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outlined a large part of the current th:1nk1ngabout the basic principles

underlying the income statement. To a considerable degree they have

seemed to be in agreement, so much so that their differences mayappear

minor rather than basic, a matter of emphasis rather than substance.

On -the level of theoretical discussion this is perhaps so; at the level

of case by case application I think the differences between t,he "historical"

and the "earning power- approach are marked and of fundamental 1mportance.

There can be little doubt the t investors are more interested in

the future than in the past. In their efforts to forecast the future

they are, however, wholl;y dependent on the events of the past as a

start for appraising the future. To serve that end satisfactorily, the

financial record of the past clearly ought to be so cast up as to be as

. helpful a guide to the future as possible. So far everyone is in agree-

ment. But here the tllO approaches diverge. 'i'hose supporting the earning

power or earning capacity approach attach to managementand their ac-

COtultants the duty of arriving at a figure for annual incomeor loss

which in their opinion is a fair measure of the results of the regular

operations for the year. l'he more radical of these would even exclude

from the incane statement the effects of any and all events which in

their opinion were not involved in or part of the regular operations

of the year's business. However,moet of them, perhaps, 'WOuldcause

somepart of these items to be put in a finaJ. section of the income

statement following the item of net income from regular operations.

Those who suPPort the historical approach would, on the other hand,














