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RESUME

Japanese Corporation Auditorship and its Criticism

The Japanese Commercial Law in force (including the Corporation Act)
regulates three parties as the organs of corporation, i. e. the meeting of
stockholders, directors and auditors. The functions of auditors in the corpora-
tion as regulated in the same law, are to audit the financial reports and to
surpervise business activities.

But according to the Revised Commercial Law (1951), the auditors’ duty is
amended only to audit the financial reports. On the other hand, the Certified
Public Accountant (CPA.) Act, the Securities & Exchange Act and the Regula-
tion of Securities Exchange Commission, (like the Securities Act, the Securities
Exchange Act, and SEC. in U, S. A.) have been in force since 1947 in Japan,
with exception of CPA. Act.

Under these circumstances, the opinion in this country is divided on the
relation between the auditors as an organ of the corporation and CPA. as an
independent public accountant. Some argue strongly the abolition of the
auditors, for reasons that the auditors have failed generally to perform their
duties for the corporations, judged from Japanese experience.

But we think, they should argued on the ground of actual performance of
the auditors, otherwise their arguements will fail in the auditing theory, and
also will have an important effect upon the CPA. and the Securities & Exchange
Act in the future.

Under such confused circumstances, this article aims at the investigation of
the actual present condition of the auditors in some corporations, and tries to
criticize the above mentioned arguements on the investigated grounds.

We investigated the prospectuses (1949-1950) of 74 corporations, and from
the statistical results, we are enabled to report on the actual present conditions
as follows: )

1. The number of the standing auditors (28 persons) is very small, compared
with the not-standing auditors (125 persons).

2. The auditors are regulated to be slected by the stockholders, so they are
responsible for audit to the stockholders, to protect their interests. But only
15 auditors (9.7 #) have a large member of shares.(above 10, 001 shares in
this investigation) of their corporations, and 138 auditors (90. 3 ) have a small
member of shares (under 10,000 shares). Above all it is noteworthy that 70
auditors (45.7 ) have under 1,000 shares (details, 30 auditors have 1,000-501
shares. 32 auditors have 500-1 shares. 8 auditors no share of their corporations).
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3. 110 auditors (64.3 %) were graduated of business, economic, law univer-
sities or such colleges. So we can presume that they are fit to audit the
financial reports and surpervise the business activities as auditors.

4. 85 auditors have their careers in the past, as president directors or

managers in the same corporation, etc. From such facts, we may conclude
that they will be able to express their opinions as to the financial reports and
to surpervise the business activities from their various experiences.
. Notwithstanding their ability, very small number of the auditors perform
their duties efficiently, others fail in their duties. We think that such mournful
condition is surely due to the fact many Japanese have no serious sense of the
auditor’s function, and consequently many stockholders do not require of the
auditors to perform their duties.

If the financial reports be audited as by the statute of Japanese CPA.——this
law will be enforced for large scale corporations in the near future——, auditors
may be abolished as an organ of corporation, with good benefit to the stock-
holders and other interested parties of the corporations. So far, therefore, as
large scale corporations are concerned we approve the arguments for abolition.
But there is one defect in this insistence, because the Revised Commercial Law
likewise regulates very small corporations, with a few stockholders, which are
more like private enterprises. It is not necessary to abolish auditors as an organ
of such small scale corporations. It is much better for the government to
educate the auditors to perform their duties efficiently the Revised Law, and
at the same time to educate the people to pay more attention to the auditor’s
function.

Our conclusion from statistical results is that some auditors should rightly

2 abolished as an organ of the corporation and their duties be more completely
performed by Japanese CPA, but some auditors should be retained for small
scale corporations. In other words, one uniformity of system will not be valid
for all corporations in this country.

Otojiro Kubota
Professor of Accounting
Institute Research Stuff,

Kobe Uuiversity.

Depreciation in Tax Law

By virtue of “Shoup Mission’s recommendations,” much improvements have
been brought about in the system of Japan’s taxation. In the field of deprecia-
tion, the selective uss of several methods of depreciation became recognized
in the tax law. Still, at present, investigations of the reasonable useful lives
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of the depreciable properties are being made under the main direction of the
Ministry of Finance, and the results are expected to be published in the near
future.

The useful life as recognized in the Japanese tax law is the composite life
and no item-wise useful life do exist as recognized for each of the depreciable
assets. For example, as regards the depreciation of tangible assets such as
machinery, the composite rate is shown for each kind of industry, and that
rate is uniformly applied to all enterprises which pertain to that kind of indu-
stry. No modification of that rate is recognized, in accordance of the actual
conditions of the assets of the enterprise. At the time when the study as to
the revision of the useful lives of the depreciable properties is now being
made, the writer thinks it necessary that the tax regulations concerning depre-
ciation should be amended in the following directions.

(1) The determination of the useful lives should be commenced with the item
life as does Bulletin ‘F’ of the Bureau of Internal Revenue (U.S. Treasury
Department). But the composite depreciation should not be abandoned because
of its simplicity. Accordingly, besides the determination of the item life, there
should be the standard composite useful life applicable to each kind of industry,
and whether or not to calculate the depreciation deductions on the composite
basis or on the item basis, should be left at the option of each enterprise.

(2) When the standard depreciation rate based on composite lives is used,
and found to be inadequate in subsequent years,—— that standard rate being
determined on the basis of average life —— it should be recognized to modify
that rate in order to make it conforni to the particular conditions of each
enterprise, when the request for the correction of computation is made by the
taxpayer and approved by the tax authorities.

(3) In the computation of the loss (or gain) on dlspOSal of fixed assets, item
lives should be the base.

Further investigation should be made as to the reasonableness of treating
the gain (or loss) from the appraisals of fixed assets as a taxable income (or
a taxable deduction). The Japanese tax law should introduce some idea to
make a distinction between the realized gains (or losses) and the unrealized
ones.

Susumu Watanabe
Professor of Accounting
Institute Research Stuff,

Kobe University.
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Unions and Wage Incentive System

The objective of this treatise is to acquaint the readers with the wage
incentive system in the U. S. A., where the system is most developed, and
especially with the change that came over the problem of piecework, with the
recent development of trade unions. For data, the writer, principally depended
on the “Union Policies and Industrial Management ”, by Prof. S. H. Slichter,
1941. The conclusions propounded in this book, derived inductively from the
abundance of carefully studied factual data, are full of good suggestions to
the industrial management in Japan where the incentive system is still in its
infantile stage. The following points which are set forth in the conclusions
are of deep interest: —— The most decisive ground of cbjection against piece-
work lies chiefly in the circumstances that the nature of the work is not well
adapted to piecework. With the development of the unions, what thus far had
been considered as the disadvantage of piecework has become to be only secon-
dary importance. The abuse of rate-cutting which had been considered as
the greatest of the faults that accompany piecework, has been found to have
decreased. Most unions now participate in task-setting, and as a result the
distrust of the workers towards the procedures employed in task-setting is
decreasing. The principle that had been advocated by Taylor, that the time
study should be carried on in the planning department only by foremen, and
the workers should be only directed to performance, has been changing. More-
over, in the national wage negotiations, for a new reason of the unformity of
direct labor cost, piecework has come to be preferred.

The conditions in Japan, as compared with those in the U. S. A., are quite
different. The wage level is very low in Japan almost as low as to be called
the pauper level, and the demand is more for the guarantee of the minimum
living wages than for piecework, and all the unions are against the incentive
system. Moreover, almost no attempt is made to carry on time-study or other
job-studies; and the method of task-setting is entirely unscientific. Under
such circumstances piecework is quite apt to be abused. The trade unions in
Japan are not as yet strong enough to participate in the determination of
piecework and its administration.

Yoshimoto Kobayashi
Professor of Labor Management,
Kobe University.
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Relations of Land Utilization to the
Development of Transportation

According to Ricardo’s explanation, “rent ” results from ’the use of the origi-
nal and indestructible power of the soil’. By the use of the word “rent” in
this theoretical meaning, rent.is realized only when the soil is used economically,
and the soil returning no rent means to have been ineffectively used.

According to this explanation, rent is generally divided into two classes.
One is the rent which results from the difference of the fertility of the soil
and the other from the difference of locations of the soil. Both the fertility
and the location of the soil are inherent in the soil, and are of the original
and indestructible power of the soil. If the rent resulting from the difference
of fertility is called the fertility rent, the rent from the difference of the locations
may be called the location rent. Ricardo minutely discussed the former in his
famous book, but did not touch upon the latter. However, the latter is of more
importance when we discuss the relation of the transportation and the use of
the soil. ‘ :

According to Cooley’s explanation!: suppose that there is a large area of soil
with the same fertility, and with a city lying in its centre, which consumes all
its agricultural products, then the total rent of the area will theoretically form
a cone. Becausz the location rent s expressed as the difference of transport-
ation costs of the commodities.

If the transportation in the area develops and the transportation cost becomes
1/2, the dimension of cultivation becomes four times as large and the rent
bringing area three times as large.

As Thiinen? has already pointed out, however, even if the fertility of the
soil is the same, cultivation methods may differ according to the locations of
the farms. The intensive cultivation may be employed in the farms nearer
'to the city, and the extensive cultivation may be employed in the farms far
from the city.

The intensive method produces a larger amount of production and larger
profits and renders a larger rent to the landlords from the same area. As
the unit cost of the product by the intensive method rises higher than that
for the product by the extensive method, the former method can not be em-
ployed unless the product in the farm is much more than the market price
minus transportation cost. '

The development of transportation reduces the cost of freight and increases
the price of products in the farms. The development of transportation there-
fore makes employment of the intensive method possible in the farms far from
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the city. In the long run, the progress of transportation makes it possible not
only to exploit the uncultivated soil, but also makes the intensive method
possible in the cultivated area.

1) C. H. Cooley, The Theory of Transportbtion, 1834.

2> H. v. j. Thiinen, Der isolierte Staat, 1842 bzw. 1863.

Torasaburo Nomura
Professor of Transportation,
Kobe University.

Conditions for Industrial Loecalization

It is an important matter for certain industries to szlect their plant-location.
In a certain location, on the other hand, we have also many business problems
to settle for industrial plants. Moreover, in the modern complicated industrial
mechanism, we cannot overlook the mutual spatial relations among many
industrial firms and plants in the districts. Thase spatial business problems
arise mainly in the industrial localization, or industrial districts.

The industrial districts are generally of four types; a big-city location,
a suburban location, a country location and a specialized community. Each
location has the beneficial as well as detrimental effects on industrial plants.
The purpose of this article is to clarify the location problems with these types
of the industrial districts and touch upon the problem of regional development
by giving inducements for the establishment, extension or transference of the
plants, now much discussed in Japan.

The first element is the proximity to the market in each type of industrial
districts, which consists of the transportation charges and time element to the
market, though the latter is often overlooked. This factors are beneficial in
a big-city and suburban location. We must be careful that the effects of these
factors are different for each kind of industries or, in some cases, for their
business policy. ,

The second element is the natural and technical factors of the districts,
which are, especialy, beneficial in a country location. This element includes
not only the environment problem of the plants, but also their technical
processes.

The third element is the local concentration of various industries, which
gives each plant the economic benefit from external causes. The beneficial
relations among many firms and plants concentrated in one district, are
horizontal, vertical or synthetic according to their technical processes or econo-
mic connections. This mechanism, of course, may differ for each type of the
industrial district.
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Thus the possibility and limitation of industrial localization are generally
interpreted by the above-stated elements. But it often actually happens that
where a new plant shall be located in a certain district is determined as a mat-
ter of chance or by the decission of one man. The early start of local
concentration can be often explained only by the leadership. Accordingly, the
personnel factor too must be taken as an important element of the regional
industrial development.

Lastly, this article gives the practical explanation of the two industrial
districts of Japan, the suburban and the country locations.

Minoru Beika
Assist. Professor of Plant Location
Institute Research Stuff,
Kobe University.
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