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INDEX TO AUTHORS

ALLEGAERT, E J Report of the Library Committee 6

BaLEy, JouN L Report of Committee on Uniform System of Accounts
Objection has been raised during the last year to the Committee’s
treatment of account No. 791, relating to sinking-fund accruals and
a proposed new treatment is outlined by the Committee. This is the
only account changed in the classification as approved last year. The
Committee reports on conferences held with the committee of the
American Gas Institute with a view to harmonizing existing differ-
ences between the gas and electric classifications.

The apportionment of departmental overhead charges in com-
bined gas and electric properties is discussed with relation to forms
of organization and methods of allocation based on gross revenue,
operating charges, etc., the conclusion being reached that such methods
are unreliable and fallacious. The Committee recommends that appor-
tionment be left to individual judgment in each case, and that the
company’s executives obtain a just distribution regardless of revenue
or expense, and thus determine relatively true costs for just rates.

Discussed by Ballard, Blanchard, Driscoll, Edwards, Freeman,
Gulick, Jones, Musil. 10

CoLpweLL, O B Paper Analytical Accounting for Central Station Pur-
poses The test of the value of a system of accounts is obviously the
extent to which the management can from it obtain necessary infor-
mation. There is an increasing tendency on the part of those han-
dling business enterprises to analyze the methods employed, ascertain
the sequence of operations when the processes are complicated, study
the number of such operations for tl[;e purpose of eliminating those
which are unnecessary, and, in general, to know more about their
business and the cost of the service rendered. Classifications as
made at the present time do not adequately provide the information
needed for a complete analysis of the business of a utility.

A study of the sequence of operations covering the five steps
common to all central station business is made and illustrations
given. Finally all classes of service appear under utilization where
are added the expenses occasioned by the utility equipment, the com-
mercial and the general expenses, all of which are suitably appor-
tioned to these classes and to the direct users.

- Mr. E. N. Strait on “The Wisconsin Railroad Commission’s
Method of Rate Making,” and Mir, Arthur S. Ives on “Factors in
Rate Making” are quoted.

A “post mortem” of the activities of a utility is interesting and
of some value, but it is better to establish systems of analytical
accounting that will enable us to determine costs as we go along.
It is essential that the efforts of all public utility companies be con-
centrated on the subject in order that substantial progress may be
made.

Discussed by Bailey, Hillebrand, Jones. 111

CowrLes, W G Paper Workmen’'s Compensation Insurance Although
workmen’s compensation insurance is new and untried, and there-
fore involves many -uncertainties, it is hoped that it will prove more
satisfactory than the old system of employers’ liability insurance.
The stock insurance system is the only one that furnishes reliable
A—il
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means for reducing future losses to present fixed values. The
mutual plan is not adapted to workmen’s compensation insurance,
being fundamentally unfitted to an obligation of this nature; and it
is still more unwise for a corporation to carry its own insurance.
European experience along compensation lines can teach us little or
nothing, because the conditions there and here are widely different.
In particular, the German system shows a low efficiency that would
not be tolerated here. The rates charged by stock companies for
compensation insurance are based upon a careful study of the subject,
in the light of such experience as is available; and it is fairly certain
that they are not more than sufficient to pay the actual obligations,
without leaving any margin whatever for underwriting profit. Such
money as is made by insurance companies in this line is not made
on the premium rate. To illustrate this point an analysis is given
of the expenditures of stock insurance companies, as expressed in
percentages of the premiums received.

Discussed by Edwards, Peck. 48

Epwarps, H M Address of Chairman The address deals with the new
conditions under which the accounting work will hereafter be car-
ried on and describes its status as one of the National special sec-
tions of the Association, showing the method of its formation. The
work of the Accounting Committee since it was instituted, in the
year 1907, is dealt with historically, and the growth from small be-
ginnings to its present large proportions is described. The increased
importance of the accounting official in present day public service
corporation organizations is referred to, and some ideas are expressed
as to the future possibilities which lie within the power of the
accountant to accomplish, The work of the Committee is described,
and the scope and personnel of the various Sub-Committees announced
and explained. 2

'FErGgusoN, P R Paper Record of Property or Construction Expendi-
tures It is highly important that records be made and maintained
of all property acquired or constructed. If such a record were always
available there would probably be less demand for inventories.

An attempt is made in this paper to outline a complete system
for construction expenditures, Many blank forms are shown that
cannot' fail to be helpful in classifying what in the nature of things
must be a more or less shifting body of details. A routine is out-
lined for requisitions, authorities, purchase and work orders.

Executive and construction departments should be able to get at
the cost of the property not only as a whole but by geographical areas.

Discussed by Bailey, Blanchard, Bulger, Calder, Edwards, Jones,

. Kennedy, Speed. . 91

FreemAN, W E Paper Statistical Machines The paper summarizes the
information on this subject which has been presented at previous
meetings of the Accounting Section and described a new machine
combining the Hollerith tabulating device with a recording and total-
ing device, providing a printing machine which has not until recently
been available. Illustrations showing the classes of work done by
the New York Edison Company with various machines, and state-
ments of the advantages gained by the use of each are presented. 128

GuLick, J H Report of Committee on Cost Accounting The Committee
has been making a study of differential classes of rates caused by
various classes of service, its purpose being to get at the cost of each.

- This will take considerable time and little more than reports of
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progrqsé can be made. The various papers published on the subject,
including those of state commissions, are being collected and the
advice and assistance of member companies is asked. 109

KenNeoy, W P Paper Eleciric Vehicle Cost Accounting Without
imposing restrictions upon individual preference the paper discusses
the general subject of electric vehicle accounting and offers many
definite statements concerning the practice of several companies doing
a large business. Reference is made to the many reasons for uni-
formity in order that there may be a common basis for making com-
parisons. .

Two schedules, A and B, are presented which are analyzed and
proved to be applicable to the affairs of either large or small com-
panies. The idea is developed that in the interest of accuracy there
should be as few as possible charges requiring daily records from
garages. 75

RevynoLps, L R Paper Some Opportunities of Public Utility Account-
ants The great object of a uniform system of accounts is, of course,
to make comparable all the transactions of all utilities of a certain
class, and to this end, instructions must be such that there can be
no deviation. The Interstate Commerce Commission has recently
prepared supplements to some of its classifications in the form
of indexes to the operating expenses. A state commission is
not able to prepare such an index for each of the many classes of
utilities under its jurisdiction, but it should be comparatively eas
for the accounting members of an Association of this kind throug
their every day experience in this one particular class of utility, to
prepare such an index, and if this were done a very strong plea for
its adoption into a National System could be made.

Some paragraphs of the N E L A classification of accounts
are analyzed. Depreciation and appreciation are discussed.

One of the most important divisions of an accountant’s work con-
sists of setting up upon his books the true cost of his company’s
construction and thereafter correctly differentiating between new
lconstruction and operating expense and other charges to profit and.
oss.

The books and records of a company are its vital history. Com--
missions should never hear the remark—“That it is merely a book
value and has no relation to the true value of the property.” A com--
pany in obtaining authority to issue securities should be able to point:
to its records and say “There is the cost of our property in detail.”

The accountant is in a best position of any officer of a corpora-
tion to know its obligations, and it is his duty to see that reserves
are provided for all contingencies.

Discussed by Baker, Butler, Driscoll, Harrison, Holmes, Jones,
Marshall, Morbio, Murphy. T 38
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FIRST ACCOUNTING SESSION
TUESDAY AFTERNOON JUNE Q IQI§

CrarMAN E. W, Lrovp, Chicago: The meeting will please
come to order.

The first number on the program this afternoon is the ad-
dress of the Chairman, Mr. H. M. Edwards of the New York
Edison Company, whom you all know very well.



ADDRESS OF THE CHAIRMAN

It seems entirely fitting that my report of the work of the
Section during the past year should deal at the outset with the
significant change which we hope to affect at this meeting in the
conditions under which the Accounting Section will be conducted.
Organized heretofore as one of the standing committees of the
N. E. L. A, we shall, if you approve the plans, take our place
as one of the definite divisions of Association activity under
officials of our own choosing and with the entire body of the
section membership available for committee work, ranking in
these respects with the Commercial Section already organized.
and with the Technical Section, if such a section should be
organized later. :

A glance at the Convention records of the Association will
indicate how this increase in our status has gradually, but no less
completely, come about, and will also serve to present the matter
in its historical aspect. Going back to the Convention records of
the year 1902, I find that in that year a paper was presented
entitled “What Changes Should Be Made in the Plan of Uni-
form Accounting;” and in the year 1903, a report was submitted
entitled “Report on Office Methods and Accounting.” The new
President elected at the 1903 Convention appears to have ap-
pointed a Committee on Uniform Accounting, for at the 1904
Convention such a committee announced that it had no sugges-
tions to offer and the Committee was by resolution discharged.
At the 1905 and 1906 Conventions, no matters of accounting in-
terest were presented. The accounting committee as it is at
present organized, was first appointed by President Arthur Wil-
liams, and at the 1907 Convention the Chairman of the Com
mittee was invited to preside while its report was being pre
sented. )

The first separate meeting of accountants occurred in 19o8
and such separate meetings have since been a regular feature of
Convention proceedings. At these separate Section meetings, 59
reports and papers, covering a wide range of topics, have been
presented and discussed, and, beginning with the Seattle Conven-
tion of 1912, have been reported in a separate volume of the
Convention proceedings.
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It is not difficult to determine the reason for this compara-
tively recent aroused interest in accounting matters. It is coin-
cident with the advent of governmental regulation of the in-
dustry. Following the example of the Interstate Commerce
Commission, each state legislating on the subject has realized
that to make its control of the business effective, the accounts
which epitomize the history of the enterprise must conform to
prescribed rules, and that uniformity in account keeping must
‘prevail if comparisons are to be of value. Governmental regu-
lation includes control of the issue of securities and also of the
rates at which the product is sold. If a company is to develop
its territory properly and effectively, it must attract new capital
freely to the enterprise, and to do so it must be able to obtain
for its services rates which will enable it to meet its obligations
and which will provide adequate compensation for the invested
capital. In the determination of the questions which arise when
these two fundamentally important matters are being considered,
the accounts are necessarily relied upon to furnish the correct
answers. The accountant can no longer conduct his business in
the closet; instead, he is now brought into the full light of day,
and his records are subjected to keen and not always sympathetic
scrutiny. It is not sufficient that his accounts be kept correctly;
he must in addition be able to explain their significance and to
establish their relevance and bearing upon the point at issue.
From being a man of sedentary occupation, he has become a
functionary with power to affect in no slight degree, the welfare
of his Company.

The N. E. L. A. was quick to perceive the increased re-
sponsibilities devolving upon the accounting officials of member
companies, and at once arranged to place its facilities at their
'disposal, to the end that by association and exchange of experi-
ences and opinions, they would more surely be able to overcome
the difficulties confronting them and would also, as the result
of concerted action, be able to assist the various governmental
authorities in the preparation of accounting systems adapted to
portray clearly and accurately the eventful changes in the busi-
ness as they occur.

Thus far I think we may, as a Section, confidently claim to
have justified our existence, but we should also realize that our
work is but just begun. I do not intend now to suggets a program
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of future activities; on the contrary, I feel that we should hold
ourselves free to meet the necessities of occasions as they arise.
We can, however, lay down fundamental principles for our
guidance. We declare in our By-Laws that one of our objects
is the adoption and dissemination of sound accounting theories
and methods, and if we adhere to that declaration and do not
allow ourselves to be diverted therefrom by motives of expedi-
ency or the exigencies of the moment, we may surely expect to
continue to be not only helpful to ourselves but a potential
force in the righteous and beneficial settlement of the many
questions with which our own and allied industries are con-
fronted today.

Referring now to the work done during the past year, the
Accounting Committee has had sub-committees as follows:

Committee of Uniform System of Accounts
Mr. J. L. Bailey, Chairman
Messrs. R. H. Ballard
J. H. Gulick
L. M. Wallace
C. L. Campbell
E. J. Allegaert

Question Box Committee

Mr. E. C. Scobell, Chairman
Messrs. R. W. Symes
C. E. Foster
H. R. Kern

Comanittee on Cost Accounting
Mr. J. H. Gulick, Chairman
Messrs. C. L. Campbell
E. J. Allegaert

R. W. Symes

Library Committee

‘Mr. E. J. Allegaert, Chairman
B Mr. C. E. Murray

Convention Committee

Mr. F. J. Blanchard, Chairman
Mr. R. H. Ballard
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The work of the first four mentioned committees will be
submitted to you in the form of Reports, and the character of
their work and their recommendations will be fully set forth.

There has been distributed to you the proposed By-Laws
governing the formation of the Accounting Section. These pro-
posed By-Laws have had the approval of the Executive Com-
mittee of the Association, and if they now meet with your ap-
proval our organization as a Section may be considered to
have been duly launched. In order to get the new craft under
way, the Chairman will anticipate the formal adoption of these
By-Laws—which will not be presented until the Third Account-
ing Session occurring on Thursday morning—and appoint a
Nominating Committee io select officers and an Executive Com-
mittee, their report to be submitted on Thursday for your ac-
tion. If, however, it should be your wish to make other nomina-
tions, an opportunity will be afforded you to do so at the close of
this session and when the Chairman’s appointees are announced.

In closing my address, I wish to congratulate the Section
upon the high character of the work that has thus far been
accomplished, and to awake in your minds a realization of the
great opportunities which we now have for future usefulness.
Members of our profession have undoubtedly benefited greatly
by the trend of events, and we should see to it not only that we
profit by the opportunities which have been given to us, but that
we endeavor to exalt our position in the community by efforts of
our own.

CHAIRMAN Lrovp: The next number on the program is the
report of the Library Committee, Mr. E. J. Allegaert of Newark,
N. J., Chairman. Mr. Allegaert is not here, and before I turn
the meeting over to Mr. Edwards I will ask the Secretary to
read the report.



REPORT OF THE LIBRARY COMMITTEE

The collection of forms in the Library has slightly increased
over that of last year, there being now 7740 forms, which have
been received from 126 different companies. There are two sets
of these forms, one kept by companies in the order of population
served and the other arranged according to the subject matter
covered by the form.

One set, the latest, shows:

Number of Comjpanies

Books Repr Number of Forms Population Served
1 27 398 1,000 o 4,838
2 13 422 260 “ 7,216
3 10 209 ,179 ¢ 9,876
4 6 270 10091 “ 10,763
5 13 439 10802 “ 20468
6 4 270 21,802 “ 23,253
7 6 195 25452 © 31,

8 3 233 31,453 © 34874
9 3 315 ,000 “ 37,170

10 2 266 37,782 39,578
11 5 357 41,010 * 50,000
12 6 335 51,678 “ 64,186
13 3 355 66,570 78,466
14 5 411 92,104 4
15 3 255 106,294 “ 119,838
16 4 238 124,006 “ 168,497
17 1 371 187,511 ¢ —
18 1 304 {213,381 -
19 1 275 213,381 ¢ —
20 2 353 224,326 * 248,381
21 3 317 301,408 “ 373857
22 2 327 416,912 “ 465,766
23 3 38 416912 “ 670,585
24 1 438 2,185,283 —

The other set shows:

Books Subject Matter

Arc and Incandescent Lights—Tests
Batteries and specials
Coll?‘ctlons

Construction
[

Consumers’ Cards
Consumers’ Ledger Fo'fms
(3 (g

O N Q\nth -

10 Distribution of Accounts
11 Labor

12 Meters and Motors

13 Meters and Transformers
14 New Business
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Books Subject Matter
15 New Business
16 Pay Rolls
17 Power House Data
18 Power House Reports
19 Power House Specials
20 Purchasin,
21 Specials—Books
22 Storeroom
23 [{3
24 Trial Balances
A number of companies have sent in, during the year, re-
quests for various forms, asking either for a complete set for a
company serving a given population, or for a book on some
particular subject; such as Consumers’ Ledgers. Requests have
come from West Virginia, Kansas, Texas, Tennessee, lowa, New
York and other states. No charge is made by the Association
for the loan of the books, the only expense to the Company mak-
ing the request being that of transportation. We would urge
our member companies to refer to the collection of forms more
often.
During the past year, a member company made this request:
“We mean to work up a complete set of plant cost records. As these
records will be kept in connection with N. E. L. A. accounting, we would
especially like to receive forms that fit in with the Association classifica-
tion of accounts. For our purpose we would like to get complete informa-
tion as to the power station records kept by member companies operating
plants in cities of small and medium size.”

When this collection was first made, the forms varied in size

from one inch to two feet, two inches square. When the second
collection was sent in, it was noticed that the sizes had been cut
down and, where necessary, two or three forms took the place
of one large form. The smaller form is more easily handled and
is also less expensive. The forms most in demand are those for
companies serving a population of from 30,000 to 60,000.
, One curious feature of the collection is a group of mis-
cellaneous forms for which there are no titles. From the printed
matter on these forms it is hard to tell just what purpose is
served by the use of them. The Committee suggests that mem-
ber companies have this point in mind when renewal orders are
placed in order that the use and purpose of each form may be
clearly stated on it.
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It is requested that when the member companies amend any
of their forms, they send a sample of the new form to the Secre-
tary’s office, so that the collection can be kept up to date. When
ordering a new supply of bound books it would be well to order
a few extra loose sheets for this purpose.

It has been arranged to place in the library two copies of
each “Classification of Accounts” prescribed for the use of electric
light companies by National or State bodies, or by other au-
thority ; also two copies of the form of Annual Report required
by each regulating body, State or National. Those copies will
be stamped—*“‘Property of N. E. L. A. Accounting Section,” and
will be kept for reference in the New York headquarters.

As both sets of the books mentioned above have been
brought to this convention headquarters, the delegates are urged
tc examine them.

Respectfully submitted,

E J ALLEGAERT
C E Murray

CuAIRMAN EpwarDs: You have heard the report of the
Chairman of the Library Committee.- If there are any sug-
gestions of the members here as to how this collection of forms
can be improved, the Accounting Committee will be very glad to
hear them. You may realize that this collection was started in
response to a very considerable demand, by some of the smaller
companies especially, for forms, et cetera. I recollect that in my
Company in New York we were frequently asked by the small
companies throughout the country to send a complete set of our
blanks. Several years ago we started this collection and it has
now grown to be very valuable. There are things in it which it
would be difficult to duplicate, and they give a very clear idea
of what is happening in our member companies as to the detail
of their work and the way their records are kept. The collection
is on the fourth floor of this building.

Are there any remarks in relation to this report? The As-
sociation has requested that as each report or paper is presented,
and after the discussion thereon, a resolution be offered accepting
the report and ordering it printed. If some one will make such
a recommendation in regard to this report, I will pass it.
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(Moved, seconded and carried that the report of the Library
Committee be accepted and printed in the minutes of the meet-

ing)

CHAIRMAN Ebpwarps: Our next number is the report of the
Committee on Uniform System of Accounts, Mr. John L. Bailey
of the Consolidated Gas, Electric Light and Power Company of
Baltimore, Chairman.



REPORT OF SUB-COMMITTEE ON A UNIFORM
SYSTEM OF ACCOUNTS

The work of the Sub-Committee on Uniform System of Ac-
counts in the early part of the year, was confined to a rearrange-
ment of the accounts, and to making clear the text of the Classi-
fication adopted at Philadelphia last year; subsequently this
Classification was generally distributed to all Class A members
of the Association.

Some opposition has developed during the year to the Com-
mittee’s treatment of Account 791, Sinking Fund Accruals. This
account requires that Sinking Funds be created out of earnings,
as a deduction from income, whether so required by the terms
of a deed of trust, or as a Fund voluntarily created by a com-
pany. In order to meet the objections raised, it is recommended
that Sinking Fund accruals be carried under Appropriations, ap-
plying Account 797, the proposed wording being as follows:

Appropriations
797 Sinking Fund Accruals

Where the mortgage is silent in regard to the method of
creating Sinking Funds, the fund requirements should be met
by a transfer of an appropriate amount of cash from the general
cash account to the Sinking Fund.

Charge to this account and credit Sinking Fund Reserves,
the amount of all accruals required to be made to Sinking Fund,

in accordance with the provisions of mortgages or contracts re-
quiring the establishment of sinking funds.

At the second accounting session, held on June 3, 1914, at
the Philadelphia Convention, the following resolution was
adopted :

“ResoLvep, That a Committee be authorized to confer with the like
Committees of the American Electric Railway Association and the Ameri-
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can Gas Institute, with- a view to harmonizing, so far as possible and
practicable, the uniform system of accounts of the National Electric Light
Association with those of the other Associations, before they are finally
adopted.”

To carry out the idea as contained in this resolution, your
Committee invited the Accounting Committees of the American
Gas Institute and the American Street Railways and Interurban
Association to confer with it regarding this matter. A meeting
was held, but unfortunately a representative of the Street Rail-
ways Association was not present. The subject of harmonizing
accounts was discussed, and the member of the Committee on
Uniform Accounting of this Association who was present,
thought it advisable to refer this matter to the General Account-
ing Committee of this Association, recommending the appoint-
ment of a Sub-Committee to co-operate with the Gas and Street
Railways Accounting Committees and the National Body of Pub-
lic Service Commissions, to bring about uniformity in property
and operating accounts, and to correct such inconsistencies as
may now exist in the classification of accounts of the several
utilities. ' .

An attempt has been made by your Committee to compare
the Income, Non-Operating Revenues, Non-Operating Expenses,
Operating Expenses, Deductions from Income and Appropriation
Accounts of the three Associations. The American Gas Institute
classification of accounts and the National Electric Light Asso-
ciation classification compare favorably. The accounts of the
American Street Railways and Interurban Association do not
compare as closely as the other two, probably due to the nature
of their business. In the American Gas Institute and the Na-
tional Electric Light Association classifications, the accounts have
been arranged in accordance with the various steps followed in
conducting the business, which is not the case with the Ameri-
can Street Railways and Interurban Association classification.

No attempt has been made to compare the texts of the ac-
counts under review. It is very important that this should be
done, but preferably in conjunction with representatives from
the accounting bodies referred to. In making its comparisons,
your Committee used the Standard Classification of Accounts
adopted by the National Electric Light Association at its thirty-
seventh convention, held in Philadelphia in June, 1914, the Uni-
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form System of Accounts of the American Gas Institute of
September, 1914, and the Uniform System of Accounts for Elec-
tric Railways prescribed by the Interstate Commerce Commission,
in accordance with Section 20 of the Article to Regulate Com-
merce, effective July 1, 1914. An effort was made to secure a
copy of the classification of the American Street Railways and
Interurban Association, and the inquiry brought out the state-
ment that the Railways Association had adopted the Interstate
Commerce Commission classification of accounts.

As previously stated, the principal accounts of the American
Gas Institute and the National Electric Light Association have
been compared, and where any differences exist they are pointed
out.

ELECTRIC GAS
ScuEDULE C CrLass A
INCcOME ACCOUNT
OPERATING REVENUES OPERATING REVENUES

Domestic Sales

Commercial Lighting
Commercial Power

Municipal
Arc
Municipal Street Lighting—
Incandescent

Street Lighting —

Municipal Building Lighting
Municipal Building Power

Sales to Other Public Service
Corporations

Electric Merchandise and Job-
bing Revenues

Miscellaneous Electric Rev-
enues

No account

Industrial Sales
Power Sales
Street Lighting Sales—Private

Street Lighting Sales—Municipal

Included in Domestic, Industrial
and Power Sales

Included in Domestic, Industrial
and Power Sales

Classified under Non-operating
Revenues

No account

Forfeited Discount

In the comparison between the Operating Revenue Accounts
of the electric and gas classifications, your Committee finds that
the National Electric Light Association sets up .accounts for
Municipal Building Lighting and Municipal Building Power.
In the gas classification, sales derived from the same source
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would no doubt be included in Domestic, Industrial and Power
Sales. , ' '

In the electric classification, an account is set up for Sales
to Other Public Service Corporations. In the gas classification,
this would probably be included in Domestic, Industrial and
Power Sales.

In the electric classification, Electric Merchandise and
Jobbing Revenues is classified under Operating Revenues, while
in the gas classification it is treated as a Non-Operating Revenue.

In the electric classification, there is an account under Oper-
ating Revenues called Miscellaneous Electric Revenues. No
similar account has been provided in the gas classification.

In the gas classification under Operating Revenues, there
is an account called Forfeited Discount, while in the electric
classification no such account has been provided, but this would
probably be included in Miscellaneous Electric Revenue.

ELecTRIC NON-OPERATING REVENUES GAS NON-OPERATING REVENUES
Rent from Lease to Real Estate Rental of Property and Appar-

and Buildings atus
Interest and Dividends from In- Interest and Dividends from In-
vestments vestments
Miscellaneous Non - operating .....viiiiiiiiiinriiinennns
Revenues
............................ Interest on Bank Deposits
Appears under Operating Rev- Merchandise and Jobbing Rev-
enues enues
ELECTRIC GAS

ELeEcTRIC NON-OPERATING EXPENSES

Rent Expense

Interest Expense

Dividend Expense

Non-operating Taxes

Uncollectible Non-operating Revenues
Miscellaneous Non-operating Expense

The principal differences between the sub-accounts appear-
ing under Electric Non-Operating Revenues and Gas Non-Oper-
ating Revenues are that Merchandise and Jobbing Revenues ap-
pear in the gas, under Non-Operating Revenues, while in the
electric classification, they appear under Operating Revenues.
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In the gas classification, both the Non-Operating Revenues
and Non-Operating Expenses are grouped, while in the electric,
a division has been made between the Non-Operating Revenues
and the ‘Non-Operating Expenses.

OPERATING EXPENSES OPERATING EXPENSES
Production Production
Transmission No account
Storage Battery Not applicable to gas
Distribution Distribution
Utilization Included with Distribution, with

the exception of Street Light-
ing Expense, which appears as
a principal account

Commercial Expense Commercial Expense
‘New Business . Promotion

General Expense : General

Included with Utilization Street Lighting Expense
Taxes Taxes

In the electric classification, under Operating Expense, an
account has been ,provided for Transmission. In the gas, ex-
penses incidental to Transmission would be included in Distribu-
tion,

In the electric classification, an account has been provided
for Utilization Expenses. In the gas, such items of expense
would be included with Distribution, with the exception of Street
Lighting Expenses, which has been set up in the gas classifica-
tion as a separate account.

In the electric classification of accounts, but not in the gas,
under General Expense are the following accounts: Relief De-
partment and Pensions, Franchise Requirements, Inventory Ad-
justment, Duplicate Charges—Credit, Real Estate and Rentals.

In the gas classification, under General Expense there are
two accounts, one, Maintenance and Replacements and the other,
Contingent Expense. In the electric classification, these two
accounts are merged under Renewal and Contingent Expense.
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ELECTRIC GAS Co
DebpuctionNs FROM INCOME INcoME DEDUCTIONS
" Interest on Funded Debt Interest on Funded Debt
Interest on Unfunded Debt Interest on Floating Debt
Extinguishment of Discount on Bond Discount and Expense
Securities Amortized
Sinking Fund Accruals Sinking Fund Requirements
- Miscellaneous Deductions from No account
Income
Extinguishment of Premium on Bond Premiums Amortized —
Debt—Credit Credit

No account ) Rentals of Leased Plant

ScHEDULE D

Appropriations e
Dividends Declared Dividends Declared
Miscellaneous Appropriations " No account

A comparison has been made of the balance sheet accounts of
the National Electric Light Association and the American Gas
Institute, and while the main items of the two balance sheets
agrece to a large extent, the National Electric Light Association
balance sheet is set out in greater detail. Fowever, it should
not be difficult to harmonize such differences as now exist in the
accounts of the two Associations.

In attempting to compare the American Street Railways
classification with the National Electric Light Association classi-
fication, the problem was found to be somewhat difficult. For
instance, under Power is included the cost of operating substa-
tions and the cost of operating transmission system.

With the National Electric Light Association classification,
the cost of current produced at the switchboard and the cost of
current transmitted and transformed can be determined.

It would seem an advantage to the Railway ‘Companies to
have their accounts in such arrangement as would show the cost
of producing current in kilowatt-hour units. In the cost of
Power, the Railways classification shows depreciation of Power
Plant Buildings and Equipment. In the National Electric Light
Association and American Gas Institute classifications, deprecia-
tion is taken care of in an account appearing under the principal



16

account, General Expense, but in the Street Railways classifica-
tion, depreciation has been distributed over several groups:
Depreciation of Way and Structures, Depreciation of Equipment,
Depreciation of Power Plant Buildings and Equipment.

Taxes in the National Electric Light Association and Ameri-
can Gas Institute classifications are treated as a part of the Operat-
ing Expense. In the Strect Railways classification they are
treated as a .deduction from income. The entire classification
for Railways is more elaborate than the classification of either
the National Electric Light Association or the American Gas
Institute.

While looking into this matter, an investigation was made
of the Interstate Commerce Commission classification of accounts
provided for steam railroads and it was found that this classi-
fication follows closely the classification provided for the Street
Railways, and the balance sheet items are almost identical.

Should this body consider is advisable to pursue the work
further, such action being strongly recommended, it must be
realized that the task is a tremendous one, involving the ex-
penditure of a considerable amount of labor. If appointed, the
Committee should confer with the Accounting Commiittee of the
several Associations and, possibly, the Public Service Commis-
sions of the various States, the Interstate Commerce Commission
and the National Association of Public Service Commissioners.

In concluding its report, your Committee urges the import-
ance of uniformity in the accounts of the three principal public
utility associations, as it confidently believes that the usefulness
and significance of the work will be greatly enhanced by the
sanction and approval of the leading thought in three of the
most important divisions of public utilities and in regulatory
bodies as well.

COMPARISON OF BALANCE SHEET ACCOUNTS
N. E. L. A. BALANCE SHEET OR

INDICANT ACCOUNTS AMERICAN GAs INSTITUTE
ASSETS ASSETS
Plant Investment
;(9);} Plant Investment Fixed Assets
‘200 Unfinished Plant Invest-
ment
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COMPARISON OF BALANCE SHEET ACCOUNTS—Con.

Current Assets Current Assets
Quick Assets
201 Cash Cash
202 Notes Receivable Notes Receivable
203 Accounts Receivable Accounts Receivable “Gas”
204 Other Quick Assets Accounts Receivable “Merchan-
dise”
Interest and Dividends “Receiv-
able”
Accounts Receivable “Miscella-
neous”

Business Assets
205 Material and Supplies Material .and Supplies
206 Prepaid Accounts

Other Assets
" 226 Investments ‘ Investments
227 Reacquired Securities
228 Sinking Funds—Invested
229 Sinking Funds—Uninvested
230 Special Deposits
Treasury Securities

231 Treasury Deposits Treasury Stock
: Treasury Bonds
Prepayments
Suspense

251 Debt Disc. and Expense
252 Abandoned Property
253 Jobbing Accounts
Clearance Equalization and
%Apportionment :
255 Other Suspense

Suspense Accounts

COMPARISON OF BALANCE SHEET ACCOUNTS

N. E. L. A AMERICAN GAs INSTITUTE
* LIABILITIES LIABILITIES
Capital Stock ' Capital Liabilities
301 Preferred Stock Capital Stock
305 Common Stock ..
. DEBT '

Funded Debt ‘
311 Bonds | Funded Debt
320 Other Funded Debt
A—1
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CURRENT LIABILITIES CURRENT LIABILITIES
321 Notes Payable Notes Payable

322 Accounts Payable Accounts Payable

323 Consumers’ Deposits Consumers’ Deposits

324 Dividends Payable Dividends Payable

325 Bond Interest Matured
326 Other Current Liabilities

ACCRUED LIABILITIES ACCRUED LIABILITIES
351 Taxes accrued
352 Interest Accrued on Funded
Debt
353 Interest Accrued on Un-
funded Debt
354 Other Accrued Liabilities

RESERVES RESERVE ACCOUNTS
Permanent and Corporate Reserves Liability and Damage Reserve
376 Premium on Capital Stock Uncollectible Bills Reserve
377 Unamortized Premium on Maintenance and Replacement
Debt Fund
378 Sinking Fund Reserve Contingent Reserve
379 Other Permanent Reserves Sinking Fund Reserve
OPERATING RESERVES OTHER RESERVES
390 Renewal and Contingency
Reserve

391 Casualty Insurance Reserve
392 Other Temporary Operating
Reserve

PROFIT AND LOSS
400 Profit and Loss Profit and Loss

REPORTING ON THE APPORTIONMENT OF DEPARTMENTAL CHARGES
ForR THE Ust oF JoiNT FaciLiTies, YourR COMMITTEE
SuMiTs THE FOLLOWING ARGUMENT:

The question involved is the proper segregation of plant
and operations in a combined gas and electric business. The
investment to a greater or less degree concerns both utilities,
and the general expenses carry charges affecting each.

What sound basis is it possible to establish as a standard
for any joint Company to use in apportioning charges? In ap-
proaching this subject it is first necessary to consider the vari-
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ous types of departmental organization, in the several companies,
and the various methods available for a discussion on this sub-
ject.

All joint companies are confronted with the problem of ap-
portioning the following expense items which are of a general
and uniform character:

Salaries and expense of general offices
Salaries and expense of general office clerks
Printing and stationery—general

General office expense

Repairs to general office buildings
Expense—general

Insurance—on joint facilities

Inventory adjustments—if joint stores accounts are carried
Renewal and contingent expense

Real estate rentals—where jointly used
Taxes—on joint facilities

The first four items cover the expenses of those departments
serving both divisions of the company and include:

Chairman and Board of Directors
President’s Office
Vice-President’s Office

Financial Department

Secretary’s Department
Purchasing Department
Accounting Department
Stenographic Bureau

General Filing and Mailing Department
Pay Roll Bureau

Inventory Department.

In those companies where the unity of the organization has
been carried further, we must also consider the combined Com-
mercial and New Business Expenses which involve the follow-
ing joint departments:

Consumers’ Bookkeeping Department
Collection Bureau

Meter-reading Department

General Service Department

Industrial Fuel and Power Department
Contract Department

Credit Department

Advertising Department.
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In some companies it may be found that the supervision of
the various operating departments may be handled jointly, and
in this group we have:

Meters and Installation (gas and electric) under the same Superin-
tendent

Production Plants (gas and electric) under the same Engineer, and

Similar and different combinations.

It may be that the same filtration plant supplies water to both
production plants.

The foregoing cover in a general way the possible different
forms of organization.

Now, as to the number of methods by which the distribu-
tion of charges may be made, we have a great variety to choose
from and they include:

Gross operating revenue
Direct operating expenses
Net income

Customers

Meters

Bills rendered to customers
Delinquent accounts collected
Employees

Total pay roll

Gross receipts, or

By estimate

As different bases may be found best adapted to the vari-
ous departments, let us first discuss the phases of the “General”
Departments.

Chairman, Directors, President and Vice-President

What is the factor regulating the activities of these officers
between the two utilities? Does the “Gross” Revenue” regulate
the amount of attention to be given to each, and is it a fact that
the utility with the larger revenue receives the most attention and
therefore should bear the major portion of the salaries and ex-
penses of the executives? Or does the “Gross” measure their
attention inversely, and thereby put the burden of the utility
upon the smaller gross revenue? It is doubtful if either con-
clusion is correct and while the “gross™ is probably the simplest



21

method and may seem the most expedient under some circum-
stances, ,the volume of business does not impress one as being
the true measure of apportioning these expenses.

The “Direct Operating Charges” may be considered the
proper basis on the theory that these officials are the court of
last resort on all expenditures, but it must be borne in mind that
they approve most expenditures on the report or recommendation
of their subordinates and they may not in reality pass upon any
questions other than matters of policy and finance. Granting
that these officials do devote much time to solving the many de-
tails of operating necessities, would the money cost of these
expenditures represent the actual time devoted to either utility?

In considering the “Net Income” basis we find, first, that the
“net” necessarily includes the use (on some basis) of the very
items we wish to distribute. The theory of this basis is that
the mainspring of official efforts is to build up the “Net Income”
which would again bring in the inverse application of the ratio.

Reviewing each of the several bases in turn, we find that
not one is the true measure in time or money of the extent to
which these executives devote their energies to the two utilities.
We are therefore forced to the conclusion that their devotion to
either utility, to the partial exclusion of the other, is dependent
upon the exigencies of the case and likewise fluctuates with the
necessities of each division at different times. What may seem
a sound basis for apportionment in one case will be entirely
wrong in another, as the governing conditions are purely local
in their nature. It would seem therefore that the only equitable
basis is to estimate the proportion applicable to each division
solely on the executive’s opinion of his past activities, which esti-
mate should be revised as changes in conditions warrant.

Financial Department and Other General Departments

Assuming that the bases discussed in the foregoing group
do not apply to the group now under consideration, suppose we
take the various other bases in regular order, namely, Number
of Employees, Total Pay Roll (due to its relation to the financial
department), Number of Customers, or Cash Receipts, and each
in turn will be found only partially applicable. Applying these
units of measure to each of the General Departments in turn,
in no case do they satisfactorily take care of the gas and electric
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expenses, and in each case it is considered better practice to
distribute these costs according to the intimate knowledge of the
Department heads, and the available time and performance rec-
ords. It may be found in the Purchasing Department that there
is an exception to the general rule, and that the expenses there
ale separable on the basis of purchases made for each division.
But, is the amount of time and expense in making a purchase de-
pendent upon the money value? And, if this were the case, the
element of joint purchases would again upset our hypothesis.

Following the same line of reasoning in the departments
affecting Commercial and New Business Expenses, with few.
exceptions, an estimate of the costs of the several classes of work,
based on a careful study of conditions, can be fully justified.
The exceptions to be considered are

Meter Reading Departinent

It is reasonably clear that the basis for charge should be
the number of meters in each division of the company.
Collection Bureau

The basis here is the number of accounts of each class taken
up for collection.

Bookkeeping Department

The charges here may be distributed on the basis of Cus-
tomers, Meters or Bills rendered, but each has some fallacy. An
electric account is more difficult to handle than a gas account,
which means that a “constant” would have to be determined to
apply to the electric, before figuring the ratio. The determina-
tion of this “constant” would have to be by estimate, which
brings us again back to the estimate basis.

With reference to the items under General Expenses which
are not charged against any particular department, your atten-
tion is directed to the following conditions:—

Repairs to general office buildings
Insurance—on joint facilities
Real estate rentals and taves

Where jointly used these charges should be apportioned on
a square-foot basis, joint departments carrving their relative ex-
pense.
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Renewal and Contingent Expense

This can be divided only on the estimate of the management.

With the exceptions noted, there does not appear to be any
fixed basis- which would be established for apportioning most of
the departmental charges, and it is believed that each department
head is in a better position to make this distribution, basing his
estimate on actual existing conditions and keeping his estimates
of costs revised from time to time, as any material changes occur.

As many joint companies use “Gross Revenue” as their
basis of distribution, we desire to call attention to one grave
fallacy in their method.

We will assume a Company has a gross revenue of $200,-
000, divided equally between gas and electric, and distributes
departmental charges on a 50-50 basis. The rate for gas is
reduced 10 per cent and the basis is changed, reducing the
charges to the gas division and adding to the electric, thus seem-
ing to justify the rate reduction. Assume again in the case
of the same company that the electric division takes on a large
contract to supply the local street railway, which contract will
amount to $25,000 per year. Again the ratio is materially
changed and a large additional charge is made to the electric
division, whereas this new business will very probably not add
$100 per year to the general expenses of the company.

In this connection and quoting from the decision of the
Massachusetts Board of Gas Electric Light Commissioners in
re Lawrence Gas Company :—

“In a combined gas and electric business, it is not easy to keep the
respective plants and operations accurately separated.

“It is important that the consumers of gas shall not be required to

assume in the price charged, any of the costs properly belonging to con-
sumers of electricity. The latter have an equal and opposing right.”

In reviewing proceedings before Public Service Commis-
sions, we find that no precedents have been established covering
this question, excepting in the state of Wisconsin. There the
Railroad Commission passed upon seven cases involving the ap-
portionment of departmental charges, and in each instance the
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distribution of general expenses of joint utilities was based on
the direct operating charges of each utility.

In view of the almost unsurmountable difficulties attending
the establishment of an equitable basis applicable to the various
phases of the accounting conditions of the business, it is recom-
mended that the question of apportionment of departmental
charges for the use of joint facilities be left to the individual
judgment of each Company, with the suggestion that its best
interest will be subserved by a careful, just distribution, regard-
less of the gross or net income of the respective utilities, thereby
obtaining the relatively true costs entering into service rates.

Respectfully submitted,

JounN L BaiLey, Chairman,
E J ALLEGAERT

R H BaLLARD

C L CaMPBELL

J H Gurick

L M WALLACE

CuHAIRMAN Epwarps: In presenting this report for your
consideration I would like to ask that the debate proceed along
certain lines. Last year this report was first submitted to the
section; a number of amendments were suggested from the floor,
and these amendments were referred to the Accounting Com-
mittee with power to adjust them ; and the Committee was further
authorized to publish the Uniform System of Accounts, as repre-
senting the idea of this Association. The system of accounts as
it has been bound and distributed to you during this last year,
represents the work of the Accounting Committee, subject to the
amendments that were presented at Philadelphia last year; and
it is perfectly proper and timely now, if there is anything in this
system which vou feel could be improved or changed, that you
should give the Committee the benefit of your opinion. Under
that head would come the consideration of the treatment of
Sinking Funds. There is a great deal to be said on this sub-
ject. There is considerable matter here in the report for your
consideration.

The next thing that I would like you to talk upon is the
subject last referred to, the distribution of overhead charges



25

among departmental operations. Those of you who are operat-
ing gas or street railways in combination with the electric light-
ing business have undoubtedly had to meet that problem, and
how you have solved it for yourselves is a matter of great in-
terest to us. We would like to have in the records a statement
of the methods you have followed. Whether we all approve of
your methods is not important ; what we want to get is the record.
We would like to know how that is being done.

This is a subject which will probably occupy the attention
of the Committee for a number of years. It is a question whether
we shall ever, as a body, be able to lay down a definite rule in
regard to the distribution of such costs. At the same time we
want all the information that is available; and if some of you
would prefer to submit the matter in writing after you get home,
we shall be very glad to have it in that shape. At the same time,
for the benefit of the delegates here, we want to hear from you.
The report, gentlemen, is now in your hands.

DISCUSSION

MRr. Paur R. Jones, NEw York City: I should like to
suggest this proviso. The Sinking Fund clause, if I understand
it correctly, carries no provision requiring companies to charge
against Income any sum of money for the retirement of bonds,
unless the mortgage on a particular property requires it. I
would also like to suggest that the question of overhead charges,
that is, the question of the division of charges, be left entirely
out of the record. A Company appearing before a commission
might find it embarrassing to follow the method of sub-dividing
operating expenses according to the Gross Revenue, or any other
method we may adopt at this time.

I believe that on points of policy such as Sinking Funds,
Depreciation, and divisions of Overhead Charges, we should
not as an Association go on record, setting down any fixed and
fast rule. I think it is up to us to leave the broad points of policy
out of our Classification, and to make no comments on them, but,
through the headquarters of our Association in New York, give
such assistance to the member companies as they require.

Mr. J. H. GuLick, Chicago: I did not get Mr. Jones’ idea
quite clearly. Was it to drop from the report all reference to
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the reduction features? He suggests that we do not include such
things as accruals for bond redemptions in our report?

MR. JoNEs: My point was that the Sinking Fund should be
a transfer of assets, as stated in the report read by Mr. Bailey.
I think Mr. Bailey’s interpretation of the sinking fund can not
be improved upon.

CHAIRMAN Epwarps: That is, unless the mortgage requires
that the fund shall be set up out of earnings. In that case you
would follow the recommendation of the Committee and treat it
as an appropriation from surplus rather than a deduction from
income, if the mortgage require this. If the mortgage is silent,
it is a segregation of assets.

MRr. JoNes: Yes, sir. I thoroughly approve of the wording
of Mr. Bailey as to the sinking fund.

CrAIRMAN EpwaArDps: The Uniform System of Accounts,
as you will gather, was very largely, in fact, I may say was
almost entirely constructed as the result of Eastern experience.
We came to the West for hydraulic accounts. I recollect that
one of the Western members said our “original hydraulic ac-
counts were built up from the interest of eastern people in duck
and mill ponds.” You do it on an altogether larger basis in the
West, and therefore we came to you to get the western idea on
that kind of accounting. I would like to know from some of the
western members if the present classification meets their require-
ments,

Mr. F. J. BuaNcuARD, San Francisco: What Mr. Bailey
has said as to the apportionment of the overhead expense has
interested me very much. In recent months I have spent a great
deal of time studying this subject, particularly in connection with
several rate cases which we have had before the Railroad Com-
mission.

In making an apportionment of overhead expenses, I have
made an analysis of all vouchers that cover disbursements of a
general character, and wherever a disbursement could possibly
be segregated against a particular department, electric, gas or
water, as the case may be, the disbursement was so segregated.
Many of the disbursements, however, were general in character
and it was impossible to make a direct segregation. In all such
instances I used the average number of customers connected in
each department and apportioned the general expenses upon the
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basis that this average number of customers in one department
bore to the average number in another. This apportionment has
been submitted to the Railroad Commission in several rate cases,
and while no approval of the method of making the apportion-
ment has ever been officially given by the Commission, it has
neither criticised it nor objected to it.

There is a further apportionment of expenses to be made
in one of the Companies with which I am connected. For in-
stance, we have two towns or cities supplied with gas from a
single plant and have had rate hearings in both of those towns;
hence it became necessary to apportion the expense of the gas
plant to each of the two towns. The towns are close together,
and in making an apportionment of the production and distribu-
tion expense, I used the amount of gas sold in each town and
made my segregation to each (except in one of the accounts—the
account representing the cost of connecting and disconnecting
customers) upon the basis that the percentage of gas sold in each
town bore to the total gas sold.

During the summer season, one of the towns in question has
a large transient population, the result being that a large num-
ber of connections and disconnections are made, and the expense
for that account is abnormally large. This account I apportioned
upon the basis of the connections and disconnections made for the
year. -

I do not think that any hard and fast rule can be laid down
for all companies to follow. Since conditions vary and in some
instances it would not be fair to apportion general expenses upon
the basis of the average number of customers connected, this
is a question which I believe must be worked out by each Com-
pany to meet its peculiar conditions.

Mgr. W. J. DriscoLL, San Francisco: Regarding the Sinking
Fund method that the Committee has recommended I might say
that the classification of accounts of the California Railroad
Commission provides that the Sinking Fund be treated as an
appropriation from Surplus. As to the availability of these ap-
propriations for the payment of dividends, I would like to ask,
assuming that the mortgage provides for the retirement of a
certain number of bonds each year, if these appropriations must
be carried in a separate account as a division of surplus until
such time as the entire issue of bonds has been redeemed; or,
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would it be permissible to transfer the amount representing a
definite number of bonds retired at certain intervals, back to
Unappropriated Surplus before the redemption of the entire
issue, and declare stock or other dividends therefrom.

Mr. W. E. FrReemaN, New York City: Referring to the
Standard Classification of Accounts adopted at the Accounting
Session of the Association, in June, 1914, and subsequently ap-
proved by the Executive Committee, I am of the opinion that
all sinking fund accruals necessary to be made in accordance with
the provisions of mortgages or other contracts requiring the
establishment of sinking funds, should be properly classified under
Appropriation Accounts. In other words, such accruals should
not be considered as Deductions from Income, but should be
included in the group of accounts which shows for any fiscal
period the changes in the Corporate Surplus or Deficit. It would
be desirable in my opinion to make a separation of the Corporate
Surplus or Deficit Account into sections of accounts represenfing
Appropriated and Unappropriated Surplus.

The Public Service Commissions organized throughout the
various states are divided as to the prescribed methods and prac-
tice for maintaining Sinking Fund Reserves in accordance with
the provisions of mortgages or other contracts.

Under the systems of accounts prescribed for public service
corporations for the States of Arizona, Nevada, Indiana, Mon-
tana, Idaho and Washington, it is stipulated that sinking fund
reserves are to be maintained whenever they are required in
pursuance of the provisions of mortgage and trust deeds, con-
tracts, etc. Separate sinking fund reserves are required to which
reserves appropriations are to be credited and Deductions from
Gross Income—sub-account Contractual Sinking Fund Require-
ments—to be charged, and also accumulations resulting from
securities belonging to such particular reserves.

The systems of accounts prescribed by the Commissions for
the States of New York, New Jersey and New Hampshire stipu-
late that gross income applicable to corporate and leased prop-
erties is subject to compulsory or contractual deductions classi-
fied under Deductions from Income; for instance, sinking fund
accruals. All optional appropriations to reserves are chargeable
to Appropriation Accounts.

The Railroad Commissions for the States of California and
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Oregon, on the contrary, make provision for a separation of the
Corporate Surplus or Deficit Accounts, including dividends on
outstanding stocks, sinking fund appropriations, miscellaneous
deductions from surplus and miscellaneous additions to surplus.
All appropriations to sinking funds and accretions to such funds
on account of income from previous investments, are chargeable
to sinking fund appropriations.
The Commission for the State of Oregon divides the Cor-
porate Surplus or Deficit Account as follows:
(1) Appropriated Surplus
Surplus invested since June 1, 1913, in Fixed Capital
Surplus invested in Sinking Funds
. Other Surplus Reserves.
(2) Corporate Surplus
Corporate Surplus Unappropriated.

Under the Classification of Income, Profit- and Loss and
General Balance Sheet Accounts for Steam Roads, prescribed by
the Interstate Commerce Commission, in accordance with Section
20 of the Act to Regulate Commerce, effective on July 1, 1914,
the Corporate Surplus account is likewise divided into two sec-
tions, namely: .

(1) Total Appropriated Surplus

Additions to Property through Income and Surplus

Funded Debt retired through Income and Surplus

Sinking Fund Reserves

Miscellaneous Fund Reserves

Appropriated Surplus not Specifically Invested.
(2) Total Corporate Surplus :

Profit and Loss—Balance.

s

There is a wide divergence of opinion expressed by ac-
countants as to the advisability of corporations creating reserves
from income or surplus and investing in sinking and redemption
funds, regardless of whether or not they are maintained volun-
tarily by the corporation, or by compulsion, in pursuance of the
provisions of mortgages or other contracts.

As a matter of interest in this connection, from articles ap-
pearing during the last seven years in the Journal of Accountancy,
the official organ of the American Association of Public Ac-
countants, and from chapters on the subject of principles and
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practice in dealing with sinking funds, both American and Eng-
lish publications, the consensus of opinion appears to be that
appropriations out of surplus should be held in reserve for sink-
ing and redemption fund payments. A majority of the writers
advocate the maintenance of sinking and redemption funds in the
interest of present and future investors, both stockholders and
bondholders, the resultant advantages of which would be (1)
the adoption of a conservative and sound business policy and
(2) the equitable conservation of all financial interests involved.

CHAirRMAN Epwarps: I have read these extracts from the
authorities named. They are extremely interesting, and they are
various in their nature; in fact, the subject seems to be one in
which the accounting profession is not a unit. Some very strong
names recommend one treatment, others equally strong, another.
What are you going to do with it? You have taken out of your
surplus and put into your reserve a certain amount, and with the
fund behind the reserve you have bought the bonds and retired
them. The bonds and the cash have taken care of themselves, but
this reserve still remains on your books. What are you going to
do with it? One authority comes to the conclusion that the proper
thing to do is to declare a stock dividend for a corresponding
amount. You can get any kind of opinion from these authorities.
Indeed, these extracts are so interesting and bear on the subject
so fully, that I think it will be well to refer to them by title in
our proceedings, and keep them on file in Association head-
quarters where they may be consulted or the copies procured by
those wishing to continue the study of the subject.*

The Commission which is responsible for this diversity of
opinion is undoubtedly the Interstate Commerce Commission.
When this Commission was first organized, it provided in its
system of accounts that sinking funds should be set up as a
reserve and treated as a deduction from income. Immediately
New York, New Jersey, and some other states, followed the lead
of the Commission. The statistician of the Interstate Commerce
Commission was Mr. Meyers, a very able man; and he was also
the author of the New York State classification, which was one
of the first promulgated after commission regulation came
about. I wrote to Mr. Meyers and asked him whether his opinion
had undergone any change, and I will read his reply, signed

*NoTe—See page 45 for list.
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“William J. Meyers, Statistician, Interstate Commerce Commis-
sion,” under date of April 28, 1915. After the usual salutation
he writes:

“Referring to yours of the 27th instant regarding the proper
place for charges representing assets of a corporation segregated
in its sinking funds, I will say that our treatment of the matter
in the New York Public Service Commission’s scheme of accounts
followed the treatment of the Interstate Commerce Commission
with respect to sinking funds chargeable to income. The Inter-
state Commerce Commission’s rule, as I recollect, was based upon
a suggestion made by Mr. M. M. Kirkman, then Vice-President in
charge of accounts of the Chicago & North Western Railway
Company. The idea which underlay the rule was that all income
which, under the provisions of contracts, was required to be set
aside for the establishment of sinking funds was compulsorily set
aside, and therefore should be charged to the income account
under the head of Income Deductions.

When I came back to Washington, in 1910, it developed, in
connection with the rate advance cases, that this segregation of
funds was of a character quite distinct from the disbursement of
funds representing interest charges and it was therefore thought
advisable that in the revision of our accounting schemes the ac-
count representing charges to interest for accruals of sinking
funds should go in a different group of accounts from that in
which it was first placed. We accordingly put it under the head
of Appropriations rather than under the head of Income Deduc-
tions, recognizing that any segregation of assets in sinking funds
was a mere temporary segregation, and also that it did not dissi-
pate the assets of the corporation but resulted in the beneficial
application of them, the same, for example, as their devotion to
construction of physical property. Such being the case, the ac-
count was, as I have said, classified under Appropriations of In-
come rather than under the head of Income Deductions, and the
corresponding credit was required to be made to Sinking Fund
Reserves, a subdivision of Appropriated Surplus.

I am sending you under separate cover a copy of the latest
revision of our Classification of Income, Profit and Loss, and
General Balance Sheet Accounts, and you will find the charge
account provided for in No. 552, on page 24, and the credit ac-
count in No. 781, on page 56. I think that the rule as we now
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have it is correct for all cases where the provisions of the mort-
gage require the sinking fund to be created out of income. If the
mortgage does not require the sinking fund to be thus created,
but provides merely for the segregation of assets taken out of
the hands of the debtor and put into the hands of the sinking
fund trustee, no charge to the Income account seems to be neces-
sary; but this kind of a sinking fund would not, in my opinion,
be very valuable for the protection of the creditor. The idea
underlying a sinking fund, as I understand it, is that the creditor
shall not only have the mortgage lien on all the assets, or at least
all of the fixed assets, covered by the mortgage but shall also
have an additional safeguard through the segregation of moneys
deriyed through income out of which to pay the debt at its ma-
turity. If no current funds are provided for the satisfaction of
the debt at its maturity it might easily happen that the current
funds of the debtor would not be sufficient at maturity for that
purpose, and the only way by which the creditor could secure the
satisfaction of his claim would be through foreclosure proceedings
or by a refunding of the debt on the part of the debtor.

The only change which I would suggest in the New York
Public Service Commission’s rule in this regard would be that it
should indicate clearly that the Income account provides only for
charging to income those additions to sinking funds which are re-
quired, under the conditions of the contract, to be accumulated
out of income, and I should also rearrange the order of the ac-
counts so as to show this particular account under the head of
Appropriations of Income rather than under the head of Income
Deductions.

I have no objection to your quoting me in this connection, if
you so desire.”

You see that this rule which the Committee on a Uniform
System of Accounts has recommended, meets with the approval
of the Interstate Commerce Commission, whose statistician, Mr.
Meyers, was undoubtedly responsible for the original treatment
of the matter which he now suggests be changed in the New York
classification. We are entitled to consideration from commis-
sions in the issue of securities if we retire one security out of
our earnings. If a firm has $200,000 worth of property, of which
$100,000 was secured through the issue and sale of stock, and
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$100,000, through the issue and sale of bonds; and if those bonds
are paid off through the appropriations made from the surplus.
by the owners of the property, then the owners should be free, in
my opinion, to issue if they wish other securities in place of those
that they have liquidated. I do not understand that this point has
ever been passed on. In one company with which I am connected
we have had bond issues which we are paying off. The mortgage
requires that the bonds shall be redeemed by lot, and out of a
mortgage of something like $200,000 we have paid off $30,000 of
the bonds; and in our statement of construction expenditures as a
basis for additional securities, we included $30,000 representing
bonds which had been redeemed, because we had the property
and there were no securities out against it. That is a point which
we want to keep in mind. We are entitled to issue securities to
the value of our property ; and after we have paid off some of our
indebtedness there is no reason why we should not issue other
securities, if we deire, provided also that we have the property.

MRr. Louis F. MusiL, New York City: In connection with
the letter from Mr. Meyers which you have just read, I would
like to express the following opinion:

As a body representing the public utility industry, we ought
to remember that the Interstate Commerce Commission has vari-
ous classes of industries under its jurisdiction, all of which are
“not of the same nature as ours. The nature of the industry is
certainly of material importance to the creditor of whom Mr.
Meyers speaks in his letter. The public utility company repre-
sents a most permanent industry, its permanency having been
pretty well established by the past. A creditor with that kind
of an industry back of him should therefore look differently in
judging what security is back of the indebtedness to him,—
whether such indebtedness is in the form of permanent securi- .
ties or not.

I believe that the Interstate Commerce Commission, and
all other commissions as well, will discriminate more and more
between this kind of an industry and the industry whose con-
tinued existence depends on many shifting factors, such as freight
rates, supply of raw materials, and demand for their product. I
am therefore emphasizing the same point which you brought out,
Mr. Chairman, that the company which has established its per-
manency should certainly be expected to always have outstanding
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against it any securities which it has issued in the past, whether
in that form or in some other form, as required by re-financing.
It would furthermore seem to be éxpected that the earning power
of such a property would not he reduced because a particular
mortgage on that property has a sinking fund provision in it or
probably a date of maturity, these factors being made necessary
by the conditions under which the securities under that mortgage
were sold.

Mgr. R. H. BALLARD, Los Angeles: Dealing with the question
of sinking funds in bond mortgages, I would like to say at the
outset that in my opinion mortgages providing for the retirement
of a certain number of bonds each year in going public service
corporations, are old-fashioned. A more up-to-date method and
a better method for the good of the property and for the good
of the rate payer and all concerned, is that a certain sum of
money be taken each year and invested in additional property
rather than in the retirement of bonds. We have a provision of
that kind in the mortgage of the Southern California Edison
Company and it has worked out quite satisfactorily.

With regard to the place or account to which the sinking
fund should be charged I think that we are bound very largely
by what we consider when approaching the regulating bodies in
the matter of the fixing of rates. In a company such as ours we
have about this condition, and I think the principle is the same
for all others out here: We have an earning of approximately one
million seven hundred thousand dollars a year net over operating
expenses; from that net we make a deduction for depreciation
amounting to approximately $700,000, and we have a balance left
of approximately a million dollars, which represents an earning
of nearly 8 per cent upon the physical value. This 8 per cent
is the amount which the California Commission has decided
is a proper return to stockholders. Now, in arriving at this
million dollars no provision nor deduction has been made for the
sinking fund. If we are going to deduct a further amount for
sinking fund from the earnings of a million dollars, or from the
surplus account, which is an accumulation of some of these bal-
ances, then one of two conditions must arise: either we must
reduce the amount of dividend to stockholders below that to
which they are justly entitled, or we must ask the Commission to
allow us a rate fixing both depreciation and sinking fund. Now,
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as a matter of practice what sinking funds we have (and we do
retire bonds on some of the old underlying mortgages) we
handle exactly as is outlined in the Committee report. A sum of
money is taken from the cash account and used for the retire-
ment of bonds. No reserve of any kind, no account, is set up
other than a temporary one providing a place to put the money
during the transitory period while the bonds are being secured.
I do not see any other way of handling the proposition unless,
as I say, we are going to claim, and can get the regulatory com-
missions to allow us, both Depreciation and Sinking Funds, or
unless we are allowed a certain amount for depreciation, deter-
mined in advance and from that adjust the part to be set aside for
a sinking fund. It is obvious, as Mr. Edwards has said, that
the issuance of securities to take the place of other securities
which have been retired, will become absolutely necessary, be-
cause if, as under the present system, money is taken each year
to retire bonds from cash on hand, and the surplus account is
nearly all paid out in dividends, there is only one place from
which that money has actually come to the sinking fund, and that
is from the amount set aside from earnings for the depreciation
fund. At the time, then, when the life of the property has run,
there will not be sufficient money to provide new property to
take its place, and at that time or at some intermediate time
along the line it will be necessary and justifiable, to ask the Com-
mission to allow the issuance of substitute securities to take the
place of those which have been retired through sinking funds.

I do not think this is a new question, because I understand
that the California Commission has recently authorized one of
our large corporations to make such an issue of securities.

With regard to that part of the classification of accounts
having to do with the operating expenses of hydraulic power
plants and transmission systems, I find that this checks rather
closely with the system of the commission out here, and has the
advantage of being very much shorter. In my opinion a consider-
able objection to the accounting system of the California Railroad
Commission is its length.

The one point however that troubles us in the Coast
Companies having to do with these hydraulic plants operat-
ing in different cities and different.cogmties, as for example, our
own Company, the Southern California Edison, operating in
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seven counties and fifty or sixty different cities, is the further
division of these accounts as between the districts or cities.
That is a matter that, I think, is not covered in this system of
accounting. I do not see how it can well be definitely covered,
but it seems to follow along the line of division of the general
expense accounts, which I thoroughly agree should be a matter
of individual judgment, based upon local conditions. The prac-
“tice of division of the general expense account and of these pro-
duction accounts, as between towns, is not general.

A number of accounts are divided according to certain condi-
tions, having to do do with the number of meters; other are di-
vided in accordance with gross earnings, and still others, in pro-
portion to the amount of other expenses. I do not see that there
can be any system of accounting prepared which will meet the
conditions of segregating the general accounts so that the segre-
gation will be applicable to all companies. It is absolutely a
matter of judgment and a matter depending upon the operation.

CuHAIRMAN EDWARDS: You see, the Association in matters
of this kind wants to be of use to the member companies if it
can; and it will frequently happen that we may investigate and
invite debate on a great many subjects on which we issue no
formal conclusions. At the same time we want all the informa-
tion we can get.

I am of the opinion Mr. Ballard has expressed, that it
would not be advisable nor possible for this Association to lay
down definite rules for the distribution of overhead charges and
departmental operations. At the same time it is a subject for
us to take up if only to come to the conclusion that we can do
nothing with it. One of the reasons for asking you today to re-
view this uniform system of accounts was to be sure that it meets
requirements so far as a general system can meet the individual
requirements of your business. The purpose of the system,
after it has met your approval, is to use it as the basis, if possible,
for a uniform system of accounting by the various Commissions.
The street railway men occupy a very advantageous position in
that respect. They deal with the Interstate Commerce Com-
mission, and therefore have a unified system which is applicable
all over the country, but the electric lighting business is subject
to the authority of every commission in every state; and some
of the requirements of these commissions, to put the matter very
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mildly, do not fit our business. One of the great.steps that this
Association can take is to move for a uniform classification of
accounts to be agreed upon by all authorities throughout the
country. It is a nice big job, and I can imagine that it is going
to take some years to bring it about. If there is anybody on
earth that has fixed opinions it is an accountant, and it is some-
times a little difficult to move him.

I would like to say one word with regard to the point Mr.
Jones has brought up, that the Association should be silent on
certain subjects. It is my opinion that this Association should
proceed very cautiously and not commit itself on any mattér
until it is sure of its ground. On the other hand, I do not think
that we should be afraid to take a position on any subject which
we have studied and to use all our influence to carry that idea
wherever our influence counts.

If there are no other remarks to be made upon the report
a resolution that it be accepted and printed will be in order.

MR. Jones: I would like to move the adoption of the report
as submitted, and if you will pardon me for digressing on that
subject, to repeat Mr. Edwards’ words—he has the power to
make himself understood better than I have. What I want to tell
you is exactly what Mr. Edwards has told you in his last re-
marks. We should not be afraid to go on record, but we should
be right.

(Motion seconded and carried)

CaAIRMAN Ebpwarps: We are to be favored with a paper
by Mr. L. R. Reynolds of San Francisco, Auditor of the Cali-
fornia Railroad Commission, on “Some Opportunities of Public
Utility Accountants.” I take great pleasure in presenting Mr.
Reynolds.



SOME OPPORTUNITIES OF PUBLIC UTILITY
ACCOUNTANTS

The accounting section of the National Electric Light Asso-
ciation has taken a most desirable step in formulating its Stand-
ard Classification of Accounts, and I know I can speak for many
of the state commissions when I say that we sincerely want a
uniform system adopted in all the states, and I think it is quite
possible for this to be consummated through your efforts. The
greatest difficulty, as I see it, is not in the general scheme of
accounts but in laying down, in detail and with great complete-
ness, definitions of the accounts.

The great object of a uniform system of accounts is, of course,
to make comparable all the transactions of all utilities of a cer-
tain class, and to this end, instructions must be such that there
can be no deviation. The Interstate Commerce Commission has
recently prepared supplements to some of its classifications in the
form of indexes to the operating expenses. A railroad account-
ant can turn at once to any item of expense that may come up
with which he is not familiar and find the number of the ac-
count to which it is chargeable. A state commission is not able
to prepare such an index for each of the many classes of utilities
under its jurisdiction, but I think it would be comparatively
easy for the accounting members of an association of this kind,
through their every day experience in this one particular class of
utility, to prepare such an index, and I am sure if this were done
that it would be a very strong plea for its adoption into a National
System.

I would like to make a few remarks upon one or two de-
tails of your Classification that have particularly attracted my
attention. Paragraph 4, on page 12 of the introduction reads
as follows:—

“The words Depreciation and Amortization should not be used in
connection with the Accounting Systems of Public Utilities. Depreciation
means, I. To lessen the price of; lower the rate of. II. To sink in
estimation ; fall in price or value; become of less worth.

" Amortization means, to wipe out; to extinguish. No company de-
sires to wipe out or extinguish its property. On the contrary, its sole
aim is to maintain the productive and operating efficiency of its property
at its maximum by renewing parts displaced for any cause.”
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I find, however, the title of your liability account No. 377
to be Unamortized Premium on Debt. It would seem that if
there were an unamortized premium on debt, there must also
be at times an unamortized discount. In fact, your classification
provides for a debt discount and expense and provides for its
amortization, but uses the term “Extinguishment.”

Your classification further provides in account No. 376 for
a premium on capital stock. It is my experience that there is fully
as often a discount on capital stock as there is a premium, and I
think it should be provided for.

Under your classification, if it be found that after a physxcal
valuation, the book value of a property does not equal the physical
or inventory value, you have provided no alternative but to charge
the difference to profit and loss, although the history of the cor-
poration may clearly show that the par value of the stock as
carried in the liabilities, is not represented by an equal value in
the plant accounts.

Now, in regard to depreciation. I am fully aware of the fact
that the interpretation of this account is an exceedingly difficult
one, and one fraught with a great deal of danger. From my point
of view, I think many times I would like to see it eliminated
altogether, but, on the other hand, if it is eliminated, by what
means can the cost of maintenance be equalized through the
years? Very few corporations are able to show a perfect main-
tenance at the close of every fiscal year. This may be due to a
number of reasons; possibly because of the fact that all possible
available funds are required for new .extensions in a year when
interest rates are very high and the conditions are panicky so that
the company does not wish to borrow outside money. It is per-
fectly legitimate under these circumstances to postpone the main-
tenance that can be dispensed with until the ensuing year when
funds may be obtained at a cheaper rate. The company from
its experience can determine in most cases a fair approximation
of the amount that should be set aside and charged to operating
expenses to equalize this maintenance. If this is not done, it
seems to me that the company will not be showing its true operat-
ing conditions for a given fiscal year.

If there is no depreciation, should appreciation be considered?
I know that utilities before our Commission in rate cases often
ask that very large depreciations be allowed in their operating
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expenses, but when again before us with an application to issue
securities instead of showing a depreciation, they ask a large
appreciation.

The question of using a depreciation as a method of accruing
the difference between the original cost of the property and its
present value, is a point for engineers and not in my province to
be commented upon.

One of the most important divisions of an accountant’s
work consists in setting up upon his books the true cost of his com-
pany’s construction, and thereafter correctly differentiating be-
tween new construction and operating expense and other charges
to profit and loss.

I find that the importance of this matter was touched upon
last year by.Mr. D. C. Jackson in his paper on Appraisals on
Electric Light and Power Properties. This appeals to the lay-
man as the simplest thing possible, but the accountant knows that
it is often one of the most difficult problems with which he has
to deal. A charge to capital should mean that the actual physical
inventory value of the property has been increased by this specific
amount. :

It is the practice of the greater number of corporations
to require a detailed estimate of any new construction to be
approved and passed upon by its engineers and managers and
approved by the directors and written into the minutes of the
corporation, before money can be expended that is to be charged
to capital accounts. It is necessary, however, in an electric light
and power company where immediate service extensions must be
made, for the directors to appropriate blanket sums of money to
be expended for service connections as approved by the officers.

The above outlines what I believe to be the only safe prac-
tice and it is probably the course pursued by most of the corpora-
tions represented here. I find, however, that an immense number
of utilities have a veryv different practice and that they make
multitudinous small charges to capital each year without order
or system. The evil resulting from this is not to be minimized
by conservatively managed companies. It results generally in
the understatement of operating expenses and in over capitaliza-
tion. Disaster follows both to the company allowing this prac-
tice and to the company that meets its competition. A condition
like this is very often in the auditor’s hands. He is confronted
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every week with perhaps hundreds of these small charges passed
upon by various division superintendents as items chargeable to
construction and commonly does not take the time to trace them.
There is no doubt that it is very difficult to study each of these
items and ascertain what they stand for, but it must be done.

"The lack of eternal vigilance on the part of accountants in
setting up a true book cost of a property in complete detail and
with complete explanations has resulted in great underestimation
of the accountants themselves and their position with a utility.
We continually hear the remark by those before our Commission
with regard to the book cost of a property that that is “merely
the book value and has no relation to the true value of the
property.”

Do they stop to think what this means? It means nothing
else but that the balance sheet which the corporation presents to
the public is almost a meaningless statement.

The books and records of a company are its vital history.
They are records of the officers in fulfilling their duty to their
stockholders. On a sea-going steamer, or a vessel, the captain is
required to keep a log book which shall show the record of his
voyage and the récord of his efficiency. The log book is almost
life itself to the captain of that vessel. If he comes to port with-
out a properly kept log book, he may as well say to himself that
his days as a sea captain are at an end, and that he can look for-
ward to a life feeding chickens and regretting the past. The
books of the corporation are much more important than a ship’s
log. The amount of capital invested in the average corporation
is greater, and the stockholders generally much more numerous
than in any single vessel. When I hear such a remark, as we
often do, in explanation of some entry on the company’s books
which cannot be explained, as “Oh, that is only some bookkeep-
ing entry,” I wonder what would happen to a ship captain if he
came to port with a meaningless entry on his log book, and made
a similar explanation. )

I have mentioned the phase of the distinction between oper-
ating expenses and capital that relates to the accounting of ma-
terials and supplies. There is another and more difficult phase
still, and that is the handling of so-called overhead charges to
construction ; those of executive officers’ salaries, interest, etc.
It goes without saying that all charges of this character should

.
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be accompanied by a very full explanation covering both the phi-
losophy of the charge and the authority therefor. It would occur
to an outsider that the tendency on the part of a utility that
operates under the jurisdiction of a public service commission
would be to charge items upon which there was some doubt to
operation rather than to construction, in order to justify their
rates in cases before the Commission, but this is very rarely the
case; and it seems to be the tendency on the part of utilities to
charge the doubtful items to construction. This mitigates against
the utilities in every way from the fact that they lose before the
Commission in justifying their rates; and again, when it comes
to justifying the book valuation they commonly cannot show that
sum in physical value.

The statement is often made to me when commenting upon
certain entries that they were passed upon by an independent
auditor. In but very few cases can construction charges be veri-
fied by an auditor without the help of an engineer, and even
then the engineer must be entirely conversant with the property
at the time the work was performed. We all know that it re-
quires more than the average skill to record current events and
that there is no such thing as scientific history. There is only
one time to properly record a fact and that is, at the time and
place it happened.

An accountant or auditor who is able and does make the
requisite study of all the vouchers entered upon his books as-
sumes his true function, which is that of controller. It is my sin-
cere belief that if a corporation’s history is kept properly and in
detail by a competent auditor, that company will have nothing
to fear in its relation with the public.

The company in obtaining authority to issue securities can
point to its records and say—There is the cost of our property
and in detail. If any item is questioned, it is only necessary to
review that single item without going through the long process
of a complete physical inventory.

The company in a rate case has only to lay before the rate
making body its records and the cost of its property, to defend
a just income. There have been cases where the salaried man-
agers of a corporation have deliberately charged their personal
profits to the cost of the company’s property. The New Haven
and the Frisco Railway systems are recent examples. It the
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auditor is cognizant of these transactions, he should refuse to
enter them upon his books; and if Interstate Commerce Com-
mission examiners found these things out years afterward, cer-
tainly the auditor had some knowledge of the transactions at the
time they were made.

The cases are more numerous in which careless accounting
has utterly confused the records of a company, than of cases like
the above. .

An accountant should, I believe, exercise much care in all
his entries affecting the profit and loss or surplus accounts.

The courts have laid down definitions of the surplus out of
which dividends may be declared, that is, the “Unappropriated
surplus.”

In People vs State Board, 112 N. Y. S. 392, 395, we find
that

“The net income of a corporation for dividend purposes cannot be
determined until all taxes, depreciation, maintenance and upkeep expendi-
tures have been deducted. Otherwise the dividend is not paid from the
earnings, but by a depreciation of the capital account. To earn a divi-
dend and be honest with itself, its stockholders, its creditors and the
public it has to serve, a corporation cannot distribute earnings at the
expense of its capital. If a corporation, year after year, should distribute
its earnings, after deducting expenses, making no allowance for taxes, or
the replacement or upkeep requirements of the plant, in time its entire
capital would be gone by the payment of unearned dividends. The value
of the property of the company, especially its franchis€é and good will,
cannot be ascertained until the franchise tax, and all the other taxes, and
a proper replacement or upkeep fund, have been deducted from the cur-
rent earnings.”

The accountant is in the best position of any officer of a
corporation to know its obligations, and it is his duty to see that
reserves are provided for all contingencies.

It is very commonly contended that increases in land value
are properly creditable to unappropriated surplus. I believe that
such entries should be made with great conservatism. The fact
that a neighbor was able to obtain a certain price for property
is but little criterion for the fact that you could obtain the same
price. In fact it is the experience of every one who has dealt
in real estate that it takes often a very long time to sell property
at even an approximation of