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The first half of the 20th century is particularly 
interesting in terms of the accounting 
profession as the impact of the historical 
events is clearly reflected in the regulation of 
the examined period, in the questions raised 
by the experts and the responses given to 
them. The purpose of the article is to present 
and assess the major issues that preoccupied 
the most excellent members of the profession 
in the examined period.

As the study is part of a larger-scale research, 
the methods used fit the methodology of an 

article presenting an earlier stage of the history 
of Hungarian accounting (Borbély 2017), so 
beyond the history of the profession it briefly 
investigates the major processes of economic 
history and legislation, because without their 
examination, the significance of the professional 
information cannot be properly evaluated. 
The works of Miranti (1993) presenting 
different schools and the research 
methodological ideas of Barbu, Facane, 
Popa (2010) continue to be an important 
methodological pillar in the course of research. 
The outstanding professional issues of the era 
and the answers given to them are based on 
the major literature of the period.E-mail address: borbely.katalin@sze.hu
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The events and legislation 
influencing the Hungarian 
economy

The historical and economic events in 
Hungary were closely linked to the events 
taking place on the continent and in the 
world. Until the First World War the country 
was marked by 'happy peacetimes', a term 
appropriately describing the era. The military-
economic measures introduced with the 
outbreak of the war and the mostly uncovered 
issue of paper money had, however, led to a 
strong inflation by the last year of the war. 
The overstamping of the korona in 1920 
restrained inflation only temporarily. The 
effect of war bonds issued multiple times was 
present in the statements until at least the 
middle of the twenties due to the difficulties 
relating to the subscription and valuation of 
war bonds. Under the post-war peace treaties 
Hungary lost a significant part of its territory 
and population, thus, the structure of the 
economy and the infrastructure serving it 
also changed significantly, which made the 
activity of the economic operators more 
difficult. The country clearly became foreign 
trade oriented, which was synonymous with 
a great sensitivity to economic trends. The 
restitution after the First World War imposed 
a serious burden on the country. Based on 
the reconstruction proposal of the League of 
Nations the resolution took place between 
1924 and 1926. As a result, the budgetary 
deficit significantly decreased, investments 
increased, and private credits were pouring 
into the country. Eventually, the process was 
closed by the introduction of pengő in 1927. 
In 1929 industrial production exceeded the 
rate before the war. By this time, Hungary 
had become the most indebted country in 
Central and Eastern Europe. Immediately 
thereafter, the companies suffered from 
the disadvantageous effects of the Great 

Depression. The couple of years following the 
crisis were marked by increasing public debts 
and slow growth until the introduction of the 
Győri Programme. The armament programme 
of a billion-pengő fund launched in 1938, 
which was based on a higher wealth tax rate 
and state credit, started an economic upturn 
in the industrial production lasting until the 
middle of the war. However, from 1941 central 
materials management concerning several 
sectors, as well as some military economic 
measures relating to agricultural products and 
manufactured articles were introduced. After 
the end of the war the country was obliged 
to pay a compensation of 300 million dollars 
within a six-year period (Draskóczi et al., 
2003). The international events happened 
in 1947, the start of the cold war and the 
nationalisation in the following two years set 
the Hungarian economy on a different path 
for long.

Apart from the tax laws, there was only 
one important legal regulation until 1925, 
the Trade Act (Act XXXVII of 1875 ), which 
set out some general rules for companies. The 
act made according to the German model 
was a stable framework complemented by 
customary trade rules, judicial practice and 
customary law (Mezey, 2004).

Due to the new situation after the First 
World War and the aforesaid characteristics of 
the act, the Hungarian economic legislation 
faced a big challenge.

In his publication entitled ‘Építő munka’ 
(Constructive Work, 1920) Kuncz (1939, p. 4) 
described the situation as follows: ‘The main 
legal source of our credit law is still the Trade Act 
adopted in 1875, which was prepared by people 
under the influence of the thoughts of individual 
liberalism (economic freedom) solely dominating 
the 1860’s.’ The author unconditionally 
supported private property and freedom 
of contract, however, he outlined several 
urgent tasks in his publication entitled ‘Neue 
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Richtungen im Ungarischen Aktienrecht’ 
(1936) referring to the state intervention 
increasingly spreading all around the world:

•	the (irresponsible) political power of big 
capital must be erased in order to ensure 
the safety of the operation of companies in 
the public interest;

•	when doing so the law governing limited 
companies must be reformed, especially in 
terms of audit, the rights and obligations 
of the board of directors, the efficient 
protection of the minority and the 
employees;

•	the reform of financial institutions must 
be carried out;

•	the problem of large companies must be 
dealt with, and

•	the development of the cooperative 
movement must be promoted (Kuncz, 
1941, pp. 4-5).

It is particularly interesting what Kuncz 
thought of large companies, which, as a result 
of capital concentration, were no longer 
simply undertakings of private interest. He, 
therefore, considered the effective control of 
the state vital. One of the possible tools for 
this was nationalisation, but he suggested that 
it should be examined in each case whether 
the quality of the goods and services and the 
profitability of the company can be maintained 
or improved by the public company. He 
drew attention to the problems of the 
period associated with legal interpretation. 
Article 179 of the Trade Act permitted cartel 
contracts, however, the judicial practice of the 
time considered it null and void, referring to 
free competition.

The rules concerning limited companies 
were tightened by Decree no. 7000/1925 of 
the Ministry of Finance on the recovery of the 
authenticity of the traders’ balance sheet. From 
a legislative point of view the decree occupied 
a special place in accounting regulation as 
the legislator was able to deviate from the 

provisions of the Trade Act regardless of the 
hierarchy of legal rules. The so-called Pengő 
Balance Sheet Decree primarily regulated the 
issues relating to valuation, which resulted in 
it being of major importance in the era.

Act V of 1930 on limited liability 
companies (which had not existed beforehand) 
already provided for obligations concerning 
statements. This act is also remarkable because 
this was the first time in Hungarian law that 
the registered auditor appeared as a facultative 
body of the company1 (Sárközy, 2005).

After the act on limited liability companies 
another tipping point occurred in economic 
history, and it determined the legislation of 
Hungary. Legislators were forced to pass new 
rules in order to handle the adverse effects 
of the Second World War and to combat 
hyperinflation, so various legal regulations 
were adopted about the preparation of 
company balance sheets (Zwierina, 1949). 
Decrees were created on forint balance sheet 
and the preparation thereof in 1946 and 1948.2 
Whereas the decree on the preparation of forint 
balance sheet set out that an inventory must be 
taken on the asset existing on 1 January 1947 
to justify the opening balance sheet, according 
to the decree on opening balance sheet the 
assets must be shown at real value on the given 
date, and the liabilities must be stated at the 
real amount of the debt. The decree provided 
general and special valuation rules for this.

Balance sheet decree No. 5650/1948 
adopted on the basis of legislative authorisation 
is of key importance as it repeals the provisions 
of the Trade Act and the acts on limited 
liability companies concerning balance sheet, 
and introduces new ones instead of them. 
Moreover, Act XXXVII of 1948 authorises the 
government not only to change the structure 
of the balance sheets of national companies 
but also to provide valuation rules that are 
different from those of the balance sheet 
decree.
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The key questions of accounting 
regulation

Honvári (2006) calls the turn of the 19th-20th 
century the era of companies. This period was 
characterised by the mass production created 
during the second industrial revolution, 
behind which there was a rapid technological 
development and strong capital concentration. 
At the end of the 19th century, beginning 
of the 20th century the need arose for the 
standardisation of accounting settlements 
and the statements made therefrom. As mass 
production was created it became increasingly 
important for the cost price of a product to 
be reliably determined. By the end of the 19th 
century the two essential trends for cost and 
cost price calculation had been developed. In 
the Anglo-Saxon territory it was the standard 
cost calculation, in Germany it was project 
cost calculation (Baricz, 1997).

In these few decades the accounting 
profession in Central Europe set out in new 
directions partly due to the second industrial 
revolution and partly because of the critical 
events occurring. The expansion of industrial 
production and the change in the features 
of economy created business economics, 
which gave a radically new approach to the 
examination of corporate operation and 
with the chart of accounts, as accounting 
information system matching this purpose, 
exceeded the personal3 and materialist4 
accounting theories in order to create a well-
functioning standardised model (Richard, 
1995).

Eugen Schmalenbach stands out among the 
experts of the era: his business accounting and 
the system relating thereto is closely linked to 
production. He placed special emphasis on 
the role of fixed costs independent from the 
activity, and he was the one who developed 
cost calculation. The basis of the distinction 
between business and financial accounting was 

the creation of the term ‘calculated cost’ and 
the distinction between cost and expense.

The development of business economics and 
the endeavaours of its representatives primarily 
aimed at the organisation of academic work and 
thus, the preparation of appropriate decisions. 
The creation of the chart of accounts was a key 
area of Schmalenbach’s work: its grandeur was 
that the standardised chart of accounts became 
extremely well usable in large industry, while 
it also created the basis of decentralisation 
(Borbély, Lukács, 2018).

After the Austro-Hungarian Compromise 
up to the introduction of planned economy 
the accounting regulation considered the 
German regulatory system as a prototype 
(Borbély, 2017). The fact that the professional 
standard of the period can be considered 
modern is mostly proved by the compliance of 
the recommended and applied (not required) 
procedures with the principles defined by 
the best foreign (primarily German) and 
Hungarian experts. The experts focused the 
most on two areas which were and still are 
important matters for accounting: namely the 
accounting and business organisation aspects 
of the organisation and the matters concerning 
the measurement of financial position.

Organisation and business economic 
accounting

Not only journal articles (e.g. Valentiny, 
Novák, 1929) but also separate volumes (e.g. 
Erdély, 1931; Mészárovits, Szemenyei, 1943) 
were published about organisation.

‘Organisation is nothing other than expediency. 
Organisation must be an arrangement that 
guarantees the achievement of the intended 
objectives with the smallest sacrifice. The sacrifices 
do not only concern the use of the material or the 
wage to be paid but also the flow of time, and they 
also reside in the use of the necessary time.’ (Erdély, 
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1931, p. 4). Erdély thinks that organisation 
is a tool for rational business management, 
in the course of which the economic entity 
attempts to economise, simplify and maintain 
its competitiveness. He considered the 
calculation based on accounting as a key task, 
and regarded timeliness as the most important 
feature in order to make informed decisions. 
He did not forget, however, that all these 
things (can) cause unemployment and result 
in conflicting interests between the employer 
and the employee. The idea of the author is 
remarkable, and in the age of robotisation it is 
as timely as ever. He considered organisation 
as the behavior of a continuously developing 
organisation, ensuring the adaptation of the 
company to its environment.

In his work Szemenyei (1943) considered the 
harmonisation of the calculation system and 
accounting as the most important task, and he 
thought that the primary tool for this was the 
development of the adequate ‘account plan’. 
In his opinion in case of correct calculation 
‘the sum of the calculated results must correspond 
to the sum of the profit and loss account of the 
relevant period.’ (Mészárovits, Szemenyei, 
1943, p. 82) He considered the breakdown 
of ‘the indirect or general costs’ as a particularly 
difficult part of the calculation since as many 
of these as possible must be transformed into 
direct costs in order to guarantee as precise a 
calculation as possible. In his view it was an 
accounting task, which would be arguable at 
first reading based on the today’s executive 
accounting knowledge if he did not mention 
that calculation classes relating to business 
organisation must be developed, the result 
of the calculation must be shown in the 
calculations book and the calculation is based 
on the adequate system of accounts (ibid 83, 
p. 95), as Schmalenbach also stated.

At this point it is worth mentioning that 
the work published in 1943 defined the term 
of cost in today’s sense, contrary to Schrott 

(1872) who mentioned expense, cost and 
expenditure with identical or almost identical 
content.

Erdély formulated the importance of 
calculation as follows: ‘High competition 
requires the most precise calculation partly so that 
we can make offers at competitive prices, and on 
the other hand, so that we can watch to ensure 
that the use of operating assets pays back by way 
of correct calculation.’ (Erdély, 1931, p. 91). He 
considered the ‘short interval profit and loss 
statement’ and the business economic statistics 
as important parts of organisation, closely 
connected to calculation. The preparation 
of a short interval profit and loss statement 
allows a kind of annual planning in terms of 
costs and revenues. The condition for rapid 
preparation is that by developing an adequate 
system of accounts reflecting the business 
processes the data can be processed fast, and, 
as a consequence, the changes can be tracked 
and comparisons with the previous periods 
and plans become possible.

In his article written in 1929 Sándor Novák 
emphasised the importance of pre-calculation 
and the fact that its correct preparation 
corresponds to a general work plan.

Thus, there cannot be any doubt that 
Hungarian accounting had an approach 
corresponding to the international researches 
and the requirements of modern corporate and 
accounting organisation in an environment 
which was much less regulated legally than it 
is today.

Balance sheet authenticity, measurement 
of  financial position and hidden reserves

According to the definition given by Kuntner 
‘Bookkeeping (accounting) is the recording of 
business events in accordance with certain specific 
rules’ (Kuntner, 1914, p. 8), where the business 
event changes the quantity or value of some 
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part of the property. In terms of bookkeeping 
Kuntner already mentioned the principle of 
completeness as well. In his work published 
ten years later he stated that ‘...the subject of 
accounting is, therefore, the assets or certain parts 
of the assets and the changes occurring in them.’ 
(Kuntner,1924, p. 5)

The professional requirements of the period 
were quite laconic when it comes to general 
(accounting) principles. The principle of 
balance sheet authenticity and the principle 
of clarity, considered as the most important 
ones, were not requirements laid down by the 
legislators. The relevance and timeliness of 
the question raised was given by the fact that 
the requirement of providing a true and fair 
view was the most important expectation on 
the part of economic operators at that time as 
well, and there were requirements like today 
in connection with the assets not stated in 
the balance sheet, hidden reserves and the 
consistent and correct presentation of the 
measurement of the financial position.

Kuntner (1924, p. 137) himself asserted that 
the principles applied by the company when 
preparing the balance sheet are expressed in the 
balance sheet policy thereof. He emphasised 
the principle of completeness, reality, clarity 
and continuity. The same professional 
view was represented by Mészárovits and 
Szemenyei (1943, p. 280). Similarly to the 
German professional literature of the period, 
the Hungarian one also attributed special 
importance to the content of the published 
balance sheet. Kuntner, in his work cited 
above, listed several complications, including 
the balance sheets in which the specific items 
were aggregated so much that the stakeholders 
were not aware of the value of the different 
parts of property, they did not know whether 
the owners used the possibility of valuation 
applicable in the post-war economic situation, 
and they were not aware of the hidden (latent) 
reserves of the company. For example, at what 

price the company recognized its stock. As a 
consequence, the effects of price changes were 
not known, and financial statements at a lower 
price compared to the market and/or purchase 
value could occur, which led to the formation 
of hidden reserves.

The balance sheet did not show to what 
extent the company benefitted from the 
applicable discounts, or, in other words, 
whether it showed the previously subscribed 
war-loans at a value higher than their 
denomination. This could not increase the 
dividend payment capacity, but the method of 
valuation remained hidden.5

The balance sheet did not reveal the hidden, 
i.e. latent reserves, which was principally 
explained by the dividend policy of the 
company. The most frequent manifestation 
of this was the devaluation of assets and the 
lack of capitalisation, that is, following the 
logics of the lowest asset value and the highest 
liability value, which, mutatis mutandis, led 
to the minimisation of profits. The cited 
work by Kuntner mentioned other cases of 
‘balance sheet embellishment, balance sheet 
grooming’.

It is a reasonable question as to which 
stakeholders this constituted a problem for. 
The disclosure obligation of the period was 
more permissive than it is today. The balance 
sheet had to be disclosed by the company 
eight days prior to the general assembly, and 
those interested could also view it at the court. 
For example, in the case of Kispesti Textilgyár 
Részvénytársaság (Kispest Textile Factory 
Limited Company) the data of the opening 
and closing balance sheet for year 1925 were 
disclosed on 23 April 1926 for the general 
assembly held on 30 April. The so-called tax 
balance sheet was an exception. The balance 
sheet and the profit and loss statement had to 
be presented to the tax authority, otherwise, 
a fine was imposed on the company due to 
failure to pay duties.
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The professional questions raised by Róbert 
Kuntner justified in themselves the creation of 
separate rules for the measurement of financial 
position. In 1925, as a result of hyperinflation, 
the conversion to pengő was regulated in Act 
XXXV of 1925 (on the determination of the 
value of pengő and associated provisions).

The annex to the act on the equilibrium 
of public finances (the so-called resolution 
act, i.e. Act IV of 1924) authorised the 
competent minister to take measures for the 
recovery of balance sheet authenticity, which 
could even deviate from the provisions of the 
Trade Act. However, it had to be done in a 
way that the changes relating to the past, 
arising from revaluation, should not be the 
bases of taxation. Decree no. 7000/1925 of 
the Ministry of Finance (Pengő Balance Sheet 
or Gold Balance Sheet Decree) set out the 
rules of the new valuation, considering the 
provisions relating to the conversion from 
korona to pengő.

With a dramatic tone, unusual for 
accounting literature, the foreword of Szende’s 
work (1926) entitled ‘The Pengő Balance 
Sheet’ highlights the difficulties of the situation 
of the period and the necessity of changing the 
situation which lacks transparency for two 
reasons.

‘The difficult times of the past taught even 
the most optimistic person to downgrade 
their sanguine hopes. We are prepared to be 
disillusioned from our numerous illusions after 
throwing away the light paper veil, stripping to 
the skin, and being left with pengő. We are tired 
of the balance sheet lies, tired of darkness. Let 
there be clarity. We wish to see and know what 
the zeros have to hide behind them. Whether 
there is anything behind them at all: The strong 
resist, the weak dispear. The economics must deal 
with the given situation. The strong will live, 
and all must be done for the weak to survive, 
but the therapy can only be used if the diagnosis 
is certain. For a patient who hides their illness 

from the doctor – there is no remedy. Let there 
be balance sheet clarity!’ (Szende, 1926, p. III.)

Decree no. 7000/1925 of the Ministry 
of Finance set out that the companies must 
prepare opening inventories and an opening 
balance sheet on that basis for year 1925. The 
Decree made it possible to state the opening 
assets either in korona or pengő, although the 
statement of the pengő value only became 
mandatory later (as of 1 January 1927) 
according to the law. It set out who, on which 
date and at what value, and how must draft the 
balance sheet. Its effect extended to all traders 
(entrepreneurs) subject to keep accounts, but 
did not apply to, for example, retailers, tavern 
keepers and the Central Bank of Hungary.

The Decree required limited companies to 
state a minimum net asset value of 50,000 
pengő, and limited companies of a local 
nature to state a net asset value of 10,000 
pengő (declared by the minister of finance) 
(until 30 April 1926). The net asset value is the 
difference of assets and liabilities, excluding 
equity, which must be determined based on 
the opening balance sheet, then the difference 
must be settled by increasing or perhaps 
decreasing the registered capital.

The provision that the inventory and the 
balance sheet were to be fully made based on 
the new valuation was extremely important, so 
the principle of ‘balance sheet continuity’ did 
not apply, except in case of private insurance 
companies. This fact in practice meant a new 
business opening when doubtful receivables 
could be shown at a likely value, and 
irrecoverable receivables were to be written 
down. Assets were to be shown at up to the 
value on the date of the opening balance sheet 
(besides the possible formation of depreciation 
reserve base), while the items of liabilities for 
the same date had to be shown at least at the 
value according to the contracts in place and 
the effective legal regulations. Pension reserves 
could also be entered on the liabilities side, 
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which fully or partially covered the pension 
liabilities. According to Szende this evaluation 
made hidden provisioning possible as it did 
not determine a lower limit for the valuation 
of assets (Borbély 2018).

Szende approved of the pengő balance 
sheet decree only giving principles to the 
private economy and the state not intervening, 
because he thought that the goal was to 
recover balance sheet authenticity which had 
characterised the period before 1914. At the 
same time, he stated that: ‘An absolute balance 
sheet authenticity does not exist... Balance sheet 
policy is ‘policy’ and as such it is the fight of 
conviction with the realities: compromise with 
the actual situation. The thesis of ideal balance 
sheet and the antithesis of compromises will give 
rise to the synthesis of the ‘real’ balance sheet of 
a proper trader.’ (Szende, 1926, pp. 12-13) 
However, he also pointed out how the idea 
described applies in case of different corporate 
forms. While only one interest applies in case 
of individual companies, more do in case of 
partnerships. He mentioned as an example the 
valuation of the stock, where the interest of 
the company conflicts with that of the owners. 
Therefore, neither the lowest value nor the 
highest value is likely to be acceptable.

Decree no. 7000/1925 gave specific 
requirements for parts of the property on the 
assets side and on the liabilities side.

The transition to pengő actually revealed 
the truth, as Szende (1926) had said, and it 
became clear what the zeros were hiding. 
However, the valuation still had points to 
which the experts drew attention by way of 
emphasis. According to Béla László (1929) 
hidden reserves are parts of the net asset value 
which are not shown by the balance sheet and 
serve to be used for concealing or decreasing 
the losses of the company without the size 
or resource of the use becoming known to 
the public. The main purpose of this is to 
ensure that the whole capital structure will 

not be known to the competitors, because the 
company’s freedom of action (may) narrow(s) 
down, but the appropriate ratio of borrowed 
capital and own capital must be kept for both 
the investors and the creditors. Therefore, the 
‘invisible’ balancing of a part of the losses 
can be more effective. However, the hidden 
reserves (may) influence the dividend policy of 
the company. Last but not least, we have to 
mention the potential tax advantages (at the 
time of the publication of the article hidden 
reserves were taxed by the corporate tax act, 
but at the time of the Second World War they 
were not yet). In summary: ‘In terms of the 
organisation of hidden reserves, the companies, 
therefore, can set different objectives.' (László 
1929, p. 64) However, László emphasised that 
in case of this provision efforts must be made 
so that it will not be a resting capital.

In his study the author mentions that hidden 
reserves played a key role in the mitigation of 
the adverse effects of the First World War, 
because the provisioning of a significant part of 
the inflation gains could serve to compensate 
for the foreseeable losses of times of deflation. 
In support of this statement he cited Ödön 
Kuncz discussing balance sheet authenticity: 
‘The miracle cure which preserved our real 
companies through the dangers of the world war, 
the collapse, inflation and perhaps valorisation 
was hidden reserves.’ (László 1929, p. 68)

The most frequent cases of hidden reserves 
were: not including the assets or stating them 
at a lower value, including fictional liabilities 
or stating liabilities at a higher value (than 
the actual ones). The chapter of Sándor 
Erdély’s work entitled Oganisation (1931) 
concerning balance sheet and profit and loss 
statement consisted of the presentation of 
the content of property parts, profit factors 
and the rules relating to their valuation. 
In his opinion ‘...it is the task of the balance 
sheet to shed light on the wealth and to show it 
truthfully.’ (Erdély, 1931, p. 14) Concerning 
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the preparation of balance sheets the author 
identified the professional fields which clarify 
the connection between economic practice 
and the information generated in accounting. 
These are: the importance and management of 
liquidity and working capital; the underlying 
information of assets stated at net value in the 
balance sheet; and finally, he presented the 
balance sheet as the mirror of the company’s 
‘financing’ (Erdély, 1931, p. 42). He stated 
that the acts on commercial and limited 
liability companies, neglecting the lower limit 
of valuation, provide its upper limit, while the 
tax acts provide the lower one. He, therefore, 
concluded that the ‘tax balance sheets are 
dominated by the principles of authenticity and 
truth, commercial balance sheets are dominated 
by arbitrariness.’ (Erdély, 1931, p. 21) The two 
mentioned acts, therefore, aimed to ensure 
that there are no more assets and profits in the 
balance sheets than the reality, while the tax 
act did just the contrary: it did not permit to 
state less than the realised profit.

Section 28 and 199 of the Trade Act set 
out that the assets and receivables must be 
shown at cost in the balance sheet, however, 
valuation is mandatory on the last day of the 
financial year. However, based on section 57 of 
the act on limited liability companies the non-
realised gains were not allowed to be stated. 
Erdély pointed out that both acts left open the 
question as to ‘whether a relative part of general 
business costs can be accrued to the purchase 
or production price during valuation’ (Erdély, 
1931, p. 25). With regard to receivables he 
stated that the doubtful receivables must be 
included in the balance sheet according to 
their likely value, the irrecoverable receivables 
must be written down, while the pending 
receivables must be shown. He underlined 
that ‘It cannot be allowed that the debtors 
and the creditors charge against each other in 
the balance sheet and that they only adjust the 
balance.’ (Erdély, 1931, p. 34)

He stated about the liabilities side (charges) 
of the balance sheet that it is made suitable to 
enter hidden reserves by the fact that unreal 
debts can be created which decrease the year-
end profits. Its parts are: equity and borrowed 
capital (or net asset value and liabilities).

He specifically mentioned the temporary 
items which correspond to the accruals in the 
modern sense.

Erdély highlighted that in practice we 
can often see balance sheets containing net 
values, which therefore, do not reveal the 
original cost values and write-offs and whether 
the legal requirements were complied with. 
He formulated the rules on balance sheet 
preparation, among which he highlighted 
balance sheet continuity, that is, the form 
and articulation of the balance sheet must be 
unchanged, which allows the continuity of the 
valuation to be maintained.
The balance sheet must comply with the 

lawful formal and material requirements.
It must be true and justified by supporting 

documents.
It must be prepared according to 

established principles so that it can be 
compared to the balance sheets of the past.
The valuation must be based on the same 

rules, and the write-offs must also be carried 
out according to established principles.
The profit and loss statement (with gross 

approach) must be detailed.
He stated that the difference of commercial 

and tax balance sheets is detrimental to fair 
view due to the formation and use of hidden 
reserves. The appropriate legal harmonisation 
of these would simplify both the preparation 
of balance sheets and the audit (Erdély, 1931, 
p. 61-63).

The balance sheet article of Act V of 1930 
made the application of a profit and loss 
account compulsory, although it did not 
specify its mandatory content. By doing so 
it indirectly provided for the application of 
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double-entry bookkeeping to all those who 
were subject to this act.

In his work Kuntner (1943) discussed 
in a separate chapter the so-called balance 
sheet delicts6 having two possible cases: the 
obscuring and the falsification of the balance 
sheet. The obscuring of the balance sheet 
does not change the economic result, but 
the balance sheet drawn up conceals, hides, 
obscures the true situation, that is, it does not 
meet the requirements of (today’s) principle of 
materiality. He mentioned as an example the 
misleading name of general ledger accounts, 
the contrast between debtors and creditors 
(which breaches the principle of gross 
settlement), but he also included the apparent 
business deals made in order to change the 
balance sheet structure. He also considered 
the real content of the profit and loss account 
important, although the Trade Act did not 
render it compulsory.

Mészárovics and Szemenyei (1943) found it 
obvious that there is no valuation regulation 
which would serve all the interests and meet 
all the needs at the same time (Mészárovics, 
Szemenyei, 1943, p. 111). They went further 
when defining profit and loss statements: by 
referring to the German (limited company) 
regulation and emphasising the gross approach 
they would consider the presentation of profit 
factors which are in fact used today to be 
satisfactory.

In his work entitled ‘Balance Sheet 
Science and Balance Sheet Evaluation’ (1949) 
Jenő Zwierina mentioned balance sheet 
completeness, balance sheet clarity, balance 
sheet reality, balance sheet consistency (which 
means the consistency of valuation and 
arrangement) and balance sheet continuity as 
the principles of balance sheet drafting, which 
means that the financial situation must always 
be estimated based on the same principles. 
Among the most common valuation 
procedures he presented the cases and methods 

of valuations carried out at purchaser, supply, 
market or stock market price, production 
prime cost, book vale, selling price, value in 
use and proceeds value.

The author pointed out the shortcomings 
of the laws mentioned above. He found that 
‘the value of equity is also nothing but a number’ 
(Zwierina, 1949, p. 91) as its value depends on 
the valuation of assets and liabilities, therefore, 
he was of the opinion that the real value can 
only be identified when the activity is ceased. 
Since the annual closing balance sheet is mainly 
a balance sheet stating the profits, the dynamic 
balance sheet is inappropriate to show the 
real exchange value of corporate assets, even 
if those drawing up the balance sheet use the 
hypothesis that the business will be managed 
as usual, that is, the principle of going concern 
is respected. It also follows the preference of 
profit statement that cautious (pessimistic) 
valuation is dominant and, as a consequence, 
it is assumed that the equity shows a lower 
value. He drew attention to the dangers of 
non-realised profit stated as a consequence of 
overvaluation, which, according to him, not 
only undermines private interests but also 
the interests of the public and those of the 
creditors.

In the course of his reflections, he pointed 
out in the brief review of the trade act, the gold 
balance sheet decree and the act on limited 
liability companies that the first, in line with 
the liberal economic order, only regulated 
generously and briefly, and therefore, the 
profit estimation was unreliable and secret 
provisioning was frequent, which significantly 
distorted the balance sheets (Zwierina, 1949, 
p. 92).

While Szende (1926) was enthusiastic 
about the balance sheet decree and considered 
it as a big step forward, after two decades 
of experience Zwierina (1949) stated that 
it was a step forward only in the sense that 
it determined the upper limit of the value 
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of assets and the lower limit of the value of 
liabilities.

‘In terms of the estimation of financial 
situation this was the situation quite to the end of 
the Second World War. Then post-war inflation 
made all the balance sheets and other bookkeeping 
value data unusable. Therefore, when the forint 
was introduced, it had to be made sure that the 
companies estimate their assets from scratch with 
the new value unit, the new money value, i.e. 
the forint, and they make a balance sheet as the 
starting point of bookkeeping which is normally 
prepared when each new company is established.’ 
(Zwierina, 1949, p. 92)

Results and conclusions

Based on the review of the relevant literature of 
the time the two features previously identified 
concerning the accounting profession, namely 
modernity and timeliness, can be considered 
to be justified.

The features of accounting and the flow of 
accounting information in their modern sense 
were developed in the period examined. Apart 
from the difference between the tools used 
then and today (digital), an increasing volume 
of economic information had to be processed 
as accurately and as quickly as possible because 
the response time of economic management to 
external impacts decreased significantly. The 
managers of companies had to make more and 

more complex decisions, in relatively short 
time.

Of course, the questions of the measurement 
of financial position were not new. However, 
the members of the profession placed a 
particular emphasis on accounting principles 
and, through this, the check of balance sheet 
authenticity. The importance of these still has 
not decreased even slightly. Whether we rely 
on the valuation requirements of the effective 
Hungarian accounting act or the valuation 
methods required by the international financial 
statement standards7, the knowledge of which 
is an indispensable criterion for carrying 
out professional work at an appropriate 
standard, their central question is the full 
compliance with the basic requirements of 
the valuation of each part of property and 
those relating to statements (true and fair 
view,8 fair presentation9). This also meets the 
expectation of the period concerning balance 
sheet authenticity, and it is incompatible with 
the formation and use of hidden reserves. 
When examining the economic environment 
of the period rapid change is clear, which 
required especially the stability of valuation. 
As previously noted, the economic legislation 
of the first half of the last century contained 
a lot fewer requirements and restrictions 
than the currently effective accounting act. 
Considering the other environmental factors, 
the detailed comparison of these, however, 
goes beyond the framework of this study.

1	 Audits were regulated by Decree No. 450000/1931 
of the Ministry of Justice.

2	 Decree No. 24.700/1946 of the Prime Minister 
preparing the forint balance sheet, on the business 
inventory to be prepared as from 1 January 1947; 

Forint Balance Sheet Decree No. 1790/1947 
of the Prime Minister on the balance sheet to 
be made as from 1 January 1947; Balance Sheet 
Decree No. 5650/1948 of the Government

3	 Double-entry theory impersonating the invoices. 

Notes
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It is linked to the theory of Pacioli (the one who 
gives, claims, the one who receives, owes).

4	 Triple entry theory which typically departed from 
the connection between assets = liabilities + equity.

5	  Decree No. 430/1922 of the Prime Minister 
permitted the statement of the gold and foreign 
currency debts incurred before the end of the 
war at a value lower than the market value of the 
time, or maybe at peace value, however, this was 
subject to notification requirement. This decree 
concerned the debts and receivables against the 
natural and legal persons under the jurisdiction of 
hostile states, incurred before or during the war 
and expired before the ratification of the peace 
treaty, 26 July 1921, and they had to be settled 
converted into the exchange rate before the war, 

in the currency specified (‘valorised’), which was a 
heavy burden on the companies in the context of 
the period’s inflation.

6	 ‘So we are facing a balance sheet delict when the 
existing requirements of the commercial and tax 
law in terms of valuation and the establishment of 
balance sheets are breached’ (op. cit. p. 119)

7	 L.  http://njt.hu/cgi_bin/njt_doc.cgi?docid= 
49554.357202 és https://www.ifrs.org/issued-
standards/list-of-standards/

8	 Act C of 2000 on accounting, preamble http://njt.
hu/cgi_bin/njt_doc.cgi?docid=49554.357202

9	 Framework, Chapter 2. https://www.iasplus.com/
en/standards/other/framework
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