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CHAPTER I
INTRODUCTION
I

The professional liability of certified public account¬
ants became increasingly relevant during the decade of the
1960*s.

More and more litigation of national significance

against public accountants was discussed in business-oriented
periodicals.

The publicity has been, almost exclusively, bad
\

publicity for the accounting profession.

Because of this

litigation, members of the profession have learned there are
advantages to having professional standards spelled out; and
it is desirable for practitioners to conduct a special review
4

to determine whether disclosures are adequate and understand¬
able from a layman's point of view.
In 1969f the Littler Committee of the American Institute
of Certified Public Accountants issued a report of findings
and recommendations for changes in the content of the CPA
examination to upgrade and strengthen the profession of
accounting.

Among the ideas presented to the profession to

be considered for a term of five years or more was the even¬
tual integration of the content of the law examination into
other sections of the examination.

Only one completely new

topic—Regulation of the Employer and Employee Relationship—
was added to the law section.

However, starting with the
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November 1972 examination, antitrust and federal securities
regulations will be expected to appear regularly.
The biennial issue of the Montana State University
bulletin (16:116) effective July 1, 1972, states:
The accounting option prepares students to
work as cost accountants, auditors. Certified
Public Accountants, government accountants, Inter¬
nal Revenue Service accountants, comptrollers,
tax accountants and general accountants.
If this statement is correct, then the content of courses
taught at Montana State University must be adapted to fulfill
the kaleidoscopic needs of the accounting profession.
,

STATEMENT OP THE PROBLEM

This study was designed to determine what legal topics
should be taught in the undergraduate accounting option at
Montana State University.
}

•

•

PURPOSE AND NEED FOR THIS STUDY

The purpose of this research was to present the legal
topics deemed essential by the respondents of the study to
the administration and faculty of the School of Commerce.
There have been no curriculum changes in the required
course of study under the accounting option in the areas of
business lav;, income tax accounting, or auditing since the
upsurge of legal suits involving professional accountants or
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since the Littler Committee’s report in 1969.

The study

results will disclose whether or not changes in curriculum
or course content are needed.

They will also provide guidance

to the School of Commerce relative to the degree of need for
any changes.

;

SCOPE AND LIMITATIONS
The review of literature has been restricted to the pub¬
lications available in the Montana State University library
and personal libraries of professional acquaintances and
friends.

Research of other university curriculums was limited

to the university bulletins of Idaho State University, South
Dakota State University, University of Colorado, University
of Denver, University of Idaho, University of Illinois, Uni¬
versity of Montana, University of North Dakota, University of
South Dakota, University of Utah, University of Wyoming, and
Utah State University.
Montana State University faculty, former students recently
enrolled in the accounting option at Montana State University,
and persons engaged in professional accounting in Montana at
partnership or supervisory levels were asked to complete a
questionnaire concerning legal topics.
PLAN" OF PRESENTATION
The writer sets the stage for the study in the first
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chapter by providing necessary background information,
establishing the need for the study, stating the study*s
purpose, setting the bounds of the topic, defining specific
terms, and describing the methodology to be used.
Next literature was reviewed to determine:
1. Why the legal aspect of the accounting profession
has become so important.
2. What the accountant*s liabilities are in various
situations.
3*

What precautions should accountants observe in
various situations.
t

4. What are several common legal topics currently
being taught to accounting students.
5. Why the legal topics should be taught to accounting
students at the undergraduate college level.
In the third chapter the writer was concerned with an
analysis and interpretation of data obtained from question¬
naire respondents.
The report closed with a summary of the study, conclusions
drawn by the writer, and recommendations to the administration
and faculty of the School of Commerce.
DESIGN OF STUDY
This section is devoted to the questionnaire used to
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gather data.

The questionnaire was in the form of a check¬

list on which experienced' accountants in Montana, Montana
State University faculty, and students recently enrolled in
the accounting option at Montana State University indicated
the importance to be assigned to the teaching of each legal
topic.

These topics were selected by investigating current

undergraduate catalogues of colleges and universities geo¬
graphically near Bozeman to determine what topics are being
taught, by reviewing current literature to determine areas of
legal knowledge needed by accountants, and by discussing vari¬
ous legal topics with Montana State University faculty members
/
to determine areas of student need for legal knowledge.
The writer personally delivered the questionnaires to
those selected to complete them.

At this time she explained

the reason for the study, how the results were to be used,
•and the benefits to be derived from the research.

If the

respondents wished to complete the questionnaire at a later
time, they were provided with postage-paid, preaddressed
return envelopes.
SUMMARY
This chapter was composed of introductory data pertaining
to legal matters in accounting and the reasons for including
these topics in the accounting curriculum at Montana State
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University, the statement of the problem, the purpose and need
for this study, the scope and limitations, the plan of presen¬
tation, and the design of the study.

CHAPTER II
REVIEW OF LITERATURE
In addressing a group of accounting educators a few
years ago, one of the revered members of the accounting pro¬
fession pointed out that the greatest educational problem of
the profession is that there are almost too many concepts
that accountants should be taught (23:31)*
This chapter contains two major sections*

In the first

section, the legal aspect of the accounting profession, the
writer provides a review of litigation issues of importance
to the accounting fraternity and a discussion of specific
areas of accountants* liability.

In the second section, the

educational aspect of the accounting profession, the writer
concentrated on the educational phases with special emphasis
on various legal topics.
LEGAL ASPECT OF THE ACCOUNTING PROFESSION
There has been a conflicting figure in the otherwise
smooth flow of progress in the development of accounting and
I

auditing standards in the United States during the 1960*s and
1970*s.

The large number of lawsuits which have been brought

in recent years is evidence of this conflict.

Many lawsuits

have claimed damages for large amounts (some for several mil¬
lion dollars); and many were levelled at large, prestigious
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accounting firms.

This litigation has been widely publicized

and has, thus, increased public awareness of the role of the
independent auditor.

Some of the suits have come to trial and

some- of the resulting judgments that have been rendered are
adverse to the accountants.

Some of these cases seem to have

re-defined the legal responsibilities of auditors in ways not
to the liking of members of the profession.
Why has there been the rash of legal actions?

Auditors

are better educated and trained today than they were prior to
the 1960*8, accounting records are better maintained, and
auditing standards are more advanced.

Have auditors become

sloppy, or is this generation of auditors less competent than
the last?
The issues in these cases did not involve the auditor who
failed to catch the cashier with his hand in the cooky jar.
In general, they dealt with comparatively large public com¬
panies and the problems involved could be characterized as
^misleading financial statements.*1
For many years auditors have thought that they were liable
to their clients if, in conducting their audit, they were
"negligent.**

They could be liable to third parties if their

derelictions were determined to be "grossly negligent,** which
was considered as being equivalent to "fraud.**

Most of the
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early cases which set guidelines for auditors* legal respon¬
sibilities were brought by the clients themselves.

The prob¬

lem with auditors* liability to clients is not the state of
the law so much, as it is what constitutes negligence.

Laymen

still do not understand what an auditor does or what his
opinion really means.
Anderson and Kumpf (4;920) define negligence as, "the
failure to exercise due care under the circumstances in conse¬
quence of which harm is proximately caused to one to whom the
defendant owed a duty to exercise due care.**
The accounting profession differs from other professions
/
in its most fundamental relationship; that is, in its relation
ship to the person or entity who pays the fee for the service.
Professional ethics impose upon the accountant a very clear
duty to fulfill his commitment to his client in a professional
manner.
cies.

Accountants must also heed fiats of regulatory agen¬
When professional demands and wishes of the client are

conflicting, it may be best for the accountant to withdraw
from the engagement.
While the law will not demand of a professional man,that
he possess and apply the knowledge of the most eminent member
of his profession, neither does it grant any dispensation to
the beginner, who, can be found to be negligent in failing to
comport with the standard of the profession (12:3).
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The accountants* legal responsibilities to third parties
is a growing area and one more complicated than responsibili¬
ties to clients.

The landmark case in the United States con¬

cerning third parties is the case of Ultramares v. Touche,
255 N.Y. 170 (1931)*

This c^ise enforced the common law concept

that no third party could sue an accountant without showing
relationship to the contracting client.
Cases such as Glanzer v. Shepard, 233 N.Y. 236 (1922);
Blakanja v. Irving. 49 C. 2d 64?, 320 P. 2d 16 (1958); and
Rusch Factors v. Levin. 284 F.' Supp.1 85 (D.C.R.I, 1968) appear
to indicate that the Ultramares rule will ultimately be re¬
jected and the accountant will be held responsible for his
negligence with respect to third parties who can logically be
deemed to be a class of persons who would rely on the finan¬
cial statements (12:6-10).

-

.

Two of the most recent cases in the United States whose
names are now household words in accounting circles are the
**BarChris** case, and the blockbuster, the "Continental
\

Vending" case.
BarChrls Case
BarChris originated as a partnership of two Individuals
engaged in the construction of bowling alleys.

The partner¬

ship was Incorporated, and accountants and attorneys were added
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to the relatively uneducated company staff during prosperous
years.

The litigation involved in the Escott, et: al. v.

BarChris Construction Corporation, et. al.« 283 F. Supp. 643
(S.D.N.Y. 1968), arose out of a May 16, 1961, registration
statement covering a $3*500,000 issue of 5'i^ convertible,
subordinated, 15 year debentures.
debentures joined in a

Sixty purchasers of the

M

class actionn for damages under Section

11 of the Securities Act of 1933* which provides liability for
making material misstatement and/or omissions in a registration
statement.

Those persons connected with the registration of

securities shall bear the burden of proof in defense of that
liability.
The case involved a number-of accounting and auditing
questions of significance to the accounting profession.

The

court held that the percentage-of-completion method of account.ing for construction in progress was permissible.

A conten¬

tion of the plaintiffs that a certain contingent liability
was incorrectly computed was dismissed.

With respect to one

specific reserve, the court said:
The amount of such reserve is a matter of
accounting judgment. The evidence does not con¬
vince me that the accountant’s judgment here was
so clearly wrong that the balance sheet can be
found false or misleading for lack of a higher
reserve (8:92).
Later, the following statement was significantly added;
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”... these matters are always more clearly discerned in retro¬
spect than they are at the time.1* (8:92).

On the other hand,

one of the items upon which the liability was based was a
failure to set up a reserve for a partially secured receivable
of doubtful collectibility.
Certain balance-sheet discrepencies were found to be
material, including errors in current assets and current
liabilities resulting in the. prospectus showing a current
ratio of 1.9 instead of 1.6.

However, a difference in earnings

per share of 75 cents and 65 cents, as compared with 33 cents
the year before, was not found to be material within the
/
meaning of Section 11 since debentures were viewed to be of
speculative quality.
In some respects, the auditors were found not to have
made a ^reasonable investigation,” but to have sustained that
burden of proof with regard to other items challenged.

The

court regarded their most serious omissions as those occurring
In the review of events subsequent to the date of the
^certified balance sheet.”

The court said, ”The scope of such

a review, under generally accepted auditing standards, is
limited.

It does not amount to a complete audit”; and later

in the opinion, ”Accountants should not be held to a standard
higher than that recognized in their profession” (8:179)•
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Despite its finding that the written program for the S-l
review was in accord with generally accepted auditing stand¬
ards, the court found that the review actually conducted was
deficient in the circumstances.
The court found that there were a number of errors and
ommissions in the registration statement, some in the audited
financial statements for the year prior to the filing of the
registration statement; some in the unaudited stub period
financial statements, and some in textual portions of the pro
spectus.

The errors found to be chargeable to the auditors

were in the audited financial statements only.
/

The liability of the auditors relative to each of these
errors rested upon ordinary negligence alone: an error of
judgment, or an insufficient degree of diligence.

In the

courts opinion there is not the slightest suggestion of
collusion with management, of willful concealment or misstate
ment, or of gross negligence.

n

The opinion itself is not

anti-accounting, but does lay to rest old defenses through
vicarious actions, and emphasizes the need for greater execu¬
tion of audit plans and the like1* (12:42).
Continental Vending Case
In the case involving the audit of Continental Vending
Machine Corporation, United States v. Simon, 425 F. 2d 79b
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(2nd Cir., 1969), charges were brought against independent
public accountants of a national firm.

The first trial

resulted in a hung jury; the second, in conviction on charges
of criminal conspiracy to defraud and use of the mails to
defraud.

Heavy fines were imposed upon the defendants; and the

court denied motions to set aside the verdict and acquit the
defendants or to grant a new trial.
This was a new class of case, the first in which an
accountant had been charged with criminal responsibility for
financial statements alleged to be false and misleading by
reason of failure to make disclosure asserted to be required
by professional standards.

This conviction was despite the

fact that there was no evidence that the defendants were aware
of any such requirements, that the evidence established that
there is no written authority or known precedent for such a
requirement, and that some competent and honest public account¬
ants believe that there was such a requirement while others do
not (20:55)*
The Continental Vending case was so important to the entire
accounting profession that the American Institute of Certified
Public Accountants filed a memorandum amicus curiae on behalf
of the defendants, but to no avail.

This case stands for "the

proposition that mere compliance with generally accepted account
ing procedures will not necessarily exonerate an accountant
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when he breaches his duty to the public by foregoing his inde¬
pendence and becoming an appendage to management** ’ (12 :59) •
Specific Areas
Other specific areas of liability to accountants include:
accounting for income taxes of individuals and organizations,
discovering embezzlement during audits, disclosing personal
items on financial statements, following legislation of the
Securities and Exchange Commission, handling matters of bank¬
ruptcy, auditing for the sale or purchase of businesses, and
avoiding criminal responsibilities.
/

Income taxes.

In the same manner, but perhaps more vigor¬

ously than in other fields, the law of negligence applies to
income tax accounting.

The tax accountant must be cognizant

of problems involving law changes between the time he prepares
•the income* tax return and the time of its audit by a revenue
agent of the Internal Revenue Service.

Omission of obvious

/

deductions and the expiration of the statute of limitations
before an amended return and a claim for a refund can be filed
can present the tax accountant with another problem.

He must

also be aware of complications involved if he reports a capital
gain on a real estate transaction, and a revenue agent contends
that it should be reported as ordinary income.
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Because the Internal Revenue Service often will not grant
private rulings on certain types of transactionsthe account¬
ant expresses himself at his own peril.

If this expression of

opinion results in a lawsuit, the.accountant may be able to
demonstrate that the taxpayer is only paying the amount he
would have had to pay in any event; hence, there is no damage
and there can be no recovery (12:20).
In many cases the accountant incurs liability if he
makes his decision without consulting a tax attorney.

However,

consultation and research is not a definite shield for the
accountant as liability may coexist either or both of these
precautions.
Embezzlement.

Failure to discover an embezzlement during

an audit may be very disturbing to an accountant when a jury,
composed of laymen, decides he did not exercise Reasonable
carew in conducting the audit.

Therefore, the scope of the

engagement between the auditor and client must clearly delin¬
eate the auditor’s duties as well as the primary and secondary
purposes of the engagement.
Personal items.

The manner of disclosing items of a

personal nature on the financial statements of a firm can
present the accountant with another very perplexing problem.
Again the proper standard of care must be exercised in
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determining the materiality of the personal item.

Opposing

forces often are the accountant's' fee and his duty to third
parties,

;
i

^

Legislation. In the course of developing the
securities' legislation to be monitored by the
Securities and Exchange Commission, Congress in
its wisdom recognized two criteria, to wit: the
importance of the role played by each participant
in the distribution of securities, and secondly,
the reliance placed on each such participant
(12:29-30).
The public relies heavily upon the product, independence,
reliability, and integrity of the accountants regarding finan¬
cial statements as was demonstrated in the BarChris case.
/

Bankruptcy.

-

The field of bankruptcy is no more hazardous

liability-wise for accountants than general practice is although
the Bankruptcy Act specifies many duties and rights. - The
accountant should be certain that an arrangement on fees is
'

'

made with the appropriate party.

<

These fees must be reasonable,

as their justifiability is subject to proof in court.
meticulous time records must be kept.

Also

The accountant must be

aware that payments to him by the debtor corporation within
four months prior to bankruptcy may become a voidable prefer¬
ence in bankruptcy if paid for an antecedent debt.

Therefore,

credit should be extended cautiously (12:47)*

;
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Sale or purchase.

As in handling matters of bankruptcy,

the accountant must clearly define who he is representing when
conducting an audit on the sale or purchase of a business, or
he may find himself in a case such as Yale Express,

Also, the

accountant should be certain the client understands what the
accountant did and what he did not do; hence, the scope of the
audit.
Criminal liability.

In seeking to avoid criminal respon¬

sibility, the auditor should be aware of common areas of crim¬
inal liability.

If accountants present false or misleading

statements J.n financial statements, tax returns, affidavits,
claims, or other documents they may be charged with fraud or
deceit in a criminal suit.

Conspiracy is the most severe

crime; and an accountant should be selective in choosing his
*

company (business and social associates) to avoid any associ•
ation that may lead to charges of this nature.
Based on the preceding discussion of liability and various
lawsuits, one might well wonder what can be done to combat
this increasing exposure to suits and the possible changes in
auditors* responsibilities.

The American Institute of Certi¬

fied Public Accountants has a Committee on Accountant*s Legal
Liability.

It has arranged for group liability insurance, and

for the Institute’s legal counsel to develop expertise in
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this field.

Professional development courses in legal

liability are being offered and the Accounting Principles
Board is working to develop standards by which an auditor’s
performance can be measured.

Education of the public about

what an auditor does and the limitations of what he can do is
being undertaken.

'

The American Institute of Certified Public Accountants'
committee on education and experience requirements for CPAs
expressed the increasing emphasis In the United States upon
the academic preparation of those entering the professional

.

practice and the accompanying need for a comprehensive profile
of accounting collegiate education.

A Quote from their report

(1:57) follows.
We note, too, the trend toward placing
greater reliance on formal education and less on
on-the-job training as a means of professional
preparation.
Business education must not only pace but
anticipate the changes that take place in business
and in the accounting profession...Educational pro¬
grams must be flexible and adaptive.
EDUCATIONAL ASPECT OP THE ACCOUNTING PROFESSION
A perusal of the catalogues of public universities in
the states of Colorado, Idaho, Montana, North Dakota, South
Dakota, Wyoming, and Utah, in addition to the catalogue of
the University of Illinois revealed several common legal

20
topics are currently being taught in undergraduate accounting
currlculums.

The legal topics frequently encountered were
i

contracts, sales, commercial paper, security devices, agency,
suretyship and guarantee, partnerships, corporations, bail¬
ments, personal property, federal income tax, and insurance*
Most of the literature reviewed displayed recognition
of the fact that in preparing professional curriculum practical
restrictions of time and money are opposed by increasing
amounts of subject matter.

These conflicts lead in turn to

priority arrangements, necessary in order to decide what
shall be required, what may be elected, and what shall be left
out.

Another important factor to be considered in curriculum

preparation is that the student’s subsequent career may be in
the same field as his college studies; but, quite often, it
is not.

Therefore William Campfield’s (6:68?) idea of aban¬

doning the concept of standardized curriculum and uniform
knowledge for the accounting graduate in order to make accounting
education more adaptive and normative has some merit.

He

stated, ’’The abandonment would be tacit recognition that the'
good teachers make their own curriculum by the way they teach
their various specialities.”
Instead of a standardized curriculum, the American
Institute of Certified Public Accountants supports its commis¬
sion’s recommendation that the beginning CPA be charged with

21
possession of a common body of knowledge.

The knowledge

should not be sharply compartmentalized since accounting, by
its nature, operates within a broad socio-economic environment.
The professional entrant should have a good knowledge of
business law; that is, he should be familiar with the relation¬
ships between parties, the concepts involved, and the special
terminology employed.

To a lesser degree, but in a philosoph¬

ical way, he should have a general knowledge of the role of
law in society.
In determining the very existence and measurement of
assets and liabilities, accountants must deal with property
rights, written contracts of many kinds, commercial papers,
and a wide variety of other legal relationships.

His involve¬

ment with taxes, security issues, corporations, and estates
requires extensive knowledge in these areas.
The beginning accountant’s knowledge should include an
understanding of enforceability of contracts—the rights,
obligations, and remedies of the parties; negotiability of
instruments; the nature, varieties, and evidence of title to
property; the implications of the legal distinctions between
the corporation and the partnership; the jurisdictions of the
more widely applicable administrative laws and the accountant’s
obligations under them.

f

And.because of his special status,

i

•.
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the beginning accountant should have an even more extensive
knowledge of his own rights and duties under the law,
including his liability to his client and to third parties*
The commission emphasized that its recommendations
should not be construed to mean that the beginning account¬
ant, or even the seasoned veteran, should be a legal expert.
In law, as in every other area of knowledge to which accounting
relates, the accountant must, know enough of the basic prin¬
ciples so that he may recognize a problem when he encounters
it and call in a specialist when the situation so warrants.
As the CPA Examination Appraisal Commission (18:9) expressed
it:
The examination (in Commercial Law) is not intended
to measure competence to solve problems of law, but
rather to determine whether the candidates recognize
problems of law which are inherent in business trans¬
actions and in the audit thereof.
The American Institute of Certified Public Accountants *
planning committee (2:48) stated:
If candidates for the profession are to graduate
with the kind of education the profession requires
of its entrants, . • • institutions offering pro¬
grams in accounting will need to review their curriculums.
The American Institute of Certified Public Accountants*
committee on education and experience requirements for Certi¬
fied Public Accountants (1:60) elaborated on legal matters
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of importance to accountants and auditors.
The CPA’s v/ork embraces legal matters in so
many ways as to require that he have a relatively
extensive knowledge of those parts of law associ¬
ated with the world of business. He should be
aware of the meanings of constitutionality, of the
interrelationships between federal and state law,
of jurisdiction, and of the respective roles of
common lav: and equity, statutory law, and adminis¬
trative regulation in our legal fabric. But beyond
this, he needs to be familiar with the law of
contracts, agency, commercial paper, sales, property,
wills, estates and trusts. It is not intended that
he be competent to practice law or to be expert in
legal matters; rather, his knowledge should be suf¬
ficient to enable him to recognize relevant problems,
to apply the underlying principles of law to
accounting and auditing situations, and to seek
legal counsel, or recommend that It be sought, when
it is appropriate to do so.

,

Because the tax law is complex and continu¬
ally changing, it is neither possible nor desirable
to provide in the curriculum enough time to cover
exhaustively the subject of taxes. But if a student
is to work with problems of a financial nature,
some knowledge of taxes and their impact on decision¬
making is essential. To place in perspective the
multitude of tax laws, regulations, administrative
and judicial rulings, it is necessary to have a
broad appreciation of the tax structure and its
role both as a source of revenue and as a device
to control the economy (Is62).
Because auditing contributes to the reliability of finan
clal and other data, an auditing student should be knowledge¬
able of legal responsibilities associated with auditing and
Securities and Exchange Commission cases.
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SUMMARY
In this chapter the writer set the theoretical base
for the research study.

Her discussion was presented in

two major sections: the legal aspect of the accounting
profession and the educational aspect of the accounting
profession.

Contained in these sections were reviews of

the BarChris case, the Continental Vending case, specific
areas of liability (income taxes, embezzlement, personal
items, legislation, bankruptcy, sale or purchase, and
criminal liability), legal topics currently being taught,
and recommepdations made by professionals for the teaching
of legal topics to accounting students.

*

CHAPTER III
ANALYSIS AND INTERPRETATION OF DATA

I

Because there are almost too many diverse concepts
accounting students should be taught, there exists a wide
range of opinions concerning the importance of teaching each
of a variety of legal topics to undergraduate accounting
students.
In this chapter the writer was concerned with analyzing
and interpreting data obtained from returned completed ques¬
tionnaires.

The data were presented in tables according to

the three groups of respondents who completed the question4

naire.
ANALYSIS
Thirty-seven experienced accountants, five faculty, and
ten recent Montana State University students comprised the
fifty-two respondents who completed the questionnaire.
Experienced Accountant Response
Experienced accountants generally rated corporations,
partnerships, federal income tax, and contracts as the legal
topics of

tt

high importance” with regard to the teaching of

legal topics to undergraduate accounting students at Montana
State University.

In a similar manner, these persons engaged
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in professional accounting practice in Montana at partnership
or supervisory levels most frequently selected personal
property, negligence, real property, and fraud and deceit
as the legal topics of “average importance**; and bailments,
antitrust regulations, landlord and tenancy, and bulk trans¬
fers as the legal topics of

n

lov; importance.1*

(In all tables

percentages were rounded to the nearest tenth of one percent.)
Table I, page 2?, provides a breakdown, in numbers and per¬
centages, of responses received from the thirty-seven exper¬
ienced accountants for all twenty-nine legal topics that
were listed on the questionnaire.
/

Faculty Response
Corporations, partnerships, federal income tax, federal
securities regulations, real property, and trusts were the
legal topics which five Montana State University faculty
members selected most frequently for a “high importance**
rating.

Antitrust regulations, contracts, bankruptcy and

reorganizations, and bank collections and deposits were the
legal topics the faculty chose for the high frequency “average
importance'* rating.

Likewise, bailments, landlord and ten¬

ancy, bulk transfers, criminal liability, creditor’s rights,
and employment were the legal topics selected most frequently
by the faculty to be of "low importance."

Table II, page 29,
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TABLE I
RESPONSES OP EXPERIENCED ACCOUNTANTS

LEGAL TOPIC

HIGH
No.

Contracts
Sales
Commercial Paper
Security Devices
Agency
Employment
Suretyship and Guarantee
Partnerships
Corporations
Trusts
Wills
Estates
Bankruptcy and Reorganizations
Creditor’s Rights
Real Property
Bailments
Personal Property
Bulk Transfers
Bank Collections and Deposits
Labor Laws
Federal Securities Regulations
Social Security Regulations
Antitrust Regulations
Federal Income Tax:
Negligence
Fraud and Deceit
Criminal Liability
Landlord and Tenancy
Insurance

26
18
19
11

7
8
14
34
35
22
16
20
10
• 10
12
3

9
3

ll

7
16
14
4
34
6
7

7
7
14

IMPORTANCE
AVERAGE
No.

70.3
48.7
51.4
29.7
18.9
21.6
37.8
91.9
94.6
59.5
43.3
54.1

27.0
27.0
32.4
8.1
24.3
8.1
29.7
18.9
43.2
37.8
10.8
91.9
16.2
18.9
18.9
18.9
37.8

11
17
17
18
20
19
17
3
2
13:
15
13
19
21
23
15
25
19
21
17
17
19
16
2
24
22
18
15
21

%

29.7

45.9
45.9
48.7
54.1
51.4
46.0
8.1

5.4
35.1
40.5
35.1
51.4
56.8
62.2
40.5

67.6
51.4
56.8
46.0
46.0
51.4
43.2
5.4
64.9
59.5
48.7
40.5
56.8

LOW

_ No.
0
2
1
8
10
10
6
0
0
2
6
4
8
6
2
19
3
15
5
13
4
4
17
1
7
8
12
15
2

0.0
5.4
2.7

21.6
27.0
27.0
16.2
0.0
0.0

5.4
16.2
10.8
21.6
16.2
5.4
51.4
8.1
40.5
13.5
35.1
10.8
10.8
46.0
2.7
18.9
21.6
32.4
40.5
5.4
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provides a breakdown, in numbers and percentages, of responses
received from the faculty for the twenty-nine legal topics
that were listed on the questionnaire.
Student Response
Federal income tax, corporations, partnerships, and
contracts were the legal topics that ten recent Montana State
University students enrolled in the accounting option selected
most frequently as being of

M

high importance.”

Security

devices, real property, negligence, bank collections and
deposits, and agency were the legal topics the students most
frequently chose
as being of
4

w

average importance.”

Landlord

and tenancy, bailments, bulk transfers, creditor’s rights,
labor, laws, antitrust regulations, and criminal liability
were the legal topics the recent students gave the highest
number of
*

M

low importance” responses.

Table III, page 30,

•

provides a breakdown, in numbers and percentages, of responses
received from the recent students for the twenty-nine legal
topics that were listed on the questionnaire.
emulative Response
On a cumulative basis, the legal topics most frequently
selected for a ’"high importance” rating were corporations,
federal income tax, partnerships, contracts, and trusts; for
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TABLE II
RESPONSES OP FACULTY

LEGAL TOPIC

Contracts
Sales
Commercial Paper
Security Devices
Agency
Employment
Suretyship and Guarantee
Partnerships
Corporations
Trusts
Wills
Estates
,
Bankruptcy and Reorganizations
Creditor’s Rights
Real Property
Bailments
Personal Property
Bulk Transfers
Bank Collections and Deposits
Labor Laws
Federal Securities Regulations
Social Security Regulations
Antitrust Regulations
Federal Income Tax
Negligence
Fraud and Deceit
Criminal Liability
Landlord and Tenancy
Insurance

HIGH
No.) %
11
0 1
3 I
2 1
0 1
0 1
1 1
4 1

20.0
0.0
60.0
40.0
0.0
0.0
20.0
80.0

5 noo.o
4
2
3
1
0
4
0
1
0
1
2
4
2
0
4
2
3
2
0
1

1 80.0
1 40.0
l 60.0
1 20.0
1 0.0
1 80.0
1 0.0
1 20.0
1 0.0
1 20.0
1 40.0
l 80.0
l 40.0
1 0.0
1 80.0
1 40.0
i 60.0
1 40.0
1 0.0
I 20.0

IMPORTANCE
AVERAGE
LOW
No.* ^
No.

Z

4
3
2
3
3
2
2
0
0
1
2
0
4
2
1
1
3
2
4
2
1
2
5
1
2
1
0
1
3

l 80.0
l 60.0
1 40.0
1 60.0
I 60.0
1 40.0
1 40.0
1 0.0
I 0.0
l 20.0
l 40.0
1 0.0
1 80.0
1 40.0
1 20.0
1 20.0
l 60.0
l 40.0
1 80.0
l 40.0
l 20.0
l 40.0
1100.0
1 20.0
1 40.0
1 20.0
I 0.0
1 20.0
1 60.0

0
2
0
0
2
3
2
1
0
0
1
2
0
3
0
4
1
3
0
1
0
1
0
0
1
1
3
4
1

1
1
1
1
1
1
1
1
1
1
1
1
1
1

0.0
40.0
0.0
0.0
40.0
60.0
40.0
20.0
0.0
0.0
20.0
40.0
0.0

I

0.0
80.0
20.0

1
1
1
1
1

I
1
1
1
1
1
1
1
1

60.0

60.0
0.0
20.0
0.0
20.0
0.0
0.0
20.0
20.0
60.0
80.0
20.0
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TABLE III
RESPONSES. OF STUDENTS
IMPORTANCE
LEGAL TOPICS'
HIGH
AVERAGE
LOW
No. i_2 1 No.
No.
%
i
0.0
Contracts
9 90.0 1 110.0 0
10.0
4 40.0 5 150.0 1
Sales
0.0
6 60.0 4 140.0 0
Commercial Paper
0.0
10.0 9 190.0 0
1
Security Devices
1
10.0 7 170.0 2 20.0
Agency
1
10.0 6 160.0 3 30.0
Employment
10.0
Suretyship and Guarantee
3 30.0 6 160.0 1
0.0
Partnerships
9 90.0 1 110.0 0
0.0
0
1
110.0
90.0
Corporations
9
2
0.0
0
120.0
8
80.0
Trusts
2
20.0
2
6
20.0
160.0
Wills
10.0
Estates ,
3 50.0 4 140.0 1
4
140.0
30.0
Bankruptcy and Reorganizations
3 30.0
3
2
130.0
20.0
Creditor*s Rights
5 50.0
3
8
180.0
0.0
2
0
20.0
Real Property
60.0
4
6
140.0
0.0
0
Bailments
2 20.0 6 160.0 2 20.0
Personal Property
1
10.0 4 140.0 5 50.0
Bulk Transfers
0.0
Bank Collections and Deposits
3 30.0 7 170.0 0
2
50.0
130.0
20.0
Labor Laws
5
3
0.0
Federal Securities Regulations
5 50.0 5 150.0 0
0.0
0
50.0
150.0
Social Security Regulations
5
5
1
10.0 4 140.0 5 50.0
Antitrust Regulations
0.0
10 100.0 0 1 0.0 0
Federal Income Tax
0
0.0
30.0
170.0
Negligence
7
3
40.0
6
4
160.0
0.0
0
Fraud and Deceit
0.0 5 150.0 5 50.0
0
Criminal Liability
0
0.0 3 130.0 7 70.0
Landlord and Tenancy
10.0
Insurance
3 30.0 6 160.0 1
1

31
an "average importance” rating they v/ere personal property,
negligence, real property, bank collections and deposits,
security devices, agency, and insurance; for a "low impor¬
tance" rating they were bailments, landlord and tenancy, bulk
transfers, antitrust regulations, and criminal liability.
Table IV, page 32, provides a breakdown, in numbers and per¬
centages, of responses received from all respondents for the
twenty-nine legal topics that were listed on the questionnaire.
Where the questionnaire provided space for respondents
to list any other legal topics they felt were of importance
to undergraduate accounting students, one experienced account/
ant added "gift taxation” and "estate planning." He then
rated both of these topics in the "high importance" column.
No other topics were added by respondents.
"High Importance" Rating
Corporations, partnerships, and federal income tax were
legal topics which received very high frequency."high impor¬
tance" ratings from all three groups of respondents.

"Con¬

tracts" was a topic which received a high frequency "high
importance" response from experienced accountants and recent
students; however, faculty respondents considered it to be of
"average Importance."

Trusts is a legal topic which received

relatively high frequency "high importance" ratings from all
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TABLE IV
RESPONSES OF ALL RESPONDENTS

LEGAL TOPICS
Contracts
Sales
Commercial Paper
Security Devices
Agency
Employment
Suretyship and Guarantee
Partnerships
Corporations
Trusts
Wills
Estates ,
Bankruptcy and Reorganizations
Creditor’s Rights
Real Property
Bailments
Personal Property
Bulk Transfers
Bank Collections and Deposits
Labor Laws
Federal Securities Regulations
Social Security Regualtions
Antitrust Regulations
Federal Income Tax
Negligence
Fraud and Deceit
Criminal Liability
Landlord"and Tenancy
Insurance

HIGH
No. 1 ?

IMPORTANCE
AVERAGE
LOW
No.
No. 1 %
%

36 169.2 16
22 142.3 25
28 '53.9 23
14 126.9 30
8 H5.4 30
9 H7.3 27
18 134.6 25
47 190.4 4
49 194.2 3
34 165.4 16
20 130.5 23
28 |53.« 17
14 126.9 27
12 123.1 26
18 I 34.6 32
3 1 5.8 20
12 123.1 34
4 1 7.7 25
15 128.9 32
11 121.2 22
25 148.1 23
21 140.4 26
5 1 9.6 25
48 192.3 3
11 121.1 33
10 119.2 29
9 117.3 23
7 >13.5 19
18 34.6 30

30.8

0

1 0.0

48.1
44.2
57.7

5

1 9.6
1 1.9
115.4
126.9

1
8

57.7 14
51.9 16
48.1
9
7.7 1
5.6 0
30.8 2
44.2 9
32.7 7
51.9 11
50.0 14
61.5 2
38.4 29
65.4 6
48.1 23
61.5 5
42.3 19
44.2 4
50.0 5
48.1 22
5.8 1
03.5 8
55.8 13
44.2 20
36.5 26
57.7 4

130.8
•17.3
I 1.9
1 0.0
1 3.8

117.3
•13.5
•21.2
•26.9
• 3.9

155.8
•11.5
144.2

19.6
•36.5
• 7.7
1 9.6
142.3
• 1.9
115.4

125.0
138.5
•50.0
• 7.7
1
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three groups of respondents.

Commercial paper and estates

are other legal topics which received a fairly high frequency
rt

high importance** rating by all three groups of respondents.
Eighty percent of the faculty respondents gave real

property and federal securities regulations "high importance"
ratings; whereas, sixty-two percent of the experienced
accountants and eighty percent of the student respondents
gave these topics "average importance" ratings.
"Average Importance" Rating
Negligence and real property received high frequency
"average importance” ratings from both experienced accountant
and recent student respondents.

The faculty respondents

equally divided their rating of the topic, negligence, between
"high importance" and "average importance"; and as mentioned
previously, most faculty respondents rated real property as
a legal topic of "high importance."

Faculty and recent stu¬

dent respondents gave bank collections and deposits a high
frequency "average importance" rating.

Experienced account¬

ants gave it a somewhat lower frequency "average importance”
rating.

Other legal topics receiving relatively high fre¬

quency "average importance” ratings were personal property,
security devices, agency, and insurance.
All faculty respondents rated antitrust regulations as
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being of "average importance"; however, recent student and
experienced accountant responses were both almost'equally
divided between "average importance" and "low importance”
ratings for this topic.

As mentioned previously, "cantracts"

was a topic considered by most faculty members to be of
"average importance"; but most experienced accountant and
recent student responses gave it a "high importance” rating.
Other topics which indicated their "average importance"
were those which received a substantial percentage of "average
importance" responses along with a fairly even distribution
of "high Importance" and "low importance" responses.

These

legal topics are as follows: employment, bankruptcy and .
reorganizations, creditor’s rights, labor laws, and fraud and
deceit.
"Low Importance" Hating
Bailments, landlord and tenancy, and bulk transfers were
legal topics which received relatively high frequency "low
importance" ratings from all three groups of respondents.
Although antitrust regulations was a legal topic which received
a fairly high number of "low importance" ratings from both
recent students and experienced accountants, this topic actu¬
ally had a higher percentage of "average importance" ratings
when all responses were considered.

Criminal liability and
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creditor*s rights received fairly high frequency "low impor¬
tance" ratings from recent student and faculty respondents.
However, in view of the cumulative responses, both topics
should be considered of "average importance."
Comments
Although the plan of the questionnaire of this research
study was designed to provide respondents with an opportunity
to complete the checklist of legal topics at their conven¬
ience and return it by preaddressed envelopes; most respond¬
ents chose to complete the checklist when it was delivered
to them by the writer, and in her presence.

Therefore, most

4

comments that were made by the respondents were oral and were
paraphrased by the writer for presentation in this paper.
Some of the comments received, relevant to the checklist of
legal topics, were as follows:
1. Students planning to work as accountants need a good
liberal arts background.

They can receive specialized

education and/or training later after they have decided
what field of accounting they will be working in.
)

2. Much of the accountant's knowledge of legal topics
should be for familiarity purposes, rather than for
issuing advice.
3*

The American Bar Association has brought some suits
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against accountants.

It accused the accountants of

practicing law without proper authority.
4.

Many legal matters should be reviewed by an attorney
or some other expert in the particular field concerned.

5*

It is very difficult to teach income tax regulations
in sufficient depth for a student to gain competence
of the.subject without practice.

6. Public accountants must continually update their knowl¬
edge of income tax laws to maintain a good practice.
7. Labor laws is a booming area.

Tax sections are even

being written pertaining to this topic.
8. Lawyers generally handle matters concerning wills.
9*

Accountants are not concerned much with social security
regulations.

It is almost impossible for anyone to

earn the maximum.
10.

The Uniform Commercial Code makes the legal aspect of
accounting more standardized among the states.
One experienced accountant stated that an accountant needs

to know about bulk transfers, especially if he is working with
a large firm or if any of his clients deal as such.

It "avoids

paying for the goods twice and only receiving them once,” he
said.
Another experienced accountant said, "It disgusts me when
one who claims to be an accountant doesn’t understand what is
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meant by a draft or a check and the differences between each
instrument.'*

Therefore, he felt knowledge of commercial

paper and security devices was highly important.

The same

/

accountant told the writer, "you don*t want to touch contracts
with a forty-foot pole if you’re sitting on this side of the
desk."
M

An accountant should be able to recognize when a part¬

nership exists.

Corporations are chartered; there is less

of a problem in determining existence.

However, one should

know the advantages, capital structure, and liability of each
form of organizationl,, responded one experienced accountant.
\

An accountant said he had worked on one bankruptcy in
his ten years of practice.

"You (accountants) seldom have

any dealings with it in a small practice—may work more with
it in larger firms," he continued.
In discussing legal problems of accountants, one exper¬
ienced accountant told the writer, "It isn’t that expensive
to hire an attorney."
particular tax problem.

He then told of his experience with a
The Internal Revenue Service would

not take a definite stand on the issue, and the experts he
consulted issued differing opinions.

(It is possible that

no precedent had been established by previous rulings on this
type of problem.)

Finally, after weighing an equal number
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of two opposing views; he relied upon his own judgment in
handling the case.

He commented that when several so called

"experts” cannot agree on a legal question, there is something
wrong with the law and it should be revised.
Other written comments received were as follows:
1. "Inventory cutoff, i,e. , sales cutoff has been
very important in the audit area.

The problem

being—when to recognize a purchase or a sale."
2. "Corporate ownership has become increasingly
important in recent months due to recent AICPA
pronouncements.”
/

3. "The average student out of an accounting school
does not realize the importance of a good, solid
knowledge of business law until a client confronts
him with a legal question."
INTERPRETATION
Some seemingly inconsistent responses received from each
of the three groups of respondents may stem from the inter¬
pretation the respondent gave to each of the legal topics on
the questionnaire, and from the value of formal education the
respondent attributes to knowledge.
Some respondents may have considered the overall value
of each topic to the accounting practice instead of viewing
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its specific legal implications.

Furthermore, the value of

a particular legal topic .to the accounting profession may
have been weighted instead of the value of teaching that par¬
ticular legal topic.
National or metropolitan relevance is associated with
some of the legal topics that were listed on the questionnaire
more than it is with other legal topics.

Faculty members may

have considered this aspect more subjectively than experienced
accountants or recent students did when determining the impor¬
tance of teaching each of the legal topics to undergraduate
accounting students.

The reason for this consideration is

that faculty members are aware that their duty is to prepare
students for many phases of accounting in a variety of loca¬
tions.

Generally speaking, recent student and experienced

accountant respondents completed the questionnaire in view of
Montana practice.

About a dozen responses were received from

experienced accountants and recent students who are employed
by a national accounting firm, based in Montana.

No signifi¬

cant differences were observed between their responses and
those of their specific group of respondents.
It must be noted that when completing the questionnaire,
most experienced accountants based their responses upon per¬
sonal experiences; that is, they related the individual legal
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topics to their own particular practice or to situations
normally encountered by them personally within the scope of
their employment.

Therefore, these responses were somewhat

of a value judgment and reflect opinions of each respondent.
Value judgments may account for a

M

low importance”

rating of federal income tax by a few experienced accountants.
Although they.felt this legal topic was extremely important
to accounting practice, they realized that an accountant
working with income tax must have current knowledge through
continual study of the Internal Revenue Code; and therefore,
they assigned "low importance" to the teaching of this legal
topic to undergraduate accounting students.

Many experienced

accountants expressed their feeling that teaching of the
basic concepts of income tax and gaining an understanding of
its purpose and function is most important.
Because many recent students are now practicing account¬
ants, their responses were generally more aligned with those
of experienced accountants than they were with faculty res¬
ponses,

Legal topics which exemplify this characteristic are

contracts, real property, federal securities regulations, and,
to a lesser degree, negligence, and antitrust regulations.
Perhaps more degrees of "importance" should have been
presented on the questionnaire as many legal topics resulted
in responses evenly split between "high importance" and
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“average importance" or between "average importance" and “low
importance."

In many cases this difference of opinion could

be interpreted to be the result of the respondents value
judgment with regard to "high," "average," and "low."

Many

respondents appeared to be reluctant to mark any legal topic
as being of "low importance."

If a column of "average-low

importance" had been provided, it may have garnered many of
the "average importance" responses.
SUMMARY
This chapter comprised an analysis and interpretation
of data obtained from the returned completed questionnaires.
The writer analyzed the data according to each of the three
groups of respondents, the cumulative responses, and each of
the types of responses.

CHAPTER IV
SUMMARY; CONCLUSIONS, AND RECOMMENDATIONS
I

This study was designed to determine what legal topics
should be taught in the undergraduate accounting option at
Montana State University.
SUMMARY
A review of literature in which the authors concentrated
\\

.

on the legal aspect of the accounting profession revealed that
a large number of lawsuits have been brought against account¬
ing firms in the United States during the 1960*s and 19?0,s.
Resulting judgments of these suits have not only claimed dam¬
ages for large dollar amounts from auditors; they have also
re-defined the legal responsibilities of auditors.

Thus,

members of the accounting profession have learned that it is
advantageous to spell out professional standards and deslrable to conduct special reviews of their work.
In presenting the legal aspect of the accounting profes¬
sion, several legal cases were reviewed along with specific
areas of liability for accountants relative to income taxes,
embezzlement, personal items, legislation, bankruptcy, a sale
or purchase,. and criminal liability.
In reviewing literature dealing with the educational
aspect of the accounting profession, several common legal
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topics currently being taught in the undergraduate accounting
curriculums were encountered.

Recommendations made by pro¬

fessionals for the teaching of legal topics to accounting
students were also discovered.

These professionals believed

that extensive knowledge of those parts of law associated
with the world of business is important; awareness of the role
of law in society and of different forms, classifications,
and sources is essential; and familiarity with the law of con¬
tracts, agency, commercial paper, sales, property, wills,
estates, and trusts is mandatory so that an accountant may
recognize a problem when he encounters it and call in a spe¬
cialist when the situation warrants such action.
In the analysis of data obtained from returned completed
questionnaires, the writer presented a tabulation of all re¬
sponses for each of the three groups of respondents and a
tabulation of all responses on a cumulative basis.

Legal

topics which received the most frequent ratings for each of
the three importance levels and by each of the three groups
of respondents were analyzed in greater detail with compari¬
sons and contradictions of responses noted.
Within the chapter of analysis and interpretation of
data, the writer also presented various comments received by
respondents, and her interpretation of possible reasons for
the specific findings of this study.
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CONCLUSIONS
Based on data presented in this study, the writer con¬
cludes that the teaching of the following legal topics to
undergraduate students enrolled in the accounting option at
Montana State University should be assigned the degree of
importance indicated:
1*
*

Legal topics of

M

high importance'* are corporations,

federal income tax, partnerships, contracts,, and
trusts.
2. Legal topics of

w

high importance** to "average impor¬

tance" are sales, commercial paper, wills, estates,
/

federal securities regulations, and social security
regulations.
3. Legal topics of "average importance" are personal prop¬
erty, negligence, real property, bank collections and
deposits, security devices, agency, insurance, employ¬
ment, suretyship and guarantee, bankruptcy and reor¬
ganizations, creditor’s rights, labor laws, and fraud
and deceit.
4. Legal topics of "average importance" to "low importance"
are antitrust regulations, criminal liability, and bulk
transfers.
5. Legal topics of "low importance" are bailments and
landlord and tenancy.
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RECOMMENDATIONS
The writer suggests that the curricular implications of
this study be thoroughly investigated by the administration
and faculty of the School of Commerce so that the content of
courses taught to undergraduate students enrolled in the
accounting option will adhere to the needs of the accounting
profession,

"

Supported by .the results of this study, the writer
recommends that all students completing the requirements for
a Bachelor of Science degree in commerce in the accounting
option possess the following:
1. A comprehensive knowledge of all legal topics consid¬
ered to be of “high importance1* or of “high importance11
to “average importance;”
2. An understanding of the concepts and legal implications
of all legal topics considered to be of “average impor¬
tance11 or of “average importance” to “low importance;”
and
3. Cognizance of relevance of legal topics considered to
be of “low importance” to the accounting profession
and to accounting practice. •
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APPENDIX A
QUESTIONNAIRE

LEGAL TOPICS FOR ACCOUNTING EDUCATION

Please indicate the capacity in which you are completing this questionnaire.
Experienced Accountant

, Faculty

, or Recent HSU Student

Check the appropriate column for each topic listed to indicate the degree of
importance you would assign to the teaching of that topic to undergraduate
accounting students.
TOPIC
Contracts
Sales
Commercial Paper
Security Devices
Agency
*
Employment ...................
Suretyship and Guarantee .....
Par tnerr Mpa
Corporations
Trusts
Wills
.Estates
Bankruptcy and Reorganizations
Creditor^ Rights
Real Property
Bailments
s
Personal Property
Bulk Transfers
Bank Collections and Deposits
Labor laws
Federal Securities Regulations
Social Security Regulaticns ..
Anti-trust Regulations .......
Federal Income Tax
Negligence
Fraud and Deceit
Criminal Liability
Landlord and Tenancy
Insurance
Other (specify):

Please comment.

IMPORTANCE
HIGH
AVERAGE LOW

