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to be pald, and thus deter-
4 a base fur the calculation of
coms and excess profits taxes. And
history was not altogether a mat-
for of recording specific facts, for
t had to be expressed in re-
to such problematical matters
depreciation and depletion. Upon
completeness of the record of
| transactions of the year 1918
ust depénd the accuracy of the most
tax levy in the history of

world.
The historical or hocounting basis
taxeés, which requires a complete
d permanent record of business his-
s comparatively new, Hereto-
taxes quite gonerally have been
levied upon an Inventory basis—a
listing of values in hand such &s real
estate, personal property, stocks of
or and tobacco, lots of imported
merchandise and the like. These as-
ts have then been given a walue
ent for the purpose of a
jevy on a percentage basis. This
is comparatively simple be-
of the fact that the tax is
on specific articles In hand
hi can usually be inspectsd and

@Em and excess profils taxes, on
the contrary, are not based on specific
yalues in hand—the tax is calculated
Tpon the basis of a taxable income or
profit earned during a certain elapsed
period of time. The ual property
wvalues may have been consumed even
tbefore the tax is reported. I have in
mind a citizen, whose income is §§,000
a year, who Is making his Beptember
justalment payment on lasl years tax
from his Beptember salary. However
improvident this action may be on his
gart, it'is strictly within his right, be-
cause his tax return, which was filed
March to cover his income for
_year, s meraly his statement of
sccount between himself and the
Qovernment. The only obligation on
the part of the citizen s to meat the
yments on his tax account as they
fall due. Simliarly, a buginess may
gucroach for its tax payments upon
the cash earned and realized in a pe-
susceeding Its tax period, al-
tk‘u;h business cancerns preferably
i4 reserve, from month to month,
funds for the purpose of meeting thele
ax obligutions when due,

The wvalue transactions that enter
inte the determination of the tax €x-
1end over the taxable year and, under
the present arrangement, the reporiing
and the payment of the tax extend
pvér another year. The final review
and tha determination of the facts by
tha Government require at least an-
bther year. Three years, thersfore,
And in practice probably a longer pe-

iod. ars required in the getermination

nd the settlement of the tax, during
which time the only dependable source
p¢ information is the accounting record
pf income transactions which i= made
furing the taxable year.
"~ Aceounting underiles and supports
the whole incomé tax ' structure. n
' {des & method for recording finan-
gial transactions in such & Way that
hicome and expenditures—the progress
of the Dusinces by vears in the malier
pf earnings—may be stated. It sup-
plies & dependable basis for any action,
whether of 8 tax or of & business na-
Lure, which basis is avallable a= long
ps the records are preserved.
" The anxieties of taxpayers in the
preparation of their refurns and the
diMculties of administration on the
of Government officials are due
himost entirely to defective financial
fecords. Even the larger and more
gaful concerns have often been
m?mnmy weak in thelr accounting
ures and many such concerns
having their accounta for the last
x or elght years reviewed and au-
tatively stated by certified public
untants. Partnerships, probably
of the fact that they have not
as epirictly regulated as corpora-
have often been singularly lax
Bn respect to financial records Small
petafl traders, profeselonal men and
pthers whose accounting has not re-
the services of a trained hook-
have, more often than not, kept

0 accounts whataver, or, possibly.

ty such accounts as affected cus-

or clients. The diMculties of
taxation have seldom arimen

from antagonism or dishonestly on the
of the taxpayer, but almost en-
from the lack of the propar his-
forical baxis upon which to compute

tax.
Tncoms taxation, therefore, (s almost
matlrely & matter of accounting. The
business concern, with Its con-
ler and staff of bookleepors, i
ly mastering the situation, A
m of this class, no matter how
Aqity e mathnds mavy have been In
past, will readlly adapt itaslf to
new acoounting basis of taxation.
greatest difficulty; and one that
be overcoms in order to make
this basis of taxstion effective, la with
‘the business concerns, the professional
pien and the farmers whose affafrs do
pot require the organization of a book-
keodping départment with a technically
trained bookkeeper or accountant in
charge. It Is not altogethear, either, a
matisr of protecting the Governmant,
B 8o taxpayer can sasure himeelf of

record has been made. The farm will |
probably be sold shortly at a consid-
|erable advance over the ofiginal pur-
chase price and the profit will be tax-
lable. The present owner will find It
difficult indéed to show the actual cost
of his property and may therefors ba
unable to take full advantage of his
improvement expenditures. The same
mituation is lkely to develop with any
person who, buys and operates with-
out proper accounts a farm, a business
property or a residence propegty, either
in the conduct of his business or as
an incldent to his regular occupation.

The merchant by fallure to distin-
guish and record expenditures for fix-
tures and equipment by the lack of
proper . provision for depreciation, by
incorrect Inventory methods, by fall-
ure to record and wipe out lomses, in
fact, by any one of an large number of
bookkeeping delinquencies,.may over-
state and overpay his taxes, or on the
other hand he may Incur serious pen-
alties by omitting to disclose his full
tax accountabllity.

Specific Instances can be cited by the
score in which taxpayers have Inno-
cently understated or overstated their

' Inquiry Card-—23d St. Y. M.C. A¢ ||

tax accountability. Ome n had
falled to record the purchase price of
recurities which had been sold at a
loss; another falled to take into its
invested capital valuable asse ac-
quired in reorganization; still afother
falled to accerue expenses that had been
incurred but not pald, and so on, These
errors are especlally likely to occur
when actounts are kept on a hap-
hazard or imperfect basis.

The successful man may have vari-

special fees or profits, rents or interest,
wnich may escape his memory; I.n-'
versely, he may overlook deductibis
sxpenditures such as interest on mort-
gages, Insurafhce loans. or local taxes
He may even speculate a bit In stocks
or merchandise. In any event, It is
vitally necessary for a citizen's pro-|
tection In tax matters that he record:
all flnancial transactions no matter
what thelr chamacter may be.

Any well Informmed merchant, phy-
elclian, dentist, stock ralser, garage
proprietor. or other succesaful man,
will readily admit the desirability of
understanding and keeping accounts—
he has plenty of business reasons for
his view anide from tax matiers. He
is just ns sure, however, that account-
Ing, or bookkeeplng as he is more
likely to term it, is an unfathomable
mystery; that a half hour a day on
records would weigh heavier than all
the hard work required by his business
or practice. He cheers up a bit If you
suggest that his wife or daughter may
be able to turn the trick, as she often
does, Even the practicising lawyer,
who must dissect financial matters
and cross-examine witnesses, Is pro-
verblally short of accounting knowl-
odge.

This attitode of mind must be
changed or greatly modified if we are
to levy taxes—Federal and State—on
an accounting basisx. The business and
professional men of the country should
be wllllnF. for buminesa as well as for
taxation purposes, to devots some
thought to the matter of making =
permanent accounting record of their
financial transactions, Accounting ix
largely a matter of applied arithmetio,
depending in its practical phases upon
the processea of addition and subtrac-
tion. A number of business clessifi-
ecations are set up in accounts, and in-
creases and decreases are shown In
respect to each classification. Thus,
cash is an accounting classification.
Receipis of cash ars set down on the
left side of the caah mccount and cash
payments are set down on the right
side. The axcesa of the receipts over
the payments at any time should dis-
close the amount of cash on hand and
in bank. Certainly there is no iu-
tricacy herv which the ordinary man
may not hope to master.

Again, in accounting the merchant
{s taught that he should at some hour
of each day make a clean deponit of
his entire cash recelpts for the pre-
ceding business day. His bank ac-
count, when this plan 1is carried out,
provides in itself & pomplete recard of
cash recelpts. Ha is taught, further,
that all payments should be made by
check, except small payments which
can be made from a fund which is
provided originally by & v:h:u:k drawn
for that purpose and later replen-
{shed by checks as the need arises.
Here again we lhave a simple pro-
cedure easily learned that {s sure to
provide many business benefits aside
from alding in the preparation of the
tax return,

fme of the most fundamental ac-
counting principles which the bum-
ness man must Jearn s the distinc-
tlon between & TeVEnUe OF expense
expenditure incurred to secure income
and an expenditure mads to provide
a permaneat-or capital asset, Thus
wages pald to o salesman are an ex-
penss, chargeable against gross salos
or other returna, An expenditure
made to acquire a delivery truck on
the other hand s a capital expendi-
ture, because an asset value remains

ous income odds and ends, such easl
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expense of running the truck and of
keeping it in repalr, however, s an
operating expense which s a charge
against grosa returns or profits. The
wasting, or depreclation, of the truck
over the term eof its life, say five
years, would also be an expense to be
charged off againat income durlng
the flve year period. If this ratio
were adopted one-fifth of the wvalue
of tha truck would be charged off as
an expense during the first year of
its use and four-fifths of the wvalue
would- remain. These meatters are

vital to the determination of the
proper amount of tax.
Another fundamental distinctlion |

made in accounting is between the
determination of income on an oc-
crual basls and on a recelpt and
payment basis In determining prof-
fita and losses on an accrual basis
all tems which are earned are In-
cluded, whether or not they are ac-
tually collected in cash; llkewise, all
expenses incurred are charged whether
or not they are actually pald in cash,
The correct determination of profit
and loss requires an understanding
and use of the accrual basis. The
business man should have this dis-
tinction clearly in mind for business as
weall ma for taxation purposes,

These are some of the accounting
principles which the business man
should learn. They ware all es-
gentinl to the correct determination
of the profit of a business and to the
locallzation of losses, Many of them
are easential to the determination of
a personal income, even though such
incoms doea not arise in the conduct
of & regular businaas. No business
man should work without a first hand
knowledge of these principles,

The businsss man, who presumably
learned in school the fundamentals of
English, has developed his use of that
subject for the purpose of writing
business letters and of selllng mer-
chandise. Why should he limit his
use of arithmetical processes, also
learned in school, Lo the caloulation of
pounds of butter or yards of cloth?
Accounting 1s merely the systematic,
arithmetical recording of vwipleled
business transactions according to cer-
tain understandable principles. Ac-
counting should be &8s much a part of
the businessx man's equipment as his
knowledge of the markets In which
he trmdea and of the qualities of the
w n which he deals. Tt ghould as
certainly be a part of the equipment
of the enginger and of the lawyer; and
there are substantial reasons why the.
physlclan, the surgeon and the dentist,
who are presumably leas mnodl

with financial affairs, should possess
the same knowledge,

Students of commerce have ex-
pressed the opinjon that the Income
and the excess profils taxes have al-
ready done more to educate the Amer-
jean business public in the relation of
costs to Income and in respect to the
uses and valuation of capital than the
cambined writing, lecturing and teach-
ing which has beendone on thess sub-
Jeots in & generation. No responsible
manager of a business enterprise has
falled during tha last two or three
vears of heavy taxation to atudy the
differenge bétween the acerual and the
recelpt and payment basis of re.
cording income; t¢ study the relation
of expense classifications té each |
other and to income; to consider the
valuation of assets of all classes, In-
cluding, it may be, such intangible
nesets ns patent rights, copyrights and
good will; to determine the relation
between working capital and tpe needs
of his business; in short, to ponder
on all the [ntricacies of costs and
fnancing that are ralsed when a silent
partner enters the businesa, a sllent
partner who Is to share substantlally’
ia the net profits of the buriness which
are to be determiged on the basis of
sound valuations and accepted ac-
counting principles,

Merchanis and manufacturers have
had to study their inventories as they
bave never done beTore; traders on
the stock and the produce exchanges
huve carried with them a silent part-
ner who shared profits but not losses;
the investor has studled Intensively
gocurities in relatlon (o net |ncome;
the purchaser of real estate haa con-
sidered minutely rent production and
the advisabllity of bogrowing money
on his purchases as contrasted with
investing the full purchass pricaa In
ehort, ths American citizen has
buckled to the task of studying in-
coma and finance, deriving, It may be,
profit enough to compensate him
measyrably for the heavy fnancial
burdens which he has cheerfully borne
In order that the war might be wuc-
ceaslully prosecuted.

ia 1t 10 e expecied thel tie Ameri-
van citizen, business man or profes-
sional worker as the case may be will
stop short in his study with what he
can learn from Inteusive observation
of his own problems? I thigk not. We
are just at the beginning of an era in
which &ll the processes of production
and all the procedures of trade and
finance, domestie and forelgn, are to
be subjected to the keon sorutiny of o
people who have just successfully con-
Lelnaad the greatgst feat of military
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128-120 Ecst 58th Sireet, New York
42D YEAR
LISTED BY N. Y. STATE EDUCATION DETARTMENT.
THOROUGH EDUCATION IN ALL BRANCHES OF MUSIC
BY EMINENT INSTRUCTORS FROM BEGINNING
| TO'HIGHEST PERFECTION
PIANO DEPARTMENT, AUGUST FRAEMCKE, DEAN,
VOCAL DEPARTMENT, CARL HEIN, DEAN.
THEORY DEPARTMENT, RUBIN GOLDMARK, DEAN.

PUBLIC SCHOOL MUSIC, COURSE ACCEPTED BY
BOARD OF EDUCATION.

Instruction individal. Class lessons in Harmony, Sight Singing,
'Ear Training, free to students, also Orchestra Class and a'l
Concerts, Lectures and Recitals given in the College Hall.
Diplomas, Teachers’ Certificates and Post-Graduates’ Degrees
awarded on completion of studies.

~ Terms Reasonable. Send. for Catalogue.

NEW YORK AMERICAN
CONSERVATORY OF MUSIC

163 West Seventy-second Stree!, just off Broadway
FOUNDED 1878, INCORPORATED 184

Thorough instruction in
Piane, Violin, 'Cello, Organ and all Orchestra Instrumenh
Artistic Vocal Instruction at Lowest Rates
42 Competent and well-known professors.
ALL LESSONS STRICTLY INDIVIDUAL

Free advantages for students—Harmony, Counterpoint, Composi-
tion, Sight Reading, Chamber Music, Orchestra, Lectures,
Concerts, Exercises in public playing and orchestra directing,
All in all, an ideal, high-grade music school at lowest rates.

TERMS $12.50 PER QUARTER UP
(Elta‘ogu on Application. Open from 9 to 6. Mon. & Thurs. unti §

Opportunity, - advancement,
prestige await the Accountancy-

traned man. Investigate the advantages o
this trzining for vourself. Fall classes in Accounta
and Business Administration—Pace Courses formin

are nga

New York Institute of Accountancy
215 West 23d Stroet, New York. Telephone, Chelsea 1958

Accountancy Institute of Brooklyn
55 Hanson #Flace, Brooklyn. Telephone, Prospect 3000

For 8l-page descriptivs UV o |

Dulletin of Aftar-Busines
admisslon cards to Opening Lectures, write or t
known schools.

McBURNEY SCHOOL
Open sF f’:irc pli:'tybsc r

Preperation for college
and for life

West Side Y. M. C. A.

NIS BURNE
SCHOOL 38 w.57i Xt

PhoneT920 s

15th

THE SAVAGE SCHOOL FOR PHYSICALEDUCATION
308 West 59th St., New York City
25TH YEAR—OPENED sEPT. 1218

Largest School for Physical Education in N. Y State
UNDER THE REGENTS
The field for the tescher of Physical Education is growing hrosdst
and more important every year.
The Course is plearing, healthful and worth while
The War has emphasized the importance of Physical Training. there
fore the big thing tx do is to make a strong, healthy nation by train-
ing the youth. This is the job of our graduatens.
egister at once and secure place in the next class
DR. WATSON L. BAVAGE, Preslilom
T lﬂ_!\n_}»l“\\ll fn’\._— g NEW JERSEN
} —"
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. PREPARATOR SCHO
(‘ | ] e
SARDEN CITY, 11, \ 1 A provt et 415000
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