
his is a critical year for accounting.
It is vital that all accountants take a
vigorous stand for truth in
accounting and reporting, truth
that will shine through all the fog
arising from the present financial

accounting practices and their impact on the
course of our economy.

Accounting practices are being attacked from
every side, and yet the objective and purpose of
accounting are quite simple. In recent years, we
have had a great deal of discussion about so-called
accounting principles, but we have had very little
discussion of the objectives of accounting.
Everyone is willing to talk about accounting prin-
ciples and to agree that they should meet the objec-
tives of accounting. But no one has come forth
with a statement, effectively supported by logic
and sound reasoning, as to what the objectives of
accounting really are; actually no one knows.

It is obvious that the accounting profession can
get nowhere until we know our destination and our
purpose. On the other hand, the conflicting seg-
ments of the public know what they want from our
accounting, and they rely on the work, right or
wrong, that we do in meeting their requirements.

VVAANNTTAAGGEE  PPOOIINNTT  OOFF  IINNTTEERRNNAALL  AACCCCOOUUNNTTAANNTTSS
In this respect, I believe, management accoun-

tants are probably more knowledgeable as to the

purpose and objectives of accounting than any
other part of the profession. Generally they are
reporting directly to only one other group- corpo-
rate managements, under the requirement to serve
these managements in as realistic a manner as possi-
ble. But this is done with full realization that, in a rel-
atively short time, the management must report the
results to the stockholders and the public. Hence,
the results must realistically present the economic
facts as to the actual performance of the company; if
not, both the management accountant and the man-
agement, itself, will be accountable with their jobs
for any misrepresentation. Management accounting
is not easy at this point. Managements often do not
accept the results reported until the truth of the
accounting is supported step by step.

It is fitting to say that management accountants
probably see the accounting facts of life from a
closer range than any other segment of our profes-
sion. They do not try to say, and cannot say, where
management decisions are erroneous from the
operating point of view. Yet they are brought into
the making of these decisions much more than the
professional accountants or, for that matter, more
than the economic theorists.

CCOONNFFLLIICCTTIINNGG  IINNTTEERREESSTTSS
Yet, I imagine, to a great many management

accountants, the arguments and theories with
respect to accounting principles are largely acade-
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mic until they directly hit some of the points
encountered in daily work. Yet management
accountants are not free from the possibility of
being caught in the whirlwind of politics and pres-
sures for accounting results that will serve a partic-
ular, slanted purpose. And their managements are
also faced with the problems posed by the unreal-
istic accounting practices of competitors and
related viewpoints of labour leaders, consumers
and government, as well as with the demands of
stockholders.

There are ready examples. Many management
accountants are involved in work on government
contracts. We know that the problems of cost allo-
cation as between government contract work and
non-contract work, between regulated and non-
regulated work, all involve complicated assumed
conditions. Each solution is supported with plau-
sible arguments, even when it is known that a com-
pany is losing heavily on a contract. Management
accounting services are also called for in every
labour contract negotiation, where the cost of
labour is an important element in the company’s
results of operations and in its continued existence
as a company  and an employer. The operating
results provided in these circumstances are chal-
lenged, denied and velied upon-all three- in the
making of irrevocable decisions between negotiat-
ing parties with obvious conflicting interests. Cost
determinations have tremendous effect on the
final decision-making in every line of human activ-
ity. The decisions in turn affect every man, woman
and child in the United States, as either a stock-
holder, consumer, labourer or creditor.

Few people realize the sensitivity of the man-
agement accountant’s work and few realize either
that everything they do must stand the test of real-
ity. The world argues theories galore which, if they
do not “pan-out”, can be shrugged off as being
unimportant or can be excused on the basis that
the facts are not being properly presented. Not so
for the corporate accountant; the prospective costs
which he computes are compared with the actual
costs within months or less.

The need of the management accountant for a
high degree of competence and integrity is greater

than ever before. We are in a period in which the
importance of accounting and the resulting finan-
cial statements – fairly stating the income and costs
for the information of the private investor, the
consumer, the government and the other segments
of our society- is at an all-time high.

The recent sharp drop in the stock market has
shaken our economy and shocked a great many
investors, far greater in number and representing a
large proportion of the population than were
affected in the 1932 collapse. This is true because
the number of investors today is several times
larger than in 1932 and the impact of their fortunes
today can very significantly affect our economy.
Those who lost some of the savings they had
invested for later life or for emergencies have had
it dissipated just as surely as if it had been taken
from them by force.

One good effect that may come from this is that
the investors will again turn to the fundamentals of
the basic economic support that must underlie
investments, rather than assuming that values are
created by investors, bidding against one another in
the market place on the basis of their personal
unsupported opinions of future income. People are
again reminded that values are created by econom-
ics of  business operation and not by the un-
informed quotations of the market place. Proper
economic information requires a sound determina-
tion of profits, and this requires a proper determi-
nation of costs and income – a determination by an
independent accounting profession serving every-
one and biased for or against no one.

““EEYYEESS--OOPPEENN””  AACCCCOOUUNNTTIINNGG  NNEEEEDDEEDD
Economists have frequently tried to de-empha-

size the importance of proper cost accounting by
regarding it merely as (1) a control mechanism
available to serve those desiring to create optimism
or to create pessimism or (2) a means by which pay-
ments between government and corporation or
corporation and consumer or corporation and
stockholder could be influenced either up or
down. But accounting is not a value control mech-
anism; It is a signalling function on which action is
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based. There is a very big difference.
Each member of each segment of our economy

has a private bias towards his own viewpoint. This
bias must be checked by independent analysis of
the facts. The unanswered question is who supplies
that independence in the cost determination and
determines what principles apply and, what is more
important, the “why” of those principles? The
public determines the laws and the rights of the
various segments of society on their shares in the
results of economic endeavour; and the members
of the accounting profession are in the front line
when it comes to establishing what the proper
accounting is under the laws and to furnishing the
support as to why the accounting is proper.

Accounting is not just bookkeeping; it is con-
cerned with accountability of the business to each
segment of the economy. That accountability must
be based upon economic rights established by law
and upon sound accounting principles which the
accountant enforces. But these principles will not
be accepted until the accountant supplies the rea-
sons why they produce an accounting that is fair to
each segment according to their rights, whether
that segment be investor, consumer, labour, gov-
ernment or the public.

Economists, in their roles as self-appointed
interpreters of human behaviour, automatically
become regulators. They try to convey the idea that
it is a merely bookkeeping process by which costs
incurred in prior years must, under proper
accounting, be amortized over subsequent years,
i.e., a process that has no real effect on the wealth
produced by our economy. This is wholly false; it is
the type of thinking that will create a situation that
could cause the collapse of our economy. It did so
in 1932. The economist may presume to know the
workings of our economic decision-making, but
the accounting for the results must be done inde-
pendently of him; otherwise he, too, will shape the
record to support his aims. But let it also be clearly
recognized that it is the accounting profession, all
its segments, which has the responsibility of
accounting for the total costs made up of (a) costs
spent in prior years but used up today, (b) costs
spent today and (c) costs accrued today to be set-

tled in future years. Reality prevents any one of
these cost elements from disappearing. The only
time we do not see them is when we close our eyes;
and there is nothing so useless as an accountant
with his eyes closed.

AACCCCOOUUNNTTAANNTT  MMUUSSTT  BBEE  WWHHOOLLLLYY
IINNDDEEPPEENNDDEENNTT

It is as important for the accountant to be
independent of the economist as it is that he be
independent of the stock market analyst, manage-
ment, labour, government, consumer or creditor.
Each one wants to shape the accounting reports
so they will support the views he expouses.
Labour leaders have gone out of their way to say
the profit squeeze is merely a myth and that the
proceeds of our business economy are the
reported profits plus depreciation, on the basis
that depreciation does not have to be paid cur-
rently in cash, and therefore, is not a cost.

They say that depreciation accounting is unim-
portant. They imply that it is just an accounting
device to reduce profits. They argue that the key
indicator of a company’s financial strength or
weakness is its cash-flow, i.e., how much money
the corporation has left from operations each year
after paying all of the costs and taxes that must be
paid today. Note the double talk- as though cash
flow after all “costs and taxes” was something
other than profit or income, inplying that depreci-
ation is not a cost that has to be recovered in order
to get your “seen” capital back. And even when
you get it back through cost depreciation, it is mea-
sured in smaller baskets than when you planted it.

RREEPPOORRTTIINNGG  TTHHEE  FFAACCTTSS
This economic theory of ignoring costs which

do not represent today’s cash reminds me of view-
points taken on the Insull case. It has been said that
our firm with a stroke of the pen made the compa-
nies insolvent on a retroactive basis by recognition
of the depreciation accounting, when all of the
government regulators had approved the retire-
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ment-reserve system of recognizing depreciation.
In other words, by a change in bookkeeping prac-
tice, companies were made bankrupt. In a sense,
this was true, but the change in accounting only
showed the situation that existed; it did not create
it. Accounting can no more change fiscal facts than
drawing a picture can change the weather. This
illustrates very well that regulation cannot simply
paint a picture of prosperity and, by so doing, have
it come to pass.

Sound accounting paints reality as it is, not how
we might like to have it be. Government regulators
cannot “bookkeep” away reality any more than pri-
vate citizens can. Why not? Because each has only
the abilities of the other. Neither can bring about
that which does not exist in reality; and the attempt
to do so by slanting the accounting can only result
in misrepresentation that will destroy the very eco-
nomic life we are trying to preserve. Such account-
ing tears down and suppresses the stop signals, the
go-slow signals, the curve-ahead signals, the
change-gear signals, the look-out-for-children sig-
nals. Without these signals you have no facts to
indicate the reality at hand, and you have no facts to
guide you.

MMAAIINNTTAAIINNIINNGG  FFRREEEEDDOOMM  FFRROOMM  BBIIAASS
Sound accounting is recording the truth, just

the same as a good newspaper reporting is present-
ing the truth. Accounting can be made to convey a
false impression or a misrepresentation, just as eas-
ily as it can be made to report the truth. The ques-
tion is – who monitors that truth? Well, the man-
agement accountant is the first to do so. Some
members of our profession say that truth is merely
a subjective conclusion of the individual. This is
not the case if the truth being presented is a factual
accounting based upon the property rights estab-
lished by law- if we as accountants do not take it
upon ourselves to spoon-feed the reader of finan-
cial statements what we think he should have,
instead of giving him the facts.

Determinations of “truth” under today’s stan-
dards are difficult. The usefulness of the entire
accounting profession rests on the ability and

determination of the accountants- both public or
private- to accomplish a sound and fair reporting
on accountability for each transaction. To say that,
because proper accounting is difficult, it cannot be
done, is to abandon our profession. Such an atti-
tude merely turns our economy toward disaster.
The combination of false optimism and lack of
opposition to the misrepresentation of our eco-
nomic forces is a sure way to cause a collapse of the
economy under the political system we have. The
accountant is the policeman whose job it is to pre-
vent this combination of circumstances.

An independent professional accountant can-
not attach himself to a particular economic or
political viewpoint without finding himself in a
position favourable or unfavourable to some seg-
ment of our society, and thereby losing his inde-
pendence to serve all segments. He must be capa-
ble of analyzing his own motivations in order to
make a fair accounting. To do this, he must address
himself only to the task of reporting on the
accountability of all segments of society- free from
commitments as to the outcome of operations and
from political views or other biasing influences.

The accountant should not advocate legisla-
tion. He should, of course, make known the con-
sequences that proposed legislation will bring or
present the facts on which legislation can be based,
and then let the legislators carry the responsibility
of following the course that is responsive to the
people they represent. In other words, the accoun-
tant is in no different position in relation to gov-
ernment and politicians than he is to management,
Governments, politicians and business manage-
ments make directional and procedural decisions
that produce economic conditions. These condi-
tions are facts. Our job is to make sure those facts
are reported correctly and to let those responsible
for their creation defend and explain them.

The job of a corporate cost accountant today is
more important than ever. The integrity of his posi-
tion and his performance in any company is of great
importance to the public and to the public accoun-
tant. Our profession cannot depend upon the foot-
notes or small print as a palliative to our conscience
to convey information that should be reflected in
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our reports nor can we countenance fictitious theo-
ries under which costs are deferred to the future in
order to attain apparent profits that do not exist.

PPRRIICCEE--LLEEVVEELL  CCHHAANNGGEESS  AARREE  FFAACCTTSS
Neither can a proper determination of costs or

profits be achieved without recognition of the
effect of changes in price levels. The reporting of
these facts is not dependent upon consistency with
economic or political views, nor can it be excused
by the difficulties of bookkeeping. The issue is the
reporting of facts. If price levels have or have not
changed, we are not interested in the political cap-
ital that might be made of that fact. Our responsi-
bility is to tell the public whether or not the dollars
of cost being covered by revenues represent a full
recovery of capital invested and whether the
income reported is true economic income. What
use managements, politicians, labour  leaders, or
others may want to make of those facts is their
business and their responsibility. But the proper
accounting for and their reporting of the facts as to
the costs incurred and the allocation to periods of
time is our job. We cannot shirk or avoid it.

We, who are engaged in accounting know that,
because of the substantial rise in price level in recent
years, the amortization of costs that were incurred
ten years ago results in an improper determination of
the cost of capital used to produce today’s revenues.
Yet this is what is done under present accounting
practices. The unfairness of such practices can be
brought home to the man on the street by showing
him that this result is just as unfair to the corporation
stockholders as it would be to require him to sell the
house he purchased ten years ago for what it then
cost him, even though the cost of the house in
today’s dollars has doubled in the meantime.

PPUUBBLLIICC  UUNNDDEERRSSTTAANNDDIINNGG
We cannot justify bad accounting by using the

excuse that the man on the street cannot be
expected to understand it. As long as we have fif-
teen million public investors, we must serve the

public so that it can understand. To say reports
cannot be made to them is the equivalent of saying
that they should not be stockholders. Be assured
they will be the owners, either as stockholders or
through public ownership. The fact is that the pub-
lic can interpret economic data placed before it, if
the information is honestly and forthrightly pre-
sented and if we make an earnest attempt to elimi-
nate deception. For the public to be expected to
have confidence in financial data, we must furnish
data in which it can place confidence. This is not
being done today because of the wide variations in
accounting practices that are so prevalent. These
variations can neither be explained nor justified to
the man on the street.

The public accountant must join forces with all
the other divisions of the accounting profession
and present a strong position to the national gov-
ernment, local governments and our political par-
ties, as well as to labour and industry. We must
prove that we are independent, that we are not sub-
servient to any segment of society, that we report
impartially to all. All segments should be able to
rely on a proper determination and reporting of
profits. They should know that when our profes-
sion endorses them, such profit determinations
will be fair to all segments of the public according
to the laws put on the statute books by the men
they elected. Profits, if determined on sound prin-
ciples, are economic facts; they are not just opin-
ions that vary with personal tastes of companies
and managements.

TTOODDAAYY’’SS  CCOOSSTTSS  TTOODDAAYY
Accounting, used to deceive is wrong, no mat-

ter who uses it. Technicalities are no defence to
anyone. The profits of today cannot be increased
by placing a mortgage on the earnings of the future
and assuming that our economy of tomorrow will
more than stand the increased costs of the
accounting deficiencies of today. Never in the his-
tory of the world has any country successfully
developed an economy by deferring to the future
the costs that are properly applicable in the present.
Our country is no exception. These are basic prin-
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ciples of cost accounting and are independent of all
political parties or ideologies.

The members of the National Association of
Accountants stand in the forefront in the account-
ing for our economy. There is no greater service
that they can give to the public, to the government
or to their families than that which they are called
upon to do. The public accountants will stand side
by side with them in making our whole accounting
profession a strong, reliable force, and one that
cannot be easily pushed aside.

When the chips are down and the stock market
decline has run its course, accounting will show
where the economic planners ignored cost-
accounting facts that permitted the wrong course
to be followed. It is easy to be optimistic of the
future in order to justify ignoring the facts at hand.
Future growth has to be earned; it does not exist or
come about through the figment of the imagina-
tion, assuming continuous growth.

Our Congress passes laws to defer tax payments
to the future, but our profession attempts to repeal
the law for future settlement by assuming the taxes
will never be paid or that continuous growth will
make the probability of the payment of such taxes
so remote that they need not be recognized. But the
fact is that, when Congress deferred the settlement
of these taxes to the future, it did not eliminate
them; and no one but Congress, can change that
fact. Any accounting that does not disclose such
facts, when material, is a misrepresentation.

Again referring to the Insull case, it has been
told that the trial of Samuel Insull for fraud was
largely a trial of accounting techniques. The defen-
dants argued that the accounting procedures fol-
lowed by the Insull utilities were both “prevailing”
and “acceptable” for their time. They were, but,
while government and regulatory acceptance or
approval may, as they did for Insull, excuse him
from having committed a crime they did not
change the facts or the damage done to Insull, his
companies, the public or our country.
Government approval of improper accounting
practices can propably excuse Insull and future
corporate managements from criminal charges,
but such approval cannot and will not protect the

public from economic catastrophe resulting from
such accounting.

““AACCCCEEPPTTAANNCCEE””  AANN  UUNNSSAATTIISSFFAACCTTOORRYY
SSTTAANNDDAARRDD

“Acceptance” is not the standard of proper
accounting; the test is “why” the accounting is
accepted? What makes it acceptable? Is it sound?
Does it produce results that are fair to all segments?
If it is not demonstrably right, the accounting
should be rejected, whether or not it is approved by
the Government or by regulatory bodies. The
record is quite clear that government representa-
tives in regulatory functions have even greater bias
pressures than our own profession. Why, then, do
we agree to them as being unbiased or independent
when in fact they are not?

We are the ones who must establish and recog-
nize the sound principles of accountability to pace
the growth of our country. Some persons consider
that understatement of profits or overstatement of
costs is a virtue because if is “conservative”, but we
must recognize that excess in one direction may be
as damaging as in the other.

We must report to the public the fact that infla-
tion destroys values, does not create them and that
deferral of taxes to the future merely subsidizes the
present. It is not our job to direct the public on
such policies, but it is our job to report the facts
created by such policies.

Accounting is in every sense of the word, a
scoreboard; a scoreboard only tells the truth by the
standards and rules established for the game. And
the truth can be determined whether our company
goes forward or goes backward or is destroyed. No
statement of truth can be reliable if either a ceiling
or a floor has been predetermined for it. Therefore,
accountants as a profession- and management
accountants, as one of the most important divi-
sions of that profession, cannot allow anyone to
control how the truth of accountability is to be
told. However, accountants do have the responsi-
bility of establishing why accounting principles
result in the truth, and is fairness, for each segment
of society. ■
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