfOU1d _ cons1dar 1 t proper for him to

exp~ lWl"'817. 11Jd.Wd op1n1ca to t.be effect, tbat the co~

rtJtlaaU tho operat1ona shotD by tbe 0C8i ... ' a recorda or 1n prer..oUB17

pub11abed ot&talmta, e1nOe auab an op1n1on obrioualT by-paseoa tbI

~ or the _, ....

Bet-.. 1ea't1nB 'tIde area ~ goneral prob1aul, I -.nt to l'8t8r

ta~ br'1aQ;r \C) ODe pemt11at"ly d1tt1cult. and del1cata queaUon tM~

8OlR8t1mea ar18e8 in t.lWs cla8a or ouea - the question or tb8

1ndependenoe of tbe MootIltaDt. Aa I pointed out earlier, these close17

~ 

~ 

~ 

~ 
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laW btla.i .... seera1l¥ law ara:D.t14th-.lvu or tha eezonou ~ a

puIal!c aooountan. tf71: apeo1al work, such ae tax .. , and tor general aUdit

-* .,..•• lDltAMl beau. 10'" cases_the re1at1oImh1p is JlWOb

o1oaer. !be cMn8nl baYe frequently chosen the auoountant ~u.18 of a

b1Ib ,...onal Nsard tor h1II ability, integ!'i ty and impart.1ali~ growing

otm or a long Raela. ~ 01" peraonal tri.eDdahip. ?&r't'.icularq

beo6u. of the truet ~ CGOt1dence placed in hia, be -.y have l.-

.aked U) ......... 1[1,1a extI'IID8oUa uai~ ot a 1ir\i1.y III&h8PI'1al

nature, .. tOJ! anwple .. to be a d11"ector or the C01'lpe.1V". Or ho a\Iy have

1ftIdua'17 co-. ., !aYe oantrol of the acoount.iJ1g departraeD~.

In ... aaa., be MT even have been askeet to undertake obligat1oDa at

a h1gbq peraona1 _tuN, as tor aampJ.e, to be a tt'UStee o£ a tWId 88t

up tor 'tile omer'. tu117. perbapa baring tb8 at.ook or 'the COllip8lV' as

au iIIpol"tallt..... '1ft __ tho tiae cc.ea to __ a publio otterlDg,

tb8 ex1.at8Dce of auab relationah1pe, tha't aroH only boaauae or the

~'a h1Ib op1n1Oft or the aocountam'a in1ie&ritT and ab:1l1ty,

ra1••• doub&. as 'to wheth«r he can be regudod aa an 19d!;1!M!n~ pubU.c

&aOO1IIl", 1I1t11111 ~ M&n1Ilg of \bat .... as used in the Seouri t1ea

!cu. Yhe po1n't 18, ot oourae, that tbe public investor baa not bad

IAIOh aoq~ with th" acoomrt.ant aDd tJ1e ~, or Rah

1ntSleate lQDdedge or t.biJ aftairs of the cOOJP&D7,.s to be in .. poDi'tiiGll

to bit .. t1et1ed that, Gl" even judp 1ntel11gen~, wbstJler tb8 account.aIR

lu, Of! ". J1Iat1T to have, done h1a work obJectiftJ¥ aDd ~.

~
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J. .t1Pd1rw .. t.b1a ee.dMion .that an acoouJ1tent. 18 not 1ndepeadeDt beoauae

of acb nalatiiaubipa IIbovld bT IIlV' :1"117 .. coae\1wd

... nttltIGUon either OIl hiaI 1nteSri\7 or abill. (ualeas,of OO~,

otber &1'8 found t.o ai_) bI3 rather .. holcdD& that ..

.. tbrousb auch NlaUauldpa _oaie - c1oae1T oomaected with tile

-'1 lilt tba$ be be 018 4 ... ~tt lI1th1D •

ataat0J7 ocwaoep1;.

I ban e1ao obIIel"n4 111 th1a olaaa ot casea edct.ce that OIl

the oacJM.1cJD of a 1'1rIn putiU.c ott I , .. -tMre 18 hie d18poa1tion to

paa 0YfIr 'tho looal aooouatanta P1"CW1.oWl1Teapged aud seek to eIIp107

_ ~ of a lJ8If, ...uy larpr, t1l'll e1tbe.r Deoauae of • bel1et

tba.t onl7 nab 1a1'pr n.a an equ1ppMt \0 band1. rei1l1tatico wart

or tor 0"" rea.... '1'be1"e 18 tb18 .-, I oan sq. ... of U. t1Mat

rqi,RraUoP 1I01"Ic _ haft ... baa been done b7 u. rep1ar local

~ of ~ ldAd-ot CWIp8,.. ID'" 1Utaneea, :lnd•• ct, the

..... r t1rIl .. ~ 1io adop\ .. ita CM'l the work done ... tbe 014

&COO18't&lU 1d.t.h DO aoN ... a perMpe tboJ.oougb nmaw or the woric:1D&

pLptI'II p1wl ... CNrIlOl7 t1e1d ohMIdll&_ ~b. am ...... MUon u c1ear1¥

~ an audl' or .". cbaraoter .. to entia. 'the 8UCOUaor t1l"ll to

exp~ 1ta ... op1n1an .. to tbe stat.__• A aod1tJ.caUClll ot tb18

PJSG\1M 18 w haYe oatir1catu as.sr-t bT botb !1DI8 tbat ot tile

"""101" ~ UPnllllWg aD op1D1on .. to wbe'tbar a8DeraJJ.y .-eptecl

priac1pl .. _ ... bee toll... III a recent. cau or th18

~ 
• 

~ 

~ ••• 

-

~ 
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1d.Dd, ...... tor the delet.iao or \be purpo~ certU'1cate ot the

...... 15._ .. be1ng "'.''''111 and iapropIr under the c1l"OU1U1tanoea.

Qaa of the tirn qUM'1on8 of aaoouJ'lUng th8017 tba t ...1888 1D

th1a ... or QUe 1a &8 to \be _oun't at 1Ibioh the asseta of the enter-

priM are to be ... 'Up on tbe .. ~lance aben. In IQl8 1nstaDcea,

the o.1Ua bu belA acI9'aaa8d th&1i ..... pan1cu1ar~ plant aDd

eq"Spnmt ouah', <a 000II111_ oE a AnJt pubUo otter1ft&, to be

writ. up \0 1Ibn U1.n ... fair'tal •• If tba "tmterpr1ae," lUI

diRiDpiebe4 1'J'c. 1u lora or Ol"C'WSut1on, 18 aubRant.ial11' 1iobe _

baId.De .... extated before tbo Pl'Opoeed ale to the publio, and 1£ l'

... Iol1Q1ad aooepted aooGUII'iSDI paot.tcee 111 the pa8't, there w1ll

rare17 aiIn. in.., opjnlon, anT IIOland r-..on tor 1narcaa1ng the a:aouDta

.~ 1Ib1ob ...u are o.a.n-1ed. tbter tbe c1rO&a8tanC8a duor1bed 1 ,

a OOI1~nc bu!1D!!! ~ - 10& no more ur1t, 1n such

N¥alut4.me tbIm ill tbe cue of 8I\Y aot.III ooncem. And I may add

u.., 111co•• nth lIOn acOOUlltan\8 1 .. oppoaed to the idea that. 1t.

18 apprapdate £. a piDa oaaoem to dIpen lroa coat .. tile bu1a

or 1 .,.fSMnotal reoaI'. -.l7 beoauee repJ.ecp.nt ooata taft

it rathW -ter'1&lJT. In cues auch as we"" cons1dar1Dc

........ , or ooune, I6IId ditf1oulUea. 1J.r(f auoh vpIIU'd nmal.. ..-um

..... rilI' 1Ilta1la tv..,. 1ncrea.aN 111 8preo:1at1oo cbIi.rBU aad

01"CUnarJ17 DO 1IIol"aIUMt :lD ~. 'to that extent, at. leut,

t.bo pl'OOednN ... 1ibe prior ~. 1"8OOrd UD1'8l1able and \1Ilt~

~ .. an 1BU.tcw of ~ _m1nga. Suoh pro~ are, of

-

- • 

- ••• 

_ 

~ -

-

~ 
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COUNa, in add1t1cm to an o~ tbB ft11-1a1a.n uzacertainUea and eri.1II

1',bat; beNt PJ."Oposala ~ aupp1aDt obJect1w ara'. 1fmItb coata nth

h1lt*" eel pure1¥ aub.1ect1ve 8Pjora1sal t1guras unaubstantJ.atec.t b1' IJ'lIT

CGIIIIJlI"1t4:n ...... proceee.

Propoaalu w retlttot appra1a38 in the sta' ••• or c<IIlpaD1U

of tb1S are 801lt1t~ louglrt be .1ut1t1od b¥ draWSnI _

analOl1 to the prottedure or qUlUd.-recarpn1lat1mll;v that tbe

18 ~.1J8 a "new stan.. I thSDk SUCh analopes ta1l ot
ooav1cUon "'1M o~ tu.ndaMDtal dirrorencea in 8DV1.ronaorl'tal c1rcna-

atanoea. QUU1-reorpn1u.Uona wore ~ aa a procedUral dev1ce

to care tor ooacerns that. had sunk &tid lost. pre8~b1.y 1rnt~18vab17.

a aubIItaDtJal J)Ol"tloD or their capital. !tie' aN tb8 ACCDUIl'W1l

equ1ft1mt of the 1Atp1 prooauea ot banIInlpte7 aDd reoe1Yerah1p and

crad1tora' .-1,.... Bone or 'theM atlloapher1c asp8Cte are preaent

in the caa8 or a pro.t1t&b1e gomS OOllC8D1 ottor1ng to ae11 secur1tiaa

'to tb8 publlc. ~o 1nao..- add1~icmlll value. in a balanae ebeR 18 not

to _ ~ oorJ ..... or adII1t.~ by' q~!"tIOl"pll1IatJ.on, rece1vership

en- beIdcruptaJ ~ .. o£ tile IlKJM1' hceto.fore baa bela 8UDk

and letA.

'1'bU'e U'8 aluse. of casea, or course, wheN nrraluat1an or the

asRta .... armnted. 1t the old bua~ wa. acquired tor aaah or

1ta equivalent by 'Whol13 new 0III!I18Z"8, there JlIa7 be wch 110be pined bT
allooaUDs the cub oon -.ong the aaaeta aoqu1re4~ the bam ot.

-UIIdJ,y COI2dalIW appzw.ial. Where tOl'lMlrJ¥ aepuate aDd UDatr1lia-.l

~ ~ 

~ 

~ 

~ 
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lMdDt' •• am '-iDg broUgtlt UDder auab oond1t1aaa t.bat &

wbDJ17 uw -te1"p1'iR 1&1 be1Dg 1811nCbed, tbe .. fI1!1¥ be va.. ADd

"'*" .,. .. __ ca808. But I haYe not 18' been conv1noed. there 1a

a sound buU ror a.pw1Dg to 8UOb trea'tIMnt to~ CUllS we are

000IJ1derin& - ldUtre the CRI'D8r8 ot a COOUD'IiDg, go1ng oonoem are

lD4J."8l.1 HUing part of tb8U" ahara to the publ1a or are 8afIIdJ:W to

obU1D .., aapttal tbe pabl10 by tbe aa1e at add1t1onaJ HCUr1~.

Perhaps tho nat .GIIt tl."'4lq\Bl' ~ 1.. found 1n th1a

clUe ot oases eroa out. or the pojnt _da -.r11er that the acoo~

reoord1I and NpOr~ nethoda conoema in wb10h ow.nertIJdp aDd _ ...

MDt ren 1n tb8 __ -n croup w:Sll Ye17' t18UIJ.!T be of 1Ibatenr

_\UN .... 1I08t. .-tul and dN1rab1.e W the ~w..ar people iJIvolftd.

llecI- or their tlrat.-heDd and int1ato kIlaIr1.edge or 1abe buai... tber

ofteD appeal' to N1T 1_ CD adequate 8CCOUJ1't8 and recorda thaD GIl

per8C'llal "'ledp .. to the atatwa and progreu of 1ibeir bu1Dua.

tbq .,. tor .....,1., haY8 a oonaervaUft bent 1fh1cb :1D QD8 GUll

reaul-' 111 A "* I"888f'N tor bact deb1:a thougb. aotual J.ouea .... 1"8ft

aM 1IbSoh. In aaot.her cue, reaUl1ed 1ft u.r17 the wbole ot aD ett1cdat.

power pJat$ be1.Dg ereotecl __ way or cba1'aes against 0UlTIIlt ino... Or

tM7 .,. !law tono-s IIdhodat of aCCO\1llt1D& wb1ch are now pnera1l.T

~ - 1.'JIrt Wh1cb to W CMI1W8 are faDU1ar lind well UDdIItnItooc1

beoauee or tbe1r t1NWaDd 1aDd.... of bwt1neaa. JtiClua1l7 1IIpartMl\,

'they .-y baft ao~ 3Ua" not t;reaW tba1r aoc~ma and

1~ .taDot.1.aae as _ ~_. r.n of tte talidDUa 80 tbat the1r

reoo:d8 ad at.at.lIDtil aN qui_ outcI&ted. In UD7 ouu, .u. t.be

~


~ 

~ 
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.... _.Fry data tor ~ 8ta~ta 18 in the reaol'd8 aDd bU ...

..-r1aed QI' preaontal in "- Eora of cletaUed oparaUug .ta~

and tor .. ~ tbe ~, belt DO IlOdam and 1ntomaU,.

...... SD. t.. IN1.b1e tor Deaton haft eYer hem draa up.

awe 1Ili8N a 8Ub8tianUal :1JlnJ8tAI8nt on tho part ot the pub110

edaU, 1. 18 ~7 Vue tlat ~ anJ,labJe tlnanc1al data .. to

theM ooapan1ea, prior to rectat1"ll\101l, 18 ~aJJ.y ~_te. A

..... or __ 160 p~ m C<JIJJI1eCJt1oD with a pend1na
repon to ~ .., 'be Cewdu10n 1nd1oated that ~ t1naDoSal data

11ab1e to pUb11c n0ckh01dera :in auah cmwpan1ea and to

the pub11a 1...-all7 SAt g~ 1D8deq_'" 1Da _jont)" or tbB .....

A etlalJle _ .... tail.. to tum18b all or the three tundIaoatal

1Ita__ •• balaDM i~ ... aDd 8U1"plu8 ana1y&1a. Ia

1101"'8 tI8J ba1t the oaaea 'the ba1.anOe ahen -.a 80 condeJlsed or otberld.8e

lackSi'll in 1ntotwa t.1"f'8 de\aU .. in auf' opinion to be sat.er1al13'

~,. In w1l tmJr baU ~ cue ... he 1nooM ata-..mt •• 81v.r

1aoIc1tIg e~ or 80 ao.ndeDtIfJd .. to bet or onl1' the JlOft l1td.ted

uaetu1a8ea.

I to 18 \0 be DOte4 ~t, ... 8" or the fta~W COftNd sa
the .... ..,. ,... aOOC*J_D1ed __ ~tea or pubUc aectCNDtaP"-.
rblw ~ of tbe oc-UAoawe _1"11 about. 11Ire thOfJe aoc~

tbe MJ. -el rfther deta11ed ata~ rwq121red to be .t1ltd witls0...:._. ~, 1u vi. ot the MUUr8 of eoc1al and ecorad.c

~ 

~ 

~ •• 

~ ~ 

~ 



nNfPOU'bt11t.Sea bo1ng b7 publ1c accoUDtanU. I t.b1nk it

tasr 110Uk tlWJ 18 it ., longer &.:Jpropr1ate, it indoect 1t

.". tJ'U11 -_ ror an accountant Cltm be Ia1an atatneItU are to be,

pmt to p,gbU! Ittookho1d1tra or _de ava1lable. to tho general Cubl1e •

MT 1I1th a b1lbl7 cmdeusecl balance sheet. aacompan1e4, U a~

.u, bT an .. IW1"8 omldla'" and i~ !nome state.Dt that

.-b na"'sntls "PJ.'lIMII\ fa1r1.7 the position of the c~ and

resulta of ita ~.1t In tm7 8Nnt, tbe ~a1on oonc1ueW 1ftY .
1t11 report: tftltat.ehr an acoo~ t" pereonal vieq 'OAQ" be sbout

the ....... or dIa:1.rab1l1tr or d1sclosure, it 18 ap~'aret1tthat

pol.1q 111 the taator which deto1'ldne8 the nat.u.."'e of tl8

amua1~. 1MCOWS_.'. apez1.eDaa baa been tbfl", unlua

acoountlnte oan ~ to lepJ. or good ACCOUDt1Dg

... 8Z"8 otteft UlldD 1Dg or unable to in8!Bt 011 a poa1~

ocataq to tat. or the on the ot the d1acloaure

1Ih1ch 18 cIe81nIb1e.. ItII .tut-tber eonoltJldon __ that ~oeountant.8 neecl
...d:4tiJh f

IUld 8bou1d haw __ 1IIlppOI"t or.<'t\uWl'7 or adII1n13tratlvo requirs uu

tor aooct aoooantiDg. A "'ldlar t1ndiD8 .. to the poel't1an or acoount.anta

1ft GNa" BrlWJa .... _ a ceamttee at the Board ot Triide wb10b

recea~ 1DYaauaaW the ,.. ror _Io.enta to t.he BrlUalb C~.

----.-.---..---------------------

~ 

~ 

~ ~ 

~ 

~~ 

~ 

~ 

~ ~ 
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I lave po1nted out. that whc oC*p8n1e8_ter the pabl1c capital

... tor the ftrat t1Ile 1t :l.a ot-.n cl1.8conNd ~t tbe1r paa
~_ baa no\ bMI1 in aocanl nth I~ accepted &ocounUQI

prJAcd...... In auah euoa, oorrecUon8 or PaIIt pract1cea ougbt to be

.... tJle .ta~ta and c1.er1¥ dellOribecl. For exeaple,

csbIirpa ..,.l8OUsly ada to capital aurplua aT law \0 b8 reY8~

aQCl __ 1;0 -.m8d aurplua. Depacda t.1QD aDl .m~ polSq aDd

1lb8 ..... , ot add1\1ca18 aDd b8ttm:.-sta IIIi1' haft to be overbaulecl.

~, nubatan1it1a1" aaetal .-.ta wr!1;utn ott 1;0 1noC88 at

~. or later arb1t1'aJ"i13' 1Il'1\ten dam to 11, 887 haft to be

'!bU, la\. poMDdl :1•• 1Ib1ab ... occUM"8d baa t1ae W ~.

baa & p-eae. 1IIteren 1A n- of tm curt'8J1t diao1uIa1011 aa

w tba ...... or tII11T~ •. 1att ~ v.eetul, ~

~~1~;''''' ~ .rrant, our pollOI' tor qui ..... _
'«>c

... baa bee to n. tIWI prob1.a)lJ:tr6 .. cae or cca-recrt1aD. ot

'W1~ •• aDd _ baYe Ni8Id DO objeoUon to tbe re1na'tat.,9lt 111 ...

8000UIlW (with OCIl"'l'81aUft ~ of prior c.tarp-ott8) of ...

pcuI'U.oa or 1lbe orig1na1 GOat or the tao1l1ti.u .. __ reaeollBb1e

.... an ~ o~. u.r tbe phmae -an \be c1rmallt8'Me8tJ

1\ 18 ~ to sift W81&bt to auab .. exoe811ft coet of

~ c!uriJII ~ per1ocIa, poa1b1a ilwdeq1ate ~.,- a.r1Dc

... ~. h'........ eo1at1aa dDrJDa \be -.r due to ovttItiDe or

ooot.imloull U88, depwe of adap1ia1dl1\7 ~ tu10Ure WI8 1nclud1.n& 1ibe

~ 

~ 

~ 

~ 

~ 
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q,IIIIU.-. or cmar-eapacl1O'.. the ettect or the .8 of the rao111 t1ea GI'1

~ uaa.bW_ of rea or. the p1aDt;. aDd the racR tbat. thent 1d.ll

...... 17 be laO turtiber cIiIducUona tor tax purpoa_. All of the ..

tao... -- ~ CI1aI'PDI • flOOd deal _1'8 tl*l ~l1Da

depnlaiaUan on • ,.r-Ure bu1a to the war per104. IDdIed, ...

.. ru1At of tb1IIb 1\ often __ tat. the bB1ance or ~, 40 or SO' of

con .... ntsed at sept.... 29, 1945, 18 not a bad e-u as to tat.

1"'81M'4?&b1. ~ of ... to be re1i&1DINS tor t1nlmosaJ. ~ ad

abaqId ott aga'nst Mure operau.ana. In DO caM, however. 8hoU1cl

8UOb~ be ... and tao1l1t4H .,.tat.ed unl the

1mro1~ sa a NallT aubnm\iaJ. pan or the total plant.J UDla .. tII8

.., •• SaUGD obup 1IWolftd would be _ter1a1 in relation t.o total

ta.taN p1aftt cona, aIICl UDl_ there 18 a high degree ot C81'1Oda\7 sa
tM prerU.ctSan .~ fac111U.. can and lI1U b8 et.tlc1entl7 U8ecl 111

~ f\Rure operat1.-a. II

Anotb8r ~ Cl--.tcm U'1.81DI in tMa fir.' 1'1.1J.np 18

tM put. r ..... PlS~ of tile ccxrtpllJV. Uf'teD the..tbada toUc..d

in tile ona1d.aD and UII8 or 1'U8l"WR are found to la",e beeR. it I JfJA7

.., eo, • bit, 1IDOrtbodu ancl m... to be 1"'eY1Hd to COJIPl7 with

8C08ptect panlOil. CurlWll17, tb8 1-. - in O*JQ on with & sr-t.

..., 1J.atect or ~ OOIIpIIDS.. 1nvalwl 80-081184 -.r re......

!be1"8 haft been 1Jld1_t.1oM that; mID7 ccapan1el. l1ated ... .u ..
~ ~ repoJ!'te4 war proli.t.a b7 l~UII aaouuU ducr1bed

l-1T eel YaPI17 as pl"CW181onetor _r and pos~ adJUilt au. It

~ 

~ 

•• ~ 

~ 

~ 

-
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.. appeus tlat there are ~loae 1Ibo are inclined to bel1tMi it w11l be

.~ to cbarp direotJ.,. to aw:h b'J..ankn reMt"I.. all 801"ta of

~ ~ 1... and exr-HS" nth little, it tm7, dUor1ld.D&t;1Qa

betlil. 811Ch c:I1Yergcat 1ted aa, on the ona bancl, separation p81' tba1;

4O'I1d mtb&r' 0)."'" be foreseen at the \1me the reserve was estab11etwcl

end oould on 0CII8 pereuu1ft tbeol"1M be tru.ted a8 a direct coat of

creat5ng -.:' _torial, fIII4, an the otMr band, 10aea due W etr1Icea

\1a\. OOCllft" aontb8 after the cuation of all war bua1neU. You.,.

haft bad occuton to note tbI policy adopted b7 the ee.d.881on laa\

8prlftl to deal with this prob1ea !or ~ c:urrmt. J'eAr. UDder it, _

have l"8qu1J:'ecl CIQIIPIIJd.' to atate ill -..t.ontdl t11eclll1th va ciarlr'
\be pal.1oJ' tollalnld 1ft -bII'DI 1te11atrCIl the 1nooIIe 8CCOUI1t. on tba

sroWld the7 ao-eal1e4 -.r expenses." In add1tiCID, cOIlpan!ea are

.... to te 111tih1n tbe 1noGIl6 aCCOUl'l't eDT 8Ub8taDUal lltaU!\1o!l

t1guna SJmw,tiate17 toJ.J.ow1nl "net. 1n~" the total lIXi»ft." excluded

fJ'a tba 1DcoM aooouzrt, beaauae oona1deNd iaD be ar expetUIM. lfb1a

and ratheZ" atr:IJdrJg d1acluunt pc1.icr .. adopted because 1_
.ensll 111p08'dh18to roaob aJW gGll81"ll1l7 qreed-upcm conalU1all .. to

wba\ ~U.,."war apenaeett or as to hoW the3' ahouU but be teet

c!llr1Dg tbja tnDa11nCID per1ocl. 1b1a 801ut.:1on or run d1scloaure ..,. not

be praaUo.a.lite in tJ.ub repone or eanW1ge a1nce it does DOt guanmtee

tha~ the 1'uU etor.r 1d11 be 1)O].d wherawer ~ .-nWIc. report appeal'"8

.. .,.. .... ~.... It, 1d.1l ~ be .... 17 110 arri"N at. .-

clear-cut 1IDdel'at.and1D& as to 1Ibat~ it."" SP"- JaY be cbarp4 to

t.bue rea•• N. PenIoDaUT, I _ d1.apoM4 to beJ.1we \lsi; by t.be ..s

~
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t41946 an WI" I'eIIcrftU oqb't to 'be d18poHd or either by l'8t.W"a to

aurplua or ~ ••• apPJ"Opr1ate, 01" by clear-<:ut and 8p8Citlc. ~

1: perobaDoe there 18 at.11l panMn& IIOID8 det1D1te1y tONIII.able 10M *'
ctI1l be dJ.rea\1.7 end c1oee1l' aeaoc1atecl1d.U1 war openUoDa. It 'th1a

be dane, tile probl_ w1.ll ,. and -111 be ...-ble to 1GnI

reoo&b1Md NMt ,e accouIltt1Da prlncSpl.. To nttain V8IU8'1T capt,1cDe4

1"888I'Y88 t<ll" the purpoIJ8 or later.~ 8CJtlad1a1y MIlD fUtare 10lMa

that can ..... be .,.. ~ auoc1ateel1l1tb aowal 1m' produoUIn

..ul, iD.,. ap1uloa, eo ~ \be rMlltf" of ~ ~ as to

1nV11ie cbarpa tba. ea1'n1np are be1nI tlqtJAlt .....

Jfo catalogue or recent ~_ 1ft acoount1Jlg woll1d be CCl'Ip1ete

w1tihOUt ..... t~ beiDa &1'" to the Itmee.. 4aIlU1'plWl" quutital-

and vI' that I J*Il ..... r t.bmI are ~tance8 UDdar 1Ih1oh puot.1oa1ar

.cbUpa and cNdi_ ., be u.cluded lrta t.ba 1ncc.e acOO\lD1; aDd 0U'riecl

tQ eamecl aurplua. or Ita alter ep a ao-oalled aurplu-ruene.

In It'fhtt .. tork Cert.U1ed ?ub1.1C ledOUntallt.- ror Beptea.... 1946,

\beN appear" the l"UUlta ~ an ana1Ta1a we ba",a made or p1'IUtiou iD

t1eld. as w1danaed 1V tJIe atat.-.te tU8d nUl. bT .. 160

118W caa.pan!.u. Per.bapla tbe oa8P 8UJanAriHd there will pJ'"CJ'I1.de a

ca.on arouad ~or~t., -th1DI 1Ibiob has not. ala1'8 .,.. prnet

1ft the paR tor t.be 8hIple 1WlBOD tlat 880h 'debater 0lIII~ twa

..-. :t1'GI h1a 0IIl1 ~08 .and .at.udT but. bu relatecl ca1T a of

hla ...-..pJ •• 

~ 

~ 

~ 

~ 
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t4r os conclua1ar18, troll th1a .n.ud7. are the_.
(1) There now ax1et 110 eeneraU,. acreed upon acCOUl'lt.1ng criteria

as to when rill item t1a7 properly be acludld !rca the 11100.- 8tat.rnt.

I do n~ any tbat praatiq 18 h1~r-Id. .. , but tha~ the .tr~1ft

ocma1de1'at1Gna do not appear to haVe been acooUDt1.DI princSp'''.

(2) AaoountantIJ baYe aooeptecS the 8itua~1on .. bave w1111ng

to oertitT stateacm.t8. e1~or on the buJu t.bat. 1ihq contcna to

their 01Il v1en in the matter, 01'" on the ground tha-t ~ 1ibe abeeDoe

or effectiye cr1~ tbe;Y are unable to ob.ject..

(3) By a choice as between inooae and surplus, 1t 18 po881ble

to Yal7 reported earn1nI8, with1n very w1de 1.1m1ta.

(4) PractiSca 1n th1a fie1.d 18 80 dew1d or ~ UDi1'11ng principle,

.. w be roadilT lIWIC8pt1ble ot .~suae and JI18lJDderatandi na to the

Ye17 prolable detrr'1ment at 1nveatora DOt; apen 111acaount.1nl_ttenl.
1n tbe past, there bave been periods during which mst. companies

oarr1ed near1¥ all ittIU other than regular operat.1ng costs and expoft88S

or 1Dc~, tbrwgh tJle surplus aceoUJl~. For a 10118tiM, there .".

bMD. who adYoaatad IIDC1pracsUaecl tbe d1.atr1tmUon of 11a18 between

t... and aurp1ua. ws1Dg &8 tuta auch var10ua oonaepte aa "abnormally

J.arae." "u-aterial," .attect.iJli tho bus1J1ou or another year," "not

relatecl 'to regular opez'&t1ona," ftext.N.ord1nar'1f anon-recurring,. and a

boat. of' ot.bu'8. lID wi.d8-spToad 1iI7-out haa over been given the poliO)"

~ 

~ 


