
ACCOUNTING PRINCIPLES .. 
FOR ~COOPERATIVE COTTON 

,GIN ASSOCIATION." 

I!I XM ,9M71 :11 :87 
G6 

,i 033985 

By 

Otis T. weaver. 



FARM . CREDIT ADMINISTRATION .. ' 
, COOPERATIVE DIVISION' "/ , •....... 

'.,"\ 

WASHINGTON,O.C. '. 
8ULLETIN No,1 . . -<.;, DECEMBI!R 1955 ' .' 



Farm Credit Administration 

. W. I. M YEn, Oo...NIlIr 

Cooperative Division 

}'. W. PlleK, C""'mi~.ion~r 

Raearch. Service, and I!ducati~l Staff of the Cooperative DIvision 

·l1.M. B.ml, Assi.staIllC"mmiMi"n~r in (,hMgt. 

. W. W. FETROW, Chi,j RtRutrrh Ec<momilll 

Cott!>1l llUlory and Slali~tic8 
. . R. H. El.worth O. W. Hemnann 

Otis T. Weaver 

Dairy and Poultry 
T. G. Stitts 
D. D. Brubaker 
John J. Scanlan 
Gordon Laughlin 
W. O. Welden i 

Fruits and V'U.tahltl·· 
K. B. Gardner ." 
M.O. Gay •. : 
H. O. Hensley.,. 

',' 

.·N. Fogelberg ........• 
H. W. Mumford, Jr. 
Wm. J. Broadhead 
George T. Hudson . 

In&1tranu 
V. N. Valgren 
F. C. Murphey 

Lwe.~t<JC1r and Wool 
C. G. Rllnddl 
L. B. MOllO 
H. H. Hullwrt 
James M. Coon 

• . Mtmbtr8/dp 
, . ,ramcs W. Jones .. '. 

. Purcha.sing A 88()r-;atiQ1Ul . 
. Joseph G. Knapp 

John II. I.i.tAlr 

. Grain· 
Roy M. Green ... 

" Harry E. Ratcli!fe . 

Trafo . 
ChuJes B. Bowuug 

The research, serviC<.l, and educational staff conducts research 
. studies a.nd service activities relating to problems of management, 
: organization, policies,. merohnn~lng •. 8111"", C<l8ts, cQ,?petition, and 

'. membership, arising lD connection wnh the coopcrat1ve marketing 
of agricultUl'al products and t,heeooperative purc~1lJle of farm Rupplills 

.... and servic.es; publishes the results of. such studiflA; confel'!! and 114-
vises withofficia.1s of !3rmeTS' cooperative associauons; and eooperat.el! 

'with edueatioilal agencies, cooperative IlAAQCiation9 and oille"" in 
. the dissemination oIfufol'D1atiollrelating to coopera.tive principIa. 

, 

. and practices. . . /; 
. - - --, . 

. . o.pie~ of this publication ~ai be obtained upon requ .. "t from the 
l)ireetor of Information, 

Fann Credit Administration, 
Washington, O. C. 



. BUl.Ll!TlN No. 2 o.c. .. BBR1935 

for 

Cooperative Cotton Gin Associations 

<B, 

OTIS T. WEAVER 
Agriculhmu &.mom;" 

FARM CREDI~ ADMINISTRATION 
Cooperative Division 

WASHINGTON, D. C. 

+ 

UNITED STATES 

GOVEllNMENT PIUNTING OFFICE 

WASHINGTON = 1936 

.... 0.16 ~tute of Politica 



~ 1'\ ::(f'<17/';~: 87 
r;:;; 



CONTENTS 
Divisions of accounting records . . . . 

Auxiliary or memorandum records . 
Journals, or books of original entry . 
Ledgers, or books of final record 

Subsidiary ledgers . 
Statements . . . . • . . . . 

Opening or revising ~e books . . . 
General ledger properly closed and balanced . 
An audit only available. . . . . • . . . . 
Previous accounts incomplete and unbalanced with no 

audit available. . . . . . . . . . . . .. .. 
Accounts for 8. new association and a new plant 

Stock ownership records ... . . 
Notes given for capital purposes . . . . . 
Land; building, and other accounts. . . . 

Accounts for a new association and an old plant 
Keeping the records . . . . . . . . . . . . . . 

During the inactive season . . . . . . . . . 
Additions and replacements of machinery, equip

ment, and buildings . . . . . . . . . . 
During the ginning season. . . . . . . . . . . 

Ginning, sales of bagging and ties, and purchases of 
cottonseed . • . . 

Seed cotton remnants. . . . . . . 
Purchases of cotton . . . . . . . 
Deductions from checks' to patrons. 
Sales. . • . . . . . . ... . . . 
Expenses •........... 

Posting from the journal to the general ledger 
Trial balance of the general ledger . . . . . 
Monthly statements . ...1. • . . . • . . • 

Reconciling the monthly bank statement and the 
bank account . . . . . . . . . . . . . . . . 

Proving subsidiary ledgers against the general ledger . 
Adjustment entries prior to closing the books 
Closing the books . . . . . . . . . . . . . . . . . . . 
The manager's commission . . . . . . . . . . . . • . . 
Relationship of net income, reserves, surplus, and dividends . 
Appendix-Combining the Accounts Receivable and Patrons' 

ledgers . . . . • . . ... . . . . • . . . . 
m 

Pugo 

2 
2 
3 
7 

11 
12 
18 
18 
22 

27 
28 
32 
33 
35 
36 
38 
38 

38 
43 

43 
46 
47 
48 
49 
52 
56 
58 
58 

59 
62 
63 
70 
74 
75 

82 



Accounting Principles 
For Cooperative Cotton G~ Associations' 

ADEQUATE records are even more necessary for a cooperative 
I"l.. association than for business organizations of some other types. 
Each member • has a right to know the true financial condition of his 
association at least once a year, perhaps oftener; the manager and the 
mpmbers of the board of directors should know the financial condition 
at all times. For these reasons the cooperative cotton-gin associa
tions need to plan carefully for the keeping of records that will supply 
this information and to see that they employ bookkeepers having the 
best of training and ability in accounting. 

This does not always mean that the installation of a more elaborate 
set of records is desirable. Studies of the accounting systems of some 
200 cooperative cotton-gin associations in Oklahoma and Texas have 
indicated ... need, not for a new or an additional accounting system, 
but for some clarification of the principles of accounting and their 
application. 

These principles are more or less fixed, and should be applied to the 
business of cooperative cotton-gin a'lSociations in much the same way 
as to any other business. Numerous and varied types of forms have 
been designed in an attempt to simplify bookkeeping for cotton gins; 
but, for the most part, these forms differ in arrangement rather than 
in principle. Some are more convenient than others for recording 
business transactions, but the results obtained should be identical, 
regardless of the type of form used, if recognized basic principles of 
accounting are followed. 

The purpose of this report, therefore, is (1) to outline some of these 
basic principles of accounting as related to the business of cooperative 
cotton-gin associations, (2) to show how these principles may be 
applied to any practical set of forms, and (3) to point out some of the 
benefits that may be realized from the use of these principles. It is 
believed that this information will be of use to bookkeepers and 
managers of cooperative cotton gins, in improving the technique of 
management. 

1 Acknowledgment is made 01' helpful suuestions by other members of the Oooperat[ve :blvlsioll, Farm 
Credit Admlnistzation. by the staff of the Central Bank for Cooperatives. and of the Houston Bank fot 
CooPlllftldftL lit" 

t The am "member" as used in this report refers to any person who has subscribed to 1 or more 
shBnll of comm.-on stock. or Ito membership lD. a cooperative association. 
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2 FARM CREDIT ADMINI8TRATION 

DIVISIONS OF ACCOUNTING ru;COROS" • 
Any system of accounting for cotton-gin BA.'IOCiatiolUl naturally 

divides itself into four rather distinct groups of reeortls, 08 follow.: 
Au.ziliary or memorandum ruordt.-Tht'lOe include 8tubs or rarbon 

copies of individual transactions; such 8S scalo tickets, chlJ<"k. i,"u~d, 
cash receipts, swes or purcha.e invoices and statements, bills of hiding, 
draft~, deposit slips, and similar items. 

Journals, or books oj original entry.-The book, or book., witoroiD 
the 0riginaJ. or memorandum records are entered in the order in which 
the transactions occur, is conunonly called the "journal." 

[,dgers, or books ojfinal ruord.-The book wherein the lIummarizt'd 
journal entries are transferred and grouped into c1 ..... ifil'd account. 
is commonly called the "ledger." Sometimes it is desirable to sub
divide certain ledger accounts according to tbe busin""s of individual 
patrons. These are kept for convenience as subsidiary ledge .... 
When this is done the volume showing the summarized accounts i. 
referred to as the "general ledger. " 

Statemems.-These include the Income and Expense statement and 
the balance sheet. 

The first group, auxiliary or memorandum record~, is tlle basis of 
information that is recorded in the books. The second and tllird 

. groups known as the "journal" and the "ledger," respectively, are 
the books.· The fourth group consists of statements or summaries of 
information taken from the ledger. That is, all book entries are made 
first in the journal, from the infonnation on tlle memorandum records. 
These journnl entries are then summarized periodically and tranllo 
lerred to (posted in) classified accounts in the ledger, from which 
monthly and annual statements are prepared. . 

AUXILIARY OR MEMORANDUM RECORDS 

Carbon duplicates or stubs of scale tickets, carbon copilll! of tickets 
or invoices of sales, stubs, or carbon copies of checks issued, receipts 
for cash received or paid out, and other primary record8 of transac
tions by the association, together with copiell of invoicea received 
covering purchases from other firms or indivicluals, make up the 
original recorcls or memoranda upon which all the accounts are bued. 

Each of these original recorcls should contain complete infonnatioa 
as to (1) the name of thf' individual or firm with whom the transaetioD 
is made; (2) the date of the transaction; and (3) the quantity, price, 
total amount, and tenus of the transaction. A strict observance of 
this rille will mean that much less effort is required to record tbi' 
infonnation..in the journnl. These memoranda represent writteD 
authority for entries to be macle in the journal and practically all of 
the figures recorded therein will be copied clirectly from such recorda • 

• XDB, W.K. coonB.a:nnOBO.lJOZ.lnox .t7mI .... &TllotJI. U. 8. DepL..Ji#. BalL 171,1'.1. lt1I. 



ACCOUNTING PRINCIPLES: COOPERATIVE COTrON GINS 3 

Blank fonns for all of the necessary original records may be printed 
according to specifications to fit any particular needs, but usually it 
will be less expensive and equally satisfactory to buy these supplies 
from printing !inns that carry them in stock already made up. 

A list of the forms generally found necessary follows: 
(1) Ginning scale tickets. 
(2) Seed-rebate checks. 
(3) Expense checks. 
(4) Bnle-cotton checks or bills of exchange. 
(5) Cash-paid-out tickets. 
(6) Cash-received tickets. 
(7) Sales tickets. 
(8) Weekly pay-roll book. 

AU of the above forms with the exception of the pay-roll book 
should be in duplicate or possibly in triplicate, as exact carbon copies 
are preferable to stubs on which the same information has been copied. 

Some gin associations use only one form of check for all purposes. 
The transactions are usually more easily recorded, however, if separate 
check forms iu-e used for seed rebates, cotton purchases, and expenses. 
The advantages of using different forms for different purposes will be 
explained more fully in later sections dealing with the recording of 
these transactions in the journnl. 

JOURNALS OR Booa o. ORIGINAL ENTRY 

AU books of original entry, whatever form they may take, represent 
merely an expansion of the ordinary journal which has only two 
columns-a debit column and a credit column. Cotton-ginning jour
naIs in common use are referred to by various names; such as "cash 
book", "daily gin report", "ginning journal" or "ginning register", 
"sales journal", "purchase - record", "check register", and other 
terms. Regardless of the name by which known, however, they 
represent a form of the general journal, the book or books in which 
each day's business transactions are recorded in the order in which 
they occurred. Some gin associations use only one journal; others 
having considerable volume of business subdivide the journal into 
two or more of the above-named books. If custom ginning and the 
handling of cottonseed constitute practically nil the activities of the 
cooperative, one multicolumn journal will probably be sufficient. 
Accounting systems having two or more journals were originally 
designed for businesses sufficiently large to employ two or more 
bookkeepers. 

Single-journal systems of accounting differ only in the arrangement 
and number of the several debit and credit columns. !)ystems having 
several journals usually· differ as to the particular transactions 
recorded in each volume as well as in the arrangement of the columns 
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6 FARM CREDIT ADMINISTRATION 

in each. Regardless of whethpr a journal fonn has 2 rolumllll or 20, 
or whether one or several journals may be URed, the prinriple is the 
same; the amount of every trllllSllCtion is record.>d twice-tlnce as 8 

debit and once as a credit-in the same journal. Joum'.!B baving 
numerous columns have been devist>d so that similar tranl,action. 
may be recorded in specific columns in order to facilitate the addition 
of items in each column for posting 8S one total into the lNlgrr. 
The number of journals us .. d and the arrangement of the sev .. ral 
columns in anyone journal are of much II'S8 importance than the 
principles used in making the original entries. That to, if the proper 
accounts are debited and credited when .. acb transaction is recorded, 
the final result will be exactly the same regardless of the arrangement 
of columns in anyone journ,,1 or of the number of journals used. 

Most of the multicolumn journal forms on the mnrket are known 
as "daily gin reports." This record-in reality a journal, 88 stated 
above-has been abused by printing firms and individuals who have 
attempted to design and sell a foolproof syst<'m to m .... t the needs 
of all variations of the ginning business. MOMt of th"se so-c"lIed 
"system.." have some merits. They do not differ essentially in the 
results obtainable, provided the entries pertaining to the origin,,1 
tra~actions nre properly made. Stock forms 01 thCSl' journals may be 
purchased from a number of firms specializing in such re.,ordft. Care 
should be taken in selecting the forms to see that the number 88 well 
as the arrangement of the columns is adapted to the needs of the 
association. 

Ail a rule, the most satisfactory forms are those with which the 
m8J1ager and bookkeeper are familiar or which may be easily under
stood by them. For the benefit of thoSe desiring a one-journal "ystem, 
form 1 is presented as suggestive of the arrangement and headings of 
the columns. It will be noted that the arrangement of tI,ia form ia 
such that the "name and explanation" column is the center of this 
sheet,' with all debit columns to the left and all credit columns to the 
right. This distinct separation of debits and credits will be found 
to be of considerable advantage in recording the transactions in the 
proper columns. Such forms may be ruled and printed at any local 
printing or newspaper office. Before having any appreciable quantity 
printed care should be taken that the necessary number and arrllnge
ment of columns has been anticipated. In order to be sure of the 
number of columns and the desired headings, it may be adviHahle to 
purchase columnar accounting sheets, havin.g 25 ~r more COIUDlDlI, 

and write in the headings for each column until a satlJ!factory arrange
ment has been found. These columnar abeets, put up in pads, DUly 
be obtained from almost any office-supply firm . 

• This arranpment .... eJriIlnaUy ~ bJ a" ....... OUT. A.. V .• 1Ibd BI!'Ia.L,.I . .L A ft'1rR. 0' 
,W:01JlITDlO roa COTtO. QPIRBP& u. S. Dept.. .&11'- BuD. -. 42' pp .• Uha. lVlJ. 



ACCOUNTING PRINCIPLES: COOPERATIVE COTTON GINS 7 

LBooBRS OR BooKS OP FINAL RscoRD 

The. general ledger is the book of final record. Unfortunately, the 
general ledger is the one record that is not kept in the gin office by 
many cooperative cotton-gin associations. In the ledger similar 
transactions are grouped together by means of separate accounts; 
whereas, in the journal the transactions are recorded by date or iJ1. 
the order in which they occur. No entries are made in the ledger 
except those previously recorded in the journal. 

The general ledger contains one page (see form 2) for each of the 
accounts used by a gin association during the year. A separate 
account should be maintained in the ledger for every fact which it is 
desirable to show in the financial statements. Any standard 2-column 
ledger will usually be found satisfactory; however, a loose-leaf ledger 
is more convenient than a bound book. 

An orderly arrangement of the accounts in the general ledger will 
facilitate posting from the journal to the ledger, and will also require 
less effort ill making out monthly statements. For this purpose the 
necessary accounts for the business of a cotton-gin association may be 
divided into four groups: (A) assets, (B) liabilities and net worth, 
(0) trading and revenue, and (D) expenses. 

The number of individual account needed for each of the above 
groups will vary somewhat. The following list is suggested for 
organizations that engage in those activities usually associated with 
cotton ginning. If it is desired to use as the journal, form 1 (see 
pp. 4-5), the figures in the right-hand column below indicate the par
ticular column of the journal in which transactions involving these 
accounts should be originally recorded. Each account appears on a 
separate sheet in the general ledger. 

NUMBER AND ORDBR OP INDIVIDUAL ACCOUNTS IN THB GBNBRAL LBDGBR AND 

JOURNAL SoURes OP ENTRIBS 

Num
ber of 

ac
count 

A 1 
A 2 
A 8 
A 4 
A 5 
A 6 
A 7 
A 8 

Name of acCOWlt 

A';tu!.'ta: 
Cash account .............................. . 
Bank account .................... .......... . 
Accounts receivable ........................ . 
r0tes receivable .......... .................. . 
llvclltories .. ," ............... .............. . 

Stock b . \. I BU SCrip Ion notes .................... . 
MvestInents ....... '" ..... " .............. . 

eter deposits ............................. . 

Number of col
umn in journal 
(form 1) where 

entries originate 

Debits Credits 

5 
2 
3 
1 
1 
1 
1 
1 

~. 15 
14 
16 
21 
21 
21 
21 
21 



8 FARM CREDIT ADMINI8TRATlON 

NUWBI!R AND ORDEIl OP INDIVIDUAL Aocol1lnl IN THI GBNBIlAL Laooaa AND 
JOUIlNAL 50UIlCII OP EN1'IUBI-Continued 

Num
berof 

ac
count 

AD 
A 10 

AOIO 
All 

A Oil 

A 12 
AOl2 

A 13 
AOl3 

A 14 
AOa 

A 15 

BI 
B2 
B3 
B4 
B5 
B6 
B7 
B8 
BD 

B 10 

CI 
C2 
C3 
C4 
C5 
C6 
C7 

C8 

CD 

C 10 

Cll 

DO 
Dl 
D2 
D3 
D4 
D5 
D6 
D7 

Name of account 

Au-COntinued. 
Land ..........•........................... 
Building ................................... 
Reserve for d1reciation-buildiIl88 ........... 
Machinery an equjpment.~ ................... 
Reserve for depreciation--machinery and equip.. 

ment .....•.............................. 
Office furniture and fi.tures ................... 
Reserve for depreciation-furniture and fj"tUf'e8. 
Autos and trucn ........................... 
Reserve for depreciatio~utos and truck •.... 
Other fixed """"to ........................... 
Reserve for depreciation--other fixed &Meta, •.. 
Prepaid expe ................................. 

Liabiliti .. and nd trorth: 
Acoounta payable ........................... 
Notea payable .............................. 
Dividends pa-yable .......................... 
Accrued expenses ............................ 
Mortgages payable .......................... 
Unissued capital stock ....................... 
Authorized ca~ital stock ...................... 
Treasury stoc .............................. 
IO-pereent 8UIpIWl reserve .................... 
SurpIWl .................................... 

7Toding and , ...... "" ouounU: 
Bale ootton sales ............................ 
Sales of seed-cotton produeto ................. 
Cottonseed sales ............................ 
Sales of ooal, feed, etc ....................... 
Miscellaneous income ........................ 
Revenue---ginning and wrapping .............. 
Bale eotton purchaaea (including beginning in-

ventory) ................................. 
Seed ootton purchaaea (including beginning in-

ventory) ................................. 
Cottonseed purchaaea (including beginning in-

ventory) ................................. 
Purchaaea of eoal, feed, etc. (including beginning 

inventory) ••..••.••••••••••.....•....•.... 
Purchaaea of bagging and ties (including begin-

ning inventory, freight &lid drayage) ......... 

&pense ouounU: 
Expense oontrol (total of aJI upenaea) ......... 
Expense of handling eotton ................... 
E.penae of handling cottonseed ............... 
Expenae of handling eoaI, feed, etc ............ 
Fuel, power, light, water ..................... 

t='::f~:'::::::::::::::::::~: ::::::: 

Number of 001-
umn in journal 
(form I) "h .... 

eetri.,. originate 

Debito Credit. 

I 21 
I 21 
I 21 
I 21 

I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
1 21 

I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
I 21 
I 21 

I 17 
1 18 
I 19 
I 20 
I 21 
I 13 

7 21 

6 21 

8 21 

21 

1 21 

4 21 
4 21 
4 21 
4 21 
4 21 
4 21 
4 21 
4 21 



ACCOUNTING PRINCIPLES: COOPERATIVE C@TTON GINS 9 

N UMBBil AND ORnER OP INDIVIDUAL ACCOUNTS IN TIm GENl!RAL LBooBil AND 
JOURNAL SoURCE OP ENTllll!S--Continued 

N umber of col~ 

Num-
umn in journal 
(form 1) where 

ber of Name' of account en1iries originate 
ac-

count 
Debit. Credit. 

~e accounts-Continued. 
D8 Supplies and tools .... ...................... , 4 21 
D9 Lubricating oil and grease . ................... 4 21 

D 10 Manager's salary ............................ 4 21 
Dll Manager's expense ... ................ , ...... 4 21 
D 12' Directors fees and expenses . .................. 4 21 
D 13 Office salaries ........ . , .. : .. ................ 4 21 
D 14 Office supplies and postage ................... 4 21 
D 15 Telephone and telegraph ..................... 4 21 
D 16 Insurance and bond premiUIr.s . ....... , ....... 4 21 
D 17 Auditing and legal fees ....................... 4 21 
D 18 Advertising and dues ... ..................... 4 21 
D 19 Drayage-gin only .......................... 4 21 
D20 Taxes-except Federal income ... ............. 4 21 
D 21 Loss from bad accounts . ..................... 4 21 
D 22 Depreciation .. .............................. 4 21 
D23 Interest and exchange . ...................... 4 21 

At the beginning of each year all of the ledger sheets that are in 
balance should be renu1ved from the ledger binder and put into a 
permanent binder kept for that purpose, the year to which they 
apply clearly indicated by a division sheet. Such a preservation of 
records will be very helpful when it is necessary to refer to accounts 
of previous years. When these sheets representing the closed ac
counts are removed from the ledger the only sheets that will remain 
will be the asset, liability, and net-worth accounts (the balance-sheet 
accounts). The sheets in each of the subsidiary ledgers may also 
be continued from year to year, removing only those pages that are iR 
balance or those for which the balance has been carried forward to 
additional sheets. 

A subsidiary ledger will probably be needed for each of the follow
ing accounts, as the general ledger account will show only the sum of 
numerous individual accounts: 

A 3. Accounts receivable. 
A 4. Notes receivable. 
A 6. Stock SUbscription notes. 
B 1. Accounts payable. 
B 2. Notes payable. 
B 3. Dividends payable. 
B 7 less sum of B 6 and B 8. Outstanding capital stoek. 
D O. Expense control. 
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ACCOUNTING PRINCIPLES: COOPERATIVE COTTON GINS 11 

Subsiditlry Ledger. 

The AccO'Un/s Receivable subsidiary ledger will contain on separate 
pages the accounts with individual patrons and customers." The 
total of these individual accounts should equal the Accounts Receiva
ble account in the general ledger. (See also Appendix.) The Note. 
Receivable subsidiary ledger should be similar to that for accounts 
receivable. 

The Stock Subscription Notes Receivable subsidiary ledger will con
tain a separate page for each subscribiDg member. The notes them
selves may be used as this ledger by recording directly on the notes, 
as credit items, any payments received. 

The AccO'Un/s Payable and Notes Payable subsidiary ledgers will show 
on separate pages the amount of open accounts or notes owed to other 
individuals or firms. If the number of either accounts or notes pay
able is relatively few, a separate page for each may be kept in the gen
eralledger instead of having a control or total account in the general 
ledger and tliese subsidiary ledgers. 

The Dividends Payable subsidiary ledger is one in which a record 
is kept year after year showing the dividends declared and paid 
to each member or patron. At times when all declared dividends 
have been paid in full the control account in the general ledger as well 
as each individual account in the subsidiary ledger, will be in balance. 

The Stock Ownership subsidiary ledger should show on separate 
pages the amount of stock owned by each member. The sum of 
the credit balances on the several pages of this subsidiary ledger 
must exactly equal the difference between the Authorized Capital 
Stock (B7) and the sum of the Unissued Capital Stock (B6) and the 
Treasury Stock (B8) accounts in the general ledger. (See also p. 32.) 

The individual expense accounts, Dl to D23, make up the Expe'Me 
subsidiary ledger and should follow immediately after the Expense 
control page in the general ledger. 

The PatrO'M', or customers' ,ledger, the only ledger kept by many gin 
associations, is likewise a subsidiary ledger. (See also Appendix.) In 
this, by using a separate sheet for each patron, a complete record of the 
ginning business is afforded. The sum of certain items from all of 
the individual accounts will equal corresponding control accounts in 
the general ledger. For example, the sum of charges for ginning and . 
wrapping for all patrons will equal the Revenue, Ginning and Wrap
ping account in the general ledger. Likewise, the value of the cot
tonseed sold by patrons will equal the total of the Cottonseed Pur
cbases account in the general ledger. Seed cotton ginned and cotton
seed sold to the gin may be similarly verified as to quantity . 

• The term "patron" .. here UlIIlId refers to 1lD), fanner, whether member or DonmembU', utUldng the 
facUlties of a cooperatlve assoclation. The term. "customer" nfen; to DODlarmem who purchase coal, feed, 
or oUiar supplies from a oooparstive U8Oo1a.tloll. 
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Since the information recorded in the Patrons' ledger is topiPd 
directly from the carbon copies of the scale tick .. ts, some bookk .... pel'8 
have successfully uSl'd an envelope fIling system lUI a form of this IMIo1~r. 
That is, an envelope for each patron is fiI .. d alphahptirally in a filing 
cabinet and a triplicate copy of each scale tirket is plarPd in the 
proper envelope at the end of each day. This system is quite ""Ii ... 
factory if care is taken to file the tickets correctly. Bound volumM 
are undesirable for this ledger, as it often hecomes nl'CI'888ry to record 
the ginning business with large producers on two or more wid~ly 
separated pnges. By means of a loose-leaf system, additional sheets 
may be inserted and an account of any size kept together. 

The information needed on the Patrons' ledger may be bri~f or 
elaborate, as the local requirements demand. At.1east it should show

(1) Pounds of seed cotton ginned. 
(2) Weight and number of balll8. 
(3) Total weight of cottonseed ginned. 
(4) Cottonseed "caught." 
(5) Pounds of cottonseed sold, and value. 
(6) Charges for ginning and wrapping. 

Other information may be desirable for the henefit of patrons, but 
one or several of the items listed above will be necessary to the cooper. 
ati~e association in determining patronage dividends. This record 
is also useful in that totals of individual accounts for certain items may 
be proved for accuracy b,. comparison with the corresponding control 
account in the general ledger. 

Under some circumstances, discussed more fully in the sedion on 
relationship of net income, reserves, surplus, and dividends, it is 
desirable to set up a Patr!Yn8' Eq:uity subsidiary ledger, with a corre
sponding account in the general ledger. This record shows hy in· 
dividual accounts, the equity of patrons in amounts set aside 88 

patronage dividends earned but not actually distributed at the time. 
As a matter of convenience and economy, all of the subsidiary ledgers 

except the Patrons' ledger may be placed, in separate sections, in the 
same loose-leaf binder with the general ledger and the same size and 
form of ledger sheet used for nll. Since the page rulings for the Patrons' 
ledger differ from those of the other ledgers, a separate loose-leaf binder 
will probably be needed for it, unless the envelope system is used. 

Other subisidary ledgers which may be found desirable are dis
cussed in connection with the particular circumstances involving 
need for them. 

STATI!ldI!Nn 

The Income and Expense statenlent, together with the balance 
sheet (statement of assets and liabilities), is an orderly grouping of 
the financial data assembled by means of accounting records. In the 
ledger each account is on a separate page and may have numerous 
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entries. In the Income and Expense statement and balance sheet, 
each account is represented by one item. This sum is the balance of 
the corresponding account in the general ledger. 

Form 3 is a suggested arrangement for an income and expense 
statement. This form is not particularly different from those used 
by most cooperative cotton-gin associations. Many bookkeepers 
tend to subdivide the revenue accounts into more departments than 
those shown in this form. For example, coal, feed, and similar items 
are frequently reported in as many groups; and bagging-and-ties is 
often shown separate from ginning. It is entirely correct for these 
subdivisions to be made, but it is doubtful that much additional in
formation is gained by too many subdivisions. Form 3 provides for 
only one expense account for each department other than ginning 
proper. If it is desired to separate the expenses chargeable to cotton, 
for example;into several items, this may be done; but the Income and 
Expense statement will be much longer and therefore more difficult to 
understand. 

It is rea.fu:~d that a portion of some of the items of expense charged 
to ginning proper, as provided by this form, is really incurred in buy
ing and selling cotton, cottonseed, or other products. Since the 
amounts involved are relatively small, however, and since no satis
factory basis for allocating these expenses to the different depart
ments is available, they are shown as expenses of ginning proper. 
Since ginning and wrapping are the primary' activities of a cotton-gin 
association, and as other products are usually bought and sold pri
marily to attract new members and patrons, very little error is intro
duced by charging these items of overhead expense to ginning proper. 
luty direct expenses incurred in the handling of any products should, 
of course, be charged to the expense account of that department. If 
ginning is the main activity, there seems to be little support for the 
theory that a portion of all overhead expenses, such as the manager's 
salary, for example, should be prorated to the other departments. 

The statement of assets and liabilities (the .balance sheet) illus
trated by form 4 does not differ materially in arrangement from finan
cial statements in common use by many cooperative gin associations. 
The balance sheet of a corporation is nothing more than an itemized 
statement of (1) what the corporation owns-its assets, (2) what the 
corporation owes-its liabilities, and (3) its net worth accounts
capital and surplus. The distinguishing feature about a balance 
sheet is that the sum of the assets always exactly equals the sum of 
the liabilities, capital, and surplus." ' 

• Surplus fepnlll8Dts aorumulated earnings or, in the cue of a eoopera.tlve, savinp not yet declared as 
dividends to patroD!l or otbBl'Wiae appropriated for 1IODl6 specific purposo or oontiogenoy. For turLher 
dbcuasloD of this lte-m 188 pp. 7~1. 
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PORloI 3 

SUGGESTED PORM OP INCOME AND EXPENSE STATEMENT 

From .......... to ......... . 

Bale cotton: 
Sal .. to date 

Purchasea and beginning in~ 

ventory 
(Leas) present inventory 

Cost of cotton sold 

Oross income (oal .. I ... cost) 
Expens. of handling cotton 

Net income-bale cotton 
Seed cotton: 

Sale. to date 
Purchases and beginning in

ventory 
(Les.) present inventory 

Cost of seed cotton sold 

Net income-seed cotton 
Cottoneecd 

Sal .. 
Purchases and beginning in

ventory 
(Leas) present inventory 

Cost of cottonseed sold 

Oro88 income (sal.. I... cost) 
Expense of handling cotton

seed 

Net income--cottonseed 

Coal, feed, Bupplies, etc.: 
Sal .. 

Purchasee and beginning in
ventory 

(Leas) present inventory 

Cost of sal .. 

Oro88 income (sal"" I ... cost) 
Handling expenses 

Net income--coal, etc. 

Trading net income--Forwarded 

$ ...... . 

.A """'''' A IIIDII "" ........ 

•....... 

. ...... . 
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FOR'" 3-Continued 

Trading net incom~Brought 
forward 

Ginning and wrapping: 
Ginning tolls, bagging, and 

ties 
Purchases-bagging and ties, 

and beginning inventory 
(Less) Present inventory 

Cost of bagging and ties sold 

Gross income (tolls less cost 
of bagging aod ties) 

Expenses: 
Fuel, power, light, water 
Wages 
Repaire-labor 
Repaire-material 
Supplies and tools 
Lubricating oil and grease 
Manager's salary 
Manager's expense 
Directors' fees 
Office salaries 
Office supplies aod postage 
Telephone and telegrapb 
Insurance and bond premiums 
Auditing and legal 
Advertising and dues 
Drayage-gin only 
Taxee-except Federal income 
Depreciation 

Total ginning expenses 

Net income-ginning and 
wrapping 

Net income from opera
tions. 

Other deductions less other in
come: 

Loss on bad accounts 
Interest and exchange 

Miscellaneous income 

Total net income 

• 
A ..... .. 

$ ........ . 

Qua .... Amou7ll Amoum 
$ ...... . 

$ ...... . 

$ .•....... 

........ . .. " .... 
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FOR .... 

SUGGESTED FORM OF BALANCE SHEET 

A.of ............ ,19 

Current 888ete: 
Cuh in office 
Cash in bank 
Accounts receivable 
No~ receivable 
Inventory (stocks on hand) 

Total current _ets 
Other 888ets: 

ABSIlTB 

Stock 8ubscription notes receivable 
Investments 
Meter deposits 

Total other .....,to 
Fixed _ets: 

Land 
Buildinga 

Leas reserve for deprecation 

Machinery and equipment 
Less reBerve for depreciation 

Furniture and fixtures 
Less reserve for depreciation 

Truck or auto 
Leas reserve for depreciation 

Other fixed assets 
Less reserve for depreciation 

Total fixed aosets 
Prepaid expenses (insurances, etc.) 

Total 8880ts 

$ ........ . 

s ...... . 

.......... 
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FORM ~tinued 

LIABILITIES AND NET WORTH 

Current liabiliti .. : 
Not.. payable (short-time) 
Accounts payable 
Dividends payable 
Accrued expellses: 

Wages and salaries due 
Interest due and unpaid 
Taxes due and unpaid 

Total current liabilities 
Fixed liabilities: 

Mortgagee payable 
Net worth: 

Capital stock-par value $ _____ _ 
per share: 

Authorized ______ shares 
Leos: 

Uniuued 
In treasury 

Outstanding capital stock 
Surplus: 

100percent surplus reserve 
Undivided savings 

Total net worth 

$-------

Totalliabiliti .. and net worth 

$-------

Reconciliation 0' 8UrpiUO 

Balance (preceding balanoe sheet) 
Add: 

Net income 
Other credits to surplus 

Deduct: 
Net 10 .. 
Federal income tax 
Dividends on capital stock @ __ % 
Patronage dividends @ __ per __ _ 

Bala.nce (current balance sheet) 

$-------

$------- -. 
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OPENING OR REVISING THE BOOKS 

THE PROCEDURE to be followed in open~ a Bet of books for 
a cooperative gin a'!8ociation depends somewhat on whether the 

cooperative is just beginning to op~rnte or has operat..,d the previous 
year, and also on the completeness of any books previously kept. 

Suggestions for opening or revising the books, therefore, will be 
discussed under each of the following conditions: 

General kdger properly cloud and balanud.-The revenue and 
expense accounts of the previous year have been correctly closed 
with balances shown for only the asset, liability, and net-worth 
accounts; and the sum of the debit balances is exactly equal to the 
sum of the credit balances. 

An audit only availabk.-In some cases there is no ledger at all, or 
only an incomplete and unbalanced set of accounts of the pre"iollS 
year's business, but an auditor's stawment which has been prepared 
from working papers independent of the books or record~ kept at the 
gin office. 

Preuious accounts incompkte and unbalanced with no audit availabk.
Again there are only some miscellaneous unbalanced records for the 
previous season with no audit or balanced ~tatement of the I18S6ts, 
liabilities, and net worth at the end of the previous year. 

Account8 for a new association and a new plant.-Books for a newly 
organized cooperative building a new gin plant. 

Account8for a new association and an old plant.-Books for a newly 
organized cooperative that buys a second-hand plant. 

GENERAL LEDGER PROPERLY CLOOED AND BALANCED 

If the revenue and expense accounts for the previous year have 
been properly closed, the only accounts that will appear in the ledger 
with balances will be the asset, liability, and net-worth accounts
those which appear on the balance sheet. Opening entries, therefore, 
will not be necessary in the sense of starting a set of books. 

Before any transactions of the eurrent season are posted, a trial 
balance should be taken of the general ledger to prove that it is in 
balance, and to show the active accounts that appear in the ledger. 
This trial balance is merely a list of the accounts having balances, 
with these balances recorded in separate debit and credit coluJJllllJ 
opposite the names of the accounts. If the ledger is in balance, the 
sum of the debit balances will equal the sum of the credit balances. 
JJ the trial balance, as of tbe date the books were closed, shows 
that there were balances in merchandise inventory accounts, such as 
cotton and cottonseed; balances in supply inventory accounts, such 
as fuel; and balances in prepaid expense accounts, such B8 insurance 
paid in advance, it will be neceesary to make journal entries to 



ACCOUNTING PRINCIPLES: COOPERATIVE COTTON GINS 19 

transfer the balances of these bal8Jlce-sheet accounts to the current 
year's operating accounts. Inventory values of cotton, cottonseed, 
and other merchandise for sale should then be traosferred to corre
sponding purchase accounts; inventory values of supply items, such 
as fuel; and balances in prepaid accounts, such as prepaid insurance, 
should be transferred to the proper current expense accounts. Journal 
entries such as these are the only entries necessary to reopen a general 
ledger that has been properly closed. 

On the other hand, credit balances in accrued expense acrounts, 
such as interest, taxes, and salaries due and unpaid as of the date the 
books were closed, should not he transferred to accounts of the 
current year by journal entries, but should remain open as liability 
accounts, e:<actly as any other obligation, until paid. That is, if 
these expenses which were due and unpaid at the time the books were 
closed are paid during the current year, the debit entry recording the 
payment sbould be to these liability accounts rather than to corre
sponding expense accounts. 

In order to illustrate the above principles, assume that the following 
trial balance of the ledger is obtained: 

T&1AL BALANCE APIln. 1. 193" 

DebiU 
$500. 00 B&nk account 

100. 00 Accounts receivable 
120.00 Cotton inventory (2 bales) 
35. 00 Bagging and ties inventory (50 patterns) . 
36. 00 Fuel coal inventory (3 tonal 

500. 00 Land 
6, 000. 00 Buildings 

Reserve for depreciation-buildings 
15, 000. 00 Machinery 

Reserve for depreciation-machinery 
800. 00 Furniture and fixtures 

Reserve for depreciation-furniture and fixtures 
SO. 00 Prepaid insurance 

Accrued interest 
Accrued taxes 
Accrued manager's salary 
Mortgagee payable 

500. 00 Unissued capital stock 
Authorized capital stock 
Surplus 

$900.00 

3,000.00 

240.00 

60.00 
160.00 
150.00 

3,000.00 

15,000.00 
1,131. 00 

$23,641. 00 Total $23,641.00 

If an auditor's statement, as of the date the books were clo~, is 
available, the figures in the trial balance should be compared with the 
audit to make sure that any adjustments or corrections made by the 
auditor were entered in the books. If the balances of the ledger 
accounts, as shown by the trial balance, do not agree with the audit, 
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the auditor should be consulted in ord!'r that any COrm<'UODll or 
adjustments made by the auditor may be enteroo on the books. Th" 
auditor's report should show, among other things, a rt\eonriliation of 
the bank statement and a list of the accounts rereivable. 

When an audit as of the date when the books were c1ost'd is not 
available, the correctne<lS of each of the control accounts (8C('~unts 
for which there are subsidiary ledgers) and of the bank account .hould 
be verified. That is, a list of individual accounts receivable should 
be made to prove that the control of th""e accounts in the gen<lrnl 
ledger ($100 in the above illustration) is the sum of the individual 
accounts in the accounts receivable ledger. Likewise the brunnce B8 

shown by the bank statement, as of the date the books were closed, 
should be reconciled with the bsnk bnlance, 6S.shown by the books 
(see p. 59). 

Assuming that the above questions have been answered satis
factorily, journal entries such 88 are necessary to transfer the m!'r
chandise inventory balances to current purchases, and the prepaid 
insurance and inventory of supplies to current expenses may then be 
made as illustrated on the foUowing page: 



JOUlUrfAL 

I 4 7 .. 
Sundry debit Expense debit Bale ootton bought 

Num- Pounds Aooount Amount Account Amount ber of Amount 
bales of lint 

.. 

2 1,000 $120 

B"l!ging and $35.00 
tles pur-
oh88e8. 

Fuel $36 

InIJur- 50 

• Bnce 

9 10 

Date N arne and expIBna-
tion 

April I Opening cotton in-
ventory to pur-
chases. 

Aprill Openin~ bagging 
and ies in ven-
tory to purchases. 

April I Fuel coal inven-
tory to expenses. 

Aprill Prepaid insurance 
to expense. 

21 

Sundry oredit 

Account Amount 

Cotton inventory $120 

Bagging and ties 
inventory. 

35 

Fuel coal lnven- 36 
tory. 

Prepa.id insurance. 50 

I 
I 
'" 
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As stated above, the accrued t'xpenses shown ~ liabilitif.'8, as of 
tbe date the books were closed, will not be transferred by journal 
entries to II.Ccounts for the current season, 8.8 prepaid expense account.. 
and inventories were transferred. These acc-rued liabilitv accollnts 
will remain on the books 8.8 Iiabiliti .... until paid, at which time the 
payments will be recorded 8.8 debit entries to these accounts Bnd 
thereby cause them to balance out. 

For illustration, assume that the $1.50 item for acerupd manBgl'r'. 
salary due Bnd unpaid 8.8 of the date the books were closed (Mar. 31, 
1935, for example), 8.8 shown by the trial balanc-e of the lodger, Was 
paid by a cbeck on April 15, Bnd that another check of $240 W8.8 

issued on July 1 to pay the semiannual interest on the $3,000 mort
gage. These checks would be recorded in the journal 8.8 ilIustrBted 
below. 

JOIOOIAL 

1 4 9 10 14 

Sundry debit Expense debit Cheek. i_tied 

Date Name Bnd 

Ac- Amount 
explanation Check Account Amount count No. Amount 

--- ------
Accrued SI50 Apr.Vi John .Tonell, I 1150 

salsT'Y Mana,;t:f'r 
Accrued 60 intereat $180 July I First National 2 240 

interest Bank 

Attention is caIled to the difference in handling accrued and prepaid 
items in the ledger accounts in reopening the books at the beginning 
of the new business year. Accrued items are expenses that were 
charged as expenses in the accounts for the prpvious year and shown 
as lisbilities because they were not paid. Prepaid items are expen_ 
of the current year that were paid in advance during the previous 
year and properly shown 8.8 assets, as of the date the books were 
closed. Inventories and prepaid expenses must therefore be tran .... 
ferred by journal entries from tbe asset accounts to corresponding 
purcbase and expense accounts of the current season. 

AN AUDIT ONLy AVAILABLJ! 

The first step in starting a set of books when only an audit of the 
last season's business is to be had, and no balanced ledger accounts 
are available, is to enter in the journal the baJo.nces of tbe accounts 
as sbown in the audit. For illustration, assume that the following 
balance sbeet or statement of assets, lisbilities, and Det worth is 
available: ~. 

·'it 
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Aoam 
Ca.h in bank. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $500 
Land............................................................ 600 
Buildings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $5, 000 
Less reserve for depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I, 000 

4,000 
Machinery and equipment . ................................ . 15,000 
Less reserve for depreciation ........... .................... . 5,000 

10,000 
Office furniture and fixtures . ............................... . 500 
Less reserve for depreciation . .............................. . 100 

400 

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 15, 500 

LIABILITIES AND NET WORTH 

Accounts payable . ............................................... . $500 
4, 000 

10,000 
Mortgages payable .............................................. . 
Authorized capital stock (or memberships) . ......................... . 
Surplus ......... ................. ' .............................. . 1,000 

Total liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. IS, 500 

The aim .~ to enter these figures in the general ledger (form 2) for 
the new year's business. Although it would be possible to enter 
these figures directly in the general ledger from the previous year's 
statement, to make the transactions complett>, the items should first 
be recorded on psge 1 of the journal (form 1). It is suggested that 
no other entries be made on page 1 of the joumal. The entries 
would be made then as follows: 

JOUllNAI. 
Page 1 

1 9 10 21 

Sundry debit Sundry credit 
Date N arne and explanation 

Account Amount Account Amount 

A 2 $500.00 Bank account 
A 9 600.00 Land 
.40.10 5,000.00 Building 

Reserve for depreciation-
AOIO buildings $1,000.00 

.40.11 15,000.00 :Machinery and equip· 
ment 

Reserve for depreciation-
machinery and equip-

A 011 ment 5,000.00 
A 12 500.00 Office furniture and fix-

tures 
Reserve for depreciation-

AOI2 furniture and fixtures 100.00 
Accounts payable BI 500.00 
Mortgages payable B5 4,000.00 
Authorized capital stock B7 10,000.00 
Surplus BIO 1,000.00 

(Opening entries April I, 1935.) I 
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I t will be noted that certain figures shown under _IAI in the 
above balance sheet are omitted from thia journal entry. For 
example, the present value of buildings, 14,000 (the dilferonce betwllIln 
the original cost of $5,000, and the reserve for d"preciation on build
ings of $1,000) is not entered in the journal. Noti .. ", howev"r, that 
tbe $5,000 item for buildings is entered on the I~ft (debit) side of the 
journal and the $1,000 item, reserve for depreciation on buildings, is 
entered on the right (credit) side of the journul. It is not n_ry, 
therefore, for the $4,000 to be entered anywhere in the books 118 it is 
nothing more than the dilferenc~ between the other two items. A 
8imilar procedure is followed with respect to other ......,IAI having an 
associated reserve account for depreciation. 

As soon as the items have been entered in the journal, as illu8trated 
above, it is advisable to add the debits (items on the left) and see 
that the toW equals the sum of the credits (items on the right side of 
the journal sheet). It will be noted that these totals are not the same 
as total assets and totallisbilities shown on the illustrative balance . 
sheet, each of which is $15,500; whereas both the sum of the debit 
items and the sum of the credit items on the illustrative journal 
entry is $21,600. This is because the reserves are deducted from the 
assets in the balance sheet, while they are shown as credit i teme in the 
illustrative journal entry. . 

When it has been determined that the sum of the debits is the 
same as the sum of the credits, as entered on the first page of the 
journal, each of these items may be posted in the general ledger. As 
each item is posted, a check mark (~) should be placed immediately 
after the amounts as recorded in the journal. 

When the above journal entriee have been posted, the .active 
general ledger sheets should be as follows: 

nate Aerount No. A2 

1935 

April I 
------- ---A-U-di-t-b-ala-n-ce---l--F-;-~-o-I ~::: I_~~~~_ 

nate Acoouot No. All 

1935 

April I 

_____________________ 11 Folio I nebl~ ICmru~ 
Audit balance JI $IlOO.OO --------

i!uo.D,"Q 

nate Account No. AIO 

1935 Folio Dcbi~ Cmru~ 

Apnl1 Audit balance JI $5,000.00 
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REeR.VB 1'aa DUlU!ClATION-BUILDDlO 
Date Account No. AOI0 

1935 Folio Debits Credits 

April 1 Audit balance Jl $1,000.00 

Date Account No. All 

1935 Folio Debits Credits 

April 1 Audit balance Jl $15,000.00 

RBSBlI.VB POR DEPIU!CIATION-MACHDfBllY AND EQUIPMENT 

Date Account No. AOll 

1935 Folio Debits Credits 

AprilI' • Audit balance Jl $5,000.00 

Date Account No. A12 

1935 Folio Debits Credits . . 
April 1 Audit balance Jl 1500.00 

RI!8IIR.VB POll DBPlUIClATION-PUlI..Nl"i'Ul\B AND PIXTUIU!8 

Date Account No. A012 

1935 Folio Debits Credits 

April 1 Audit balance Jl $100.00 

Date Account No. Bl 

1935 Folio Debits Credits 

April 1 Audit balance Jl $500. 00 
-

Date 
MOB.TGAGBS PAYABLB 

Aocount No. B5 . 
1935 Folio Debits Credits 

April 1 Audit balance J1 $4,000.00 
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Date A.count No. B7 

1935 Folio Dehlle CrOOII.II 

April 1 Audit balance JI $10,000.00 

Date Account No. BIO 

1935 Folio DehltA Cmdlle 

April I Audit balance JI $1,000.00 

The next step is to take a trial balance of the general ledger to 
prove that the postings from the journal have been made correctly. 
The items in a trial balance of the general ledger at this time, lUI 

shown below, would be the same lUI the journal entries illustrated 
above. 

T ...... IlALANCB Arm. OnNINO Boo .. 

Debile Name of account Credlle . 
$500.00 Bank account 

600.00 Land 
5,000.00 Buildmg 

Reserve for ddreciation-buildings $1,000.00 
15,000.00 Machinery an equipment 

Reserve for depreciation-machinery and equipment 5,000.00 
500.00 Office furniture and fixtureR 

Reserve for depreciation-furnlture and fixtu .... 100.00 
Accounts payable 600.00 
Mortgages payable 4,000.00 
Authorized capital stock 10, OlIO. 00 
SurpJUR 1,000.00 

21,600.00 Total 21,600.00 

The trial balance proves that the accounts have been posted cor
rectly from the journal to the general ledger. Certain other prov
ings may then be made. Unless a list of the Btock owners is already 
available, the several individual accounts in the Stock Ownership 
subsidiary ledger should be totaled in order to make sure that this 
sum is the sarne as that of the Authorized Capital Stock account. 
The only other account as shown by the above trial balance that might 
be represented by a subsidiary ledger is the AOOounts Payable. If the 
number of individual accounts payable is less than four or five, it may 
be desirable to have a separate account for eoch one in the general 
ledger rather than have one control or total account in the general 
ledger with the individual accounts in an Accounts Payable subsidiary 
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ledger. If such a subsidiary ledger is desired, an additional column 
for recording debits and credits to Accounts Payable should be pro
vided on both the debit and the credit sides of the journal (form 1). 

PREVIOUS ACCOUNTS INCOMPLETB AND UNBALANCBD WrrH No AUDIT 
AVAILABLE 

This is the most diflicult of the five situations described above to 
enter properly in a set of books. In case the management and office 
help have been changed since the previous year and no complete 
records have been kept, it may be necessary to originate a balance 
sheet. The balance as shown by the monthly bank statement, less 
any outstanding checks at that time, will be the amount of the Bank 
account. Accounts due from customers and others possibly may 
be found in memorandum books at the gin offiCe, even though a 
balanced set of books was not kept. Such memorandum accounts, 
however, should be verified with the customers. As a rule, inven
tories of cotton, cottonseed, and other products will not have been 
large. Some .well-informed member of the board of directors may 
be consulted about such items. :rr no figures at all are ava.ilable, 
showing the value of land, buildings, machinery and equipment, 
office fixtures, and so forth, separatelYr and if the advice of a com
mercial gin appraiser is not available, a' committee selected from 
the board of directors, acting with the manager and the ginner, 
should be able to appraise the present physical value of these assets. 
The names of the stockholders and the' amount of stock or member
ship fee contributed by each should be obtainable from the secretary 
of the board. Approximate information as to the amount of the 
notes, mortgages, and accounts due to individuals or firms may be 
had from the members of the board. The exact amount of these 
obligation~ may be obtained by writing or otherwise making contact 
with individuals or firms. 

As soon as the assets and liabilities have been determined, the 
amount of surplus (or deficit) may be obtained by subtracting the 
sum of the liabilities and capital stock from the total assets. If the 

, sum of the liabilities and the outstanding capital stock exactly equals 
the book value of the total assets, there will be no Surplus account. 
On the other hand, if the sum of the liabilities and capital stock are 
greater than the total of the assets, the Surplus account will have a 
debit balanoe (a minue surplus), or in other words will be a deficit. 

When a. statement of the assets, liabilities, and surplus (or deficit) 
has been prepared, this statement should be entered in the jOUj,'Jlal 
(fo= 1) and posted to the general ledger (form 2) in the manner 
illustrated above. ' 
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AcooUNTI .oR A NEW AaoaAnoH AND A NIW PLANT 

When the cooperative h88 been organized and the charter obt,ainl'd, 
the first en try to be made in the journal is to record the authorized 
capital stock. This entry is presumably made hf.fore any of the stock 
is sold. Assuming that the authorized capitol stock is 2,000 shart'll 
with a par value of $10 per share, or a total of $20,000, the opening 
journal entry would be 88 follows: 

--
1 9 10 21 

-

Sundry debta Sundry credit. 

Date Name and explan .... 
tion 

-

Aocount Amount Account Amo11n&' 

. U niseued cap;· $20,000 Aug. 1 To record the au- Authorized 120,000 
tal.tock thorizcd capital oapital 

Btock .took 

. As shares of capital stock are BOld, the Cash account and the Stock 
Subscription Notes Receivable account or both 88 the case may be 
are debited, with corresponding credits to the Unissued Capital Stock 
account. No account for Capital Stock Outstanding will appear in 
the ledger. In preparing a balance sheet, however, Capital Stock 
Outstanding will be shown 88 the difference between the amount of 
capital stock authorized aud the amount unissued. In a similar 
manner, the depreciated value of the buildings does not appear in the 
ledger as a separate account bu~ is shown in the balance sheet 88 the 
difference between the original cost of the buildings and the reserve 
for depreciation. 
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To continue with the eatries involving capital stock, assume that 
$10,000 worth of stock has been sold for cash to 200 individuals, 
each. of whom bought five shares, or $50 worth. The journal entry 
will b~ as follows: 

JOUll.NAL 

" 

5 9 10 21 

Cash Sundry credits receipts 
Da~ Name and explanation 

Amount Account Amount 

$10,000.00 To record ~e of capi~ 
tal stock for cash 

Unissued eapi-
tal stock 

$10,000.00 

Credits to the accounts, of . 
co each individual stockholde-r 

in the Stock Ownership 
subsidiary ledger 

, Name Amount 
, 

. 

A $50,00 
B 50.00 

etc. etc. 

The list of storkholders and the llJIloUnt of stock purchased by each 
one is reeorded for two,reasons: (1) To show that the sum of the indi
vidual amounts purchased equals th~ totallUIlount of stock sold, and 
(2) in order that the Stock Ownership subsidiary ledger may be made 
up with a separate page for each stockholder. Only the total amount 
of stock sold, the $10,000, would he posted to the Unissued Capital 
Stock, account in the general:.ledger . 

• 

TSliCi3°-36--3 
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On the other hand, if 100 membel'8 paid only half in cash and gave 
a note for the balance, the above journal entry would be made aa 
follows: 

JOUDIAL 

1 5 21 

C ... h 
Sundry debit receipt& 

(deb.t) 
Sundry credit 

Account Amount Amount Account Amt. 

Stock-subacription notes $2,600 $7,600 Unu.lUed capital .I.o<lk 110,000 

Debits tn the individual accounts Credita to tho acCOUlit ot caeh 
of otnckholdel'8 giving noleo stockholder in the Htock Owner ... 

Ahip subsidiary ledger 

Name Amount Name Amt • 
. -

A $25 A S50 
B 25 B 60 

ete. ctc. ete. etc. 

Although the stock certificates may not be delivered to membel'8 
who give their notes as part payment, each share will probably be made 
out, and in effect issued, although held as security for the payment of 
the note. In most States this stock will carry all the rights as to 
voting and dividends of stock fully paid for in cash even though both 
stock and patronage dividends are applied to the payment of the note. 

To continue with the journal entries, 8!l8ume that the following 
transactions have taken place: 

(1) That $5,000 collected from the sale of stock hll8 been deposited 
in the bank. 

(2) That land costing $1,000 has been bought and paid for by check. 
(3) That the gin buildings have been built under contract, including 

all material and labor, at a cost of $5,000, for which a note secured by 
a mortgage has been given in payment. 

(4) That new gin machinery and equipment costing $14,000 has 
been purchased and installed, for which a check for S3,500 and a note 
and mortgage for S10,500 have been given in payment. 

(5) That office furniture and fixtures costing S100 have been bought 
on open account. 

These transactions will be entered in the journal as illustrated on 
the following page. 



JOUllNAL 

1 • 2 9 10 14 16 21 

Sundry debit Bank Checks issued C .. h Sundry credit deposit credit 

Date Name and explanation 
Check 

Account Amount. Amount num- Amount Amount Account Amount 
ber 

SI,OOO.OO 
$5,000.00 April 1 First National Bank, deposit $6,000.00 

Land April 2 Land Co., 1 block 1 $1,000.00 
Buildings 5,000.00 April 3 Building Co., contract Mortgages pay- $5,000.00 

able 
Gin maehin- 14,000.00 April 4 Gin Machinery Co., machin- 2 3,500.00 Mortgages pay- 10,500.00 

ery ery installed able 
Furniture and 100.00 Olliee Supply Co., desk and Accounts pay- 100.00 

fixtures saf. able 
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Stoc~ Ownn$hiP Record. 

It will now be necessary to open a Stock Ownership 8ubsidiary ledger 
in which the stock sold to each individual stockholder will be rec,ord .. {\ 
on a separate sheet. For example, an account in this 8ubsidiary 
ledger would be opened for A and the amount. of stock ptlrchB8l'd by 
him would be posted to the credit side of his account from the jotlmal 
entry shown above. Similar accounts would likewise be open .. d for 
each of the other stockholders. The total of these several accounts 
in the Stock Ownership subsidiary ledger will at. all times exactly 
equal the difference between the authorized and unissued 8tock. 

Srocr. OwmUHIl' SUM.IDLUT Lmou. 
ACCOUNT or A 

Date Folio Debita Credlta 

1935: 
July 25 Btock certificate no. - JI asO.oo 

Entries in the Stock Ownership subsidiary ledger will be made oaly 
when stock is sold, transferred, or repurchased by the association. 
If both common and preferred stock is issued, two stock ownership 
ledgers will be needed. For nonstock cooperatives, tile original 
membership fee (not the annual dues) should be set up in the balance 
sheet as a capital investment. The combined total of the membership 
fees (not the annual dues) should be shown in the general ledger 
accounts for a nonstock associstion in the same way capital 8tock is 
shown for a stock organization. That is, if a oooperative is organized 
by 50 members and the original membership fee is $3, all of which is 
paid in cash, the first entry to be made should be as follow8: 

]OUJUfAJ. 

5 9 10 21 

Bundry credita 
Cash Date Name and explanation receipta 

Aceount Amouot. 

$150. 00 (Subscribers' names) Memher.hip ,_ '150. 00 

The $150 credit item should be posted to a Membership Feee 
account in the general ledger, with postinga to each member'8 account 
in the Membership subsidiary ledger. Since memberships in DOnatock 
associstions are usually not transferable, it is not necessery to have a 
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separate sheet or page for each member of such an association as in 
the case of a cooperative which has capital stock. That is, any 
ordinary daybook will do for a membership register as the names of the 
members may be written in successive lines of the same page. The 
sum of the amounts contributed by the members as membership fees 
should at all times be equal to the Membership Fees control account 
in the general ledger . 

If stock subscription notes are given, another subsidiary ledger 
will also be needed to record on a separate sheet the stock subscription 
note of each member. Of course, the notes themselves can be used as 
a subsidiary ledger, and payments made from time to time recorded 
directly on the notes, with a total of all payments entered through the 
journal to the control account in the general ledger. 

No entries other than the sale of the capital stock should be re
corded on page 1 of the journal, since the entries necessary to record 
the amount of stock sold to each individual, and the amount of the 
stock subscription notes received from those that did not pay cash, 
must be m"ade in addition to the entries necessary to show the total 
stock sold, the total cash received, and the total amount of sub
scription notes. 

}{ous Given fO'f Capital Pu.poses 

A nonstock cooperative association that obtains initial funds by 
giving the note of the association to members in exchange for cash 
should keep a subsidiary ledger for these notes due to members, with 
a corresponding control account in the general ledger. Such notes 
are liabilities in much the same way as money borrowed from a bank; 
that is, the association as a business organization owes its members as 
individuals for these initial funds. 

A situation even more complicated results when all or part of the 
members make promissory notes to the cooperative to be used by 
the association as collateral in borrowing money. If such notes are 
given in payment for stock, they are merely stock subscription 
notes, or an asset of the association. If, however, the cooperative 
association is a nonstock organization, it should in turn give some 
evidence of this indebtedness to each of the members, either in the 
form of a promissory note or by setting up on the books an account 
payable to each member. The note given by each member to the 
association for use as collateral for loans is an asset of the associa
tion, while the note or other evidence of indebtedness given by the 
association to each of the members is a contingent liability. 

The association has two possible methods of raising funds on 
members' notes: (1) The notes may be discounted by 8; bank, or 
(2) they may be used as collateral to secure notes given by the 
association to a bank. If the notes given by members are discounted 
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by some individual or bank for cash, it will be necessary to s~t up an 
additional general ledger account, Notes Receivable Di.counwd, 
which would be credited with the amount of the nows di.rounl<·d 
with corresponding debit entries to the Cash or Bank account, and 
to the expense account Interest (discount) and Exchange. As an 
example, assuming that certain notes giver;! by membel'B in the 
amount of $500 were discounted at the bank, the transactions would 
he recorded as follows: 

JOUaMAL 

4 5 9 10 21 

.. 
Cash 

Expense debit re- Sundry credit 
ceipts Date N arne and explana-

tion • 
Account Amt. Amt. Account ADit. 

. 
D 23 $50. 00 $450. 00 Notc8 of memhcrs NotCH receiv- $;'00. 00 

discounted lor able dill-
caoh counted 

.. 

It appea.rs at first that the credit entry in the above illustration 
should be to Notes Receivable, and if the note is sold outright with
out the association's endorsement or guarantee of payment this will 
be true. If the association is liable as an endorsee, in case the original 
payor does not pay the note, however, this possible or contingent 
liability should be shown on the books by setting up the Notes Re
ceivable Discounted account as shown by the above ilIu8tration. 
When the member pays his note to the bank or individual r who holds 
it, the entry in the association's books will be as follows: 

JOUI.NAL 

1 9 10 21 

Sundry debit 
Name and 

Sundry credit 
Date explanation 

Account Amt. Account Amt. 

Notes receivable $500.00 Discounted note Note. receiv- $500.00 
discounted. paid by maker 

to holder of 
able. 

note 

7 Payment will not be made &0 tbI lIIIIOdation. lhoug.b tbe MIOclalIon may receive the ~J1UDt 10 .. 
credited to the 8000UDt ot the bold.,.. of tbe DOte. 

In this assumed case the association would still owe the membel'B 
who had paid these notes. That is, these members would have a 



ACCotrNTL~G PRINCIPLES: COOPERATIVE COTTON GINS 35 
* • 

claim on the assets of the association similar to the cla.im of owners 
of capital stock in a capital-stock organization. 

If, insread of being sold or discounted, the note of the member is 
used as security or collateral on which to borrow money, no additional 
entry is necessary in the books of the association since the coopera
tive still, in effect, owne the note. In recording the loan from the 
bank, however, there should be a debit to Bank Deposit and a credit 
to Notes Payable. It is, of course, desirable to make a memorandum 
on the Notes Receivable subsidiary ledger that these notes given to 
the association by the members have been deposited with the. bank as 
collateral to secure the loan. If a member pays his note while it is 
still on deposit as security, the association should thereupon remit 
the cash received to the firm holding the member's note as collateral. 
When this note has been returned to the association it should be 
handed over, duly canceled, to the member. 

LInd,' Building, and ou... Aa:ount.s 

The above journal entries are given for simple illustrative purposes 
and are by no means all that will be required in recording the original 
investment in land, buildings, gin machinery, office fixtures, and 
other assets. For example, there may be the costs of securing the 
charter, drawing up articles of incorporation and bylaws, of printiog 
capital-stock certificates, and oommissions or other expenses involved 
in the sale of capital stock, all of which should be charged to an 
organization expense account. 

In addition to the actual purchase price paid for land, there will 
be the attorney's fee for examination of abstract of title and the 
recording fees for having deeds and possibly other necessary papers 
recorded. Such items should be charged to the Land account as 
they are in reality additions to the cost of the land and not separate 
expenses. . 

It may be that instead of having the gin buildings erected under 
contract for a fixed price, as assumed in the first illustration ahove, 
the cooperative will buy its own material and employ its own labor 
for the construction of these buildings. In this case, each bill for 
material and each check for labor will be a part of the total cost of the 
buildings and not an expense item. Likewise, freight and drayage on 
building material and the cost of any excavation work will be a part of 
the cost of the buildings. The corresponding credit entries for any 
material purchased on open account or with a note should be under 
Accounts Payable or Notes Payable, respectively. . 

Frequently a stockholder who has given his note in part or full 
payment for stock may 'Work on the construction of the gin building 
and allow the wages for such labor to be applied on the payment of 
his note without a check or cash being given or received. In such 
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cases the trlUlS8Ctions should be recorded by charging the amount of 
his labor to the Building 8000unt with a COrrt18ponding e.redit to 
Stock Subscription Notes. This credit should be made to his 
8000unt in the subsidiary ledger, as well as to the total or e.ontrol 
account in the general ledger, in the same manner as though the 
transaction had been in cash. 

H the gin machinery is purchased with the agreement that the 
cooperative is to make its own installation, not only the purchase 
price of the machinery iself, but alliahor and other installation costa 
should be charged to the Machinery and Equipment account. Freight 
and drayage on any of the machinery and equipment should also he 
charged to this 8000un t. 

AccoUN'l'8 POI!. A NEW AsIoctAnoN AND AN OLD PLANT 

When a. new cooperative gin association buys an old gin, the en
tries for the stock sales are similar to those dt'-8Cribed in the previous 
section. The entries for the "building, machinery, and such items 
will be slightly different. For illustration, !l88ume that the same 
stock sales have been made and recorded as in the first illustration, 
but that instead of buying a new gin, a second-hand gin including the 
land, building, machinery, and office fixtures, is bought for 110,000; 
that $1,000 of the purchase price is paid by check, and that a note 
for $9,000 is given for the balance. 

The first task is to split up the $10,000 purchase price into land, 
buildings, machinery, office fixtures, and any other fixed assets that 
have been acquired. This apportionment of the cost of these 8000unts 
for entry in the books is neceesnry if a complete set of records is to be 
kept. A committee made up of the members of the board of directors, 
the manager, the ginner, and perhaps some local businessmen can 
appraise the value of eac;h of these assets so that the total will equal 
$10,000, the purchase price. Asswiring that the following appraisal 
is made: Land, $500; building, $3,000; machinery, $6,300; and office 
furniture and fixtures, $200; the journal entry should be au shown on 
page 37. 



I 9 

Sundry debit 

Date 

Account Amount 

Land $500.00 

}APrll I 
Building 3.000.00 
Machinery 6,300.00 
Office furniture and fix- 200.00 

tUrcs 

JOUIlNAL 

10 14 

Checks is.ued 

Name and explanation 

Check no. Amount 

rormer Gin Co. to record the }' pllrchu6 of plant from for- SI, 000. 00 
mer owners 

21 

Sundry c .. dlll 

Account Amount 

Note. payable S9,000.00 

I 
I 
I 
~ 
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KEEPING THE RECORDS 

DURING TIIlI INAcnv. SBAION 

M ANY COOPERATIVE gin associations are quite inactive in the 
spring and summer, but in practically every c ..... !!Orne pay

ments and coll~tions are made. As a rule, some repnir work iR don~; 
some miscellaneous sales are made in cleaning up remnants of cotton 
and cottonseed; some feed or some...,..d for planting is bought from and 
sold to farmers, and other small business transactions take place. 
These transactions may be easily overlooked, as the bookk .... per orten 
is not employed until just before ginning starts, and the only record. 
available to him are the origino.l memoranda, such as c1Jeck stubs, 
deposit slips, or sales tickets. If a gin is quits inactive during the 
spring and summer, all the transactions for this period may be entered 
in the journal (form 1) and posted to the ledger (form 2) at one time, 
just before the ginning season begins. Of course, it is desirable that 
transactions be entered in the journal and posted in the ledger 
monthly, even during this inactive period. 

The recording during the inactive period of some transact.ions, such 
&8 repair labor, and the payment of expenses accrued at the end of the 
previous year, require special consideration. Repair labor is quits 
difi'erent from operating wages; in fact, it is nearly the same 88 

repairs. For example, if a set of saws is sent to the machine shop to 
be filed and the machine sh<J'p charges $15, it is clear that the check in 
payment should be charged to the Repairs expense account. If, 
on the other hand, someone is hired locally to file the saws, the check 
in payment of such services should be for wages, but not operating 
wages. For these reasons, a separats expense account should be kept 
for repair labor. The Federal income-tax blanks call for all three of 
these expense iteIns: Wages, repair labor, and repair material. 

Additions <Inti Rcplactment. of M4Chinery, Equipment, <Inti Buildingl 

Additions, replacements, ao.le or junking of machinery, eq uipment or 
buildings sometimes involves probleIns for the bookkeeper. When 
additional machinery is installed I the debit journo.l entry is made in 
the Machinery and Equipment account. For example, if a sprinkler 
system is installed as an addition to, rather than a replacement of the 
previous fire-fighting equipment, the invoice cost of the sprinkler 
together with incoming freight or drayage charges and the cost of 
installation, including labor, should be added to the Machinery and 
Equipment account. If the sprinkler was bought for cash, the corre
sponding journal credit entry would be in the C,'hecks Issuf'.d column; 
if bought on open account, the journal credit entry would be in 

• u. s. Treasury Del*1mSDt. B~ of lDterDaI Reveoue. 0100 •• , ... .1 D&J'&IICU'I1OW .uw ouo
z.aczMCIi. B. I. T. BulL P J 37 pp. 11131. 
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Accounts Payable; and if a note was given in payment, the credit 
entry would be in Notes Payable. 

Replacements are entered in the books in much the same way as 
additions with the exception that additional journal entries are 
necessary to remove the replaced machine from the Machinery and 
Equipment account and also from the corresponding Reserve for 
Depreciation account. For example, assume that a new cleaner 
costing $1,200 (including freight, drayage, and installation) is bought 
to replace another cle8Jler bought 6 years ago for $800. Assume 
also that the depreciation rate used on gin maehinery during the last 
6 years has been 6% percent, and that the old cle8Jler has no junk 
value. Since the old cle8Jler has been in use only 6 years, the total 
depreciation on it, at 6% percent per year, will be only 40 percent of 
the original cost, or $320. For this illustrative case, therefore, the 
Machinery and Equipment account will be credited with $800, with 
corresponding debit entries of $320·to Reserve for Depreciation
Machinery and $480 to Surplus. The debit surplus entry will be 
recorded is a loss occasioned by the fact that estimated depreciation 
during the useful life of the cle8Jler was insufficient to reclaim its 
original cost. The above journal entries may be illustrated as fol
lows: 



1 9 

Sundry debit 

Date 
Aocount Amount 

Reaen"9 for depreciation-ma- $320. 00 }~pril16 chinery and equipment 
Surplul 480. 00 

Machinery and equipment 1,200.00 April !lO 

]OUJ..NAL 

10 21 

Sundry credit 

Name and explanation 
• Account 

Old cleaner removed; no aalvage value {Machinery and eqnip-
ment 

Machinery Co. (new cleaner installed) Accounts payable 

Amount 

} 1800. 00 

1,200. IX! 

.... o 
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When the above entries are posted to the general ledger, the 
Machinery and Equipment account will have been debited with 
$1,200 and credited with $800, or & net increase of $400. The debit 
of $480 to the Surplus account in the above illustration means that 
a loss has been taken in the junking of the old cleaner over and above 
the amount previously deducted as depreciation. 

Had the old cleaner been used 12 years instead of 6, and had it 
been traded in on the new cleaner for $200, the journal entries would 
be somewhat different. The original cost of the old cleaner would be 
deducted from the Machinery and Equipment 'account and the cost 
of the new cleaner would be added by making the following journal 
entry: 



JOUBNAL 

1 9 10 21 

Sundry debit Sundry credit 

Date Name and explanation 
Account Amount Account Amoun' 

Reserve for depreciation--ma- $640.00 
}APrilI5 

{Machinery and equip- $800. 00 
chinery and equiprnt'nt Old cleaner traded in on Dew cleaner ment 

Aoooullla payable (Machinery Co.) 200. 00 Surplua 40.00 

Machinery and equipment 1,200.00 April 20 Machinery Co. (new cleaner installed) 'AceounUo payablt> 1,200.00 
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In this illustration the net increase in the Machinery and Equip
ment account is the same as for the first illustration. The debit 
to the depreciation reserve for machinery naturally is greater than 
on the previous illustration since the assumed use is for a period of 
12 years instead of 6. Since the amount previously deducted as 
depreciation expense and set up as a reserve ($640) plus the trade-in 
or junk value of the old cleaner is more than the original cost of the 
old cleaner, the difference ($40) will be a credit to Surplus. This 
credit to the Surplus account in the journal means that more 
depreciation was estimated during the 12 years use of the cleaner 
than was actually sustained. The $40, therefore, is in the nature of 
a profit rather than a loss, as shown in the first illustration. 

DuRING THE GINNING SEASON 

The transactions to be recorded during the ginning season naturally 
group themselves into four divisions: (1) Ginning and wrapping, 
which is closely associated with seed buying; (2) purchases of cotton 
and oth~,- products bought for subsequent sale; (3) sales; and (4) 
expenses. 

All of these transactions must be recorded first in the journal, in 
the order in which they occur, and the totals therefrom transferred 
to the ledger where totals from similar transactions are grouped to
gether morith by month. 

It is possible to enter all of these transactions through the one 
journal form illustrated by form 1. However, if the business is large 
enough to justify subdivisions of this record, a cotton purchase 
journal, a sales journal, a cash book, and other books may be added. 
The following discussion will proceed, however, under the assumption 
that only. one journal, similar to that illustrated by form I, will be 
used. As stated above, columns other than the ones shown on this 
form may be added, or some of those shown may be omitted. 

Ginning, Sale. of Bagging <lnd 'Tie., <lnd Purchase. of Cottonseed 

When entering in the journal the memoranda on ginning and seed 
buying, the scale tickets for anyone day should be entered consecu
tively. (See also Appendix.) Variations may occur, however, in 
recording the ginning of different bales of cotton. For illustration, 
(1) commonly the patron sells his cottonseed to the gin and receives 
in exchange the ginning and wrapping, and a small rebate check. 
The Cottonseed Bought column is debited with the value of the 
seed, and offsetting credit items totaling the same amount are entered 
in the Ginning, Bagging, and Ties column, and in the Checks Issued 
column. (2) The patron may catch his cottonseed; that is, retain 
the seed for his own use, and pay cash for his ginning. The cash paid 
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by the patron is recorded in the Cash Receipts column (a debit), and 
the balancing credit entry will be found in the ginning revenue account 
in the Ginning, Bagging, and Tiee column. (3) Again the patron 
may catch his seed and charge the ginning, in which case the AccounlAl 
Receivable Debit column ehows the debit item and the Ginning, Bog
ging, and Ties column the credit item. (4) The next patron may sell 
his cottonseed, but request that the amolmt of the rebate check be 
credited to his account for itelJl8 previously charged. In this c","" 
the value of the seed bought by the gin is the debit item and the 
balancing credit items are the cost of ginning and wrapping and the 
amount entered in the Accounts Receivable Credit column. Any 
number of otber combinations may occur. The principle to be 
followed is that the gin ehould charge or debit everything that is 
received from the patron, and credit everything givell the patron, 
so that, for each bale ginned the sum of the debits will equal the 811m 
of the credits. The journal entriee ehown on page 45 i11l18trate 
these four situations. 



JOUP.NAL 

3 5 8 9 10 13 14 16 

Accounts Cash Accounta
lio 

receiva.ble, receipts Cottonseed bought Ginning, Checks issued receivable, 
debit Date Name and explanation bagging, credit 

and ties 

Amount Amount Pound. Amount Check no. Amount Amount 

1,000 $20.00 Patron No.1 • $5. 80 1 $14. 20 
$5.50 Patron No.2 5.50 

$5.65 Patron No.3 5.65 
1,100 22. 00 Patron No.4 6.10 $15. 90 
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It should be noted that lor every hale ginnpd, the' total charge for 
ginning and wrapping is always entered in the Ginning, Bagging, and 
Ties column in the journal, regardless of wh"tllrr the rotton8l'Pd is 
bought and the cost of ginning deducted from the amount paid for 
the seed; whether cash is paid for the ginning; the ginning is charged; 
or some other manner of settlement is used. Moreover, the amount 
to be entered in the Cottonseed Bought column is the full amount 
paid for the seed, before any deductions are made, and not just the 
amount of any rebate check issued. 

&cd Cotton Ran",,"" 

Practically every cotton-gin association buys some seed cotton, 
either as remnants or in bale lots, Vanous methods for recording the 
purchase, ginning, and sale of this cotton are used.· Since purch88El8 
of cotton and cottonseed, ginning revenues, salrs of bagging and ties, 
and sales of bale cotton are all involved in handling seed cotton the 
method used in recording such transactions should take into considera
tion all of these accounts. 

Perhaps the easiest and at the same time the most accurate method 
is to record the transactions in the journ .. l WI follows: 

L Record the purchase of the seed cotton in the journal from the 
information on the stub or duplicate of tbe check issued in payment 
by debiting Seed Cotton Purchased and crediting the Bank account 
(Checks Issued). 

2. When a part or all of this seed cotton is subsequently ginned, 
make out a scale ticket in the name of the WISOciation exactly as is 
done for a patron. Enter the scale ticket in the journal exactly as 
for custom ginning, but instead of issuing a seed rebate check to the 
association for the excess of the value of the seed over the charge for 
ginning and wrapping, enter the amount of the rebate in the credit 
column, Seed Cotton Products Sold.'o 

The cottonseed and the ginning departments will no doubt make a 
book profit at the expense of seed cotton as a result of recording the 
ginning of purchased seed cotton in this way; however, since the seed 
cotton department is seldom charged with any of the additional labor, 
storage, and other handling costs, there is little justification for allow
ing all of the net income, if any, that is made on seed cotton to accrue 
to that department . 

• H.l.TBCOCK, JAlfU 8.-PIUCftCU AIID COftI 0' ronolt..onf OP&JLA.TlOJIL lW .OBftI-nlITUL DSd, 
19U-26, U. B. Dept. Agr. Tech. Boll. J3, p. 2L 1m; and 8w.t.&TBOtT'I'. A. V,lllJd Baxau, 1. A.-a "WI" 
OJ' .&a:OUlfTJNO WOR cono. GOflOBDII, U. 8. DepL Agr. Bull. SI86, p • .36, urn . 

.. TecImICBllytbe exOflSll ottbe value oftbecottooaeed ov .. the charge torllonJDR' lind wrapplDl.bou.Id be 
credited &0 8B8d cotton purcbues rat. Ulan ent.end • __ of -' CUlkin prodad8 .. 1& .. in r.lit, II 
dedocticm. from COlt ratbel' thaD au actual sale. 
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3. The sale of the bales ginned from this seed cotton may be re
corded in either of two ways; (a) at the time these bales are sold, debit 
Cash Received and credit Seed Cotton Products Sold, or (b) at the 
time the seed cotton is ginned, debit Bale Cotton Bought and credit 
Seed Cotton Products Sold with the market value of these bales. 

Purchtu .. of Cotton 

After the ginning scale tickets have been recorded in the journal 
the next group of transactions to be recorded is purchases, particul.arly 
of bale cotton. The amount of the check is the credit item which 
should be entered in the Checks Issued column. The corresponding. 
debit should be in the column showing bale cotton bought. When 
a separate bank account is kept for the purchase and sale of bale cotton 
an additional Checks Issued column on the credit side of the journal 
and. an additional Bank Deposit column on the debit side are neces
sary. 

When th~ gin association buys a bale of cotton on which the patron 
has not paid the ginning charge, it is a comnion practice to deduct the 
cost of ginning from the check or bill of exchange issued in payment 
for the cotton. If notation that the ginning charge has been deducted 
is made on the check stub, the debit for the total purchase price of 
the cotton should be entered in the column Bale Cotton Bought, with 
corresponding credits to the Checks Issued column for the net amount 
of the check, and a credit to Accounts Receivable for the amount 
of the ginning deducted. Deductions from any checks issued to 
patrons of amounts to be credited on account should be handled in 
the same :manner. .. 

Bills of exchange, if handled as such by the bank, require special 
mention. As a rule, banks handle bills of exchange exactly as they 
handle checks, and if this practice is followed the bills of exchange 
issued for cotton should be recorded in exactly the same manner as 
checks. Sometimes, however, bills of exchange may not be charged to 
the association's account when paid at the bank, as a check is charged, 
but will be held by the bank until the cotton represented by them has 
been sold. When bills of exchange are held by the bank in this 
fashion, they should be entered in the journal, in a column headed 
"Bills of Exchange", separate from the Checks Issued column. If 
this is done, an account in the general ledger under the title "Bills of 
Exchange Issued and Paid" will be needed. The total of the Bills 
of Exchange column in the journal should be posted to the 'Credit 
column of this general ledger account. 

'When the bank charges a number of these bills of exchange, which 
have been paid, and sends a notice of the amount so charged, the proper 
entry in the journal will be & debit to Bills of Exchange in the Sundry 
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Debit column of the journal, with a coJTeSponding credit to the 
regular Checks Issued column. Il the bank also adds a charge 
for handling these billa of exchange as such, it will be nec_ary to 
debit the Interest and Exchange expense ac(",Qunt with Ule amount 
added; since the credit item in the journal, the total amount charg .. d 
against the association's account by the bank, will be larg .. r than Ule 
amount of the billa of exchange paid, by the amount of intertlllt or 
other handling chargee made at the bank. These charges are to be 
distinguished from exchange which may be deducted from the 
amount of a draft when cotton is sold and a draft is drawn on the 
buyer for the total amount of the sale. The r('cording of such deduc
tions, however, will be discussed in the following section under sales 
of cotton and cottonseed. 

Deductions frum Chtc~. to Patrom 

It is the policy of many cooperative gin associations to do busin_ 
strictly on a cash basis, and carry on their books no charge accounts 
(accounts receivable) with patrons. Il this practiCAl is followed by an 
association, neither the Accounts Receivable Debit column nor the 
Accounts Receivable Credit column will be needed in the journal. 
Such associations, however, when the patron "catches" his cotton
seed, are frequently called upon to wait for payment of the ginning 
charges until the cotton has been sold. Tbis transaction may be 
handled exactly as a cMh transaction, by holding a memorandum or 
a copy of the scale ticket marked "cash" in the drawer 88 cash until 
the ginning charge is paid. When this amount is later paid in cash, 
or by check, no additional book entry is necessary. The scale ticket 
which was made out (and entered in the journal as cash received) at 
the time the bale was ginned is simply given to the patron. 

If the owner sells the bale of cotton to the gin and requests that the 
ginning cbarge be deducted from the amount of the check, the check 
stub should be made out, for example, as follows: 
Coat of cotton __________ . _________________________________________ SOO.OO 
Less ginning_____________ __ __ _ _ __ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ __ _ _ _ _ 5.00 

Amount of check________________ ___________ ____________ ____ 45.00 

In this case the cost of the cotton ($50) is entered in the Cotton 
Bought column, the amount of the check ($45) in the Checks Issued 
column, and the amount deducted for ginning ($5) in the Cash 
Credit column, eince the scale ticket which has been held as cash is 
now surrendered. This method of handling accounts that run only 
a few days makes it unnecessary to open accounts in the Accounts 
Receivable subsidiary ledger (when one is used) for patrons who 
have only a few items charged each season. This method of handling 
charge accounts is used quite sati~actorily by most of the line gin 
compames. 
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For convenience, the journal should have as many "sales" columns 
as there are products sold frequently or in any appreciable quantity. 
Every cooperative gin association sells cottonseed and many sell in 
addition, cotton, coal, feed, and other commodities. A product that 
is sold only occasionally may be entered in' the Sundry Credit 
column and posted to the ledger as an individual transaction rather 
than a column total. It will probably be found advisable to have one 
miscellaneous sales column through which the sale of minor products 
such as coal, feed, and supplies may be entered and later posted to 
the ledger as one account. The local sales of cottonseed as well as 
the car-lot sales should be recorded in the Cottonseed Sold column. 
The weight as well as the amount should be recorded and transferred 
to the Cottonseed Sales account when the total of the column is 
posted to the general ledger. 

The debit items corresponding to the above credit items should be 
made on thllleft side of the journal. If cash is received, the amount 
will be entered in the Cash Receipts column. Likewise, if it is a charge 
sale, the amount will be entered in the Accounts Receivable Debit 
column. 

Cash received for ginning at the time cotton is ginned should be 
indicated on the scale ticket so that & separate cash receipt will not 
be necessary. In recording this scale ticket in the journal, the amount 
of cash received should be the debit entry in the Cash Receipts col
umn, offsetting the Ginning, Bagging, and Ties entry on the credit 
side of the journal. 

The debit in the Cash Receipts column from a cash sale of coal, feed, 
or other products, will likewise be made directly from the scale ticket 
or invoice without any necessity for making out a special cash receipt. 

The cash receipt book should be used only for the collection of cash 
on statements or invoices previously made out and charged, and for 
the receipt of money in payment of interest, rebates on insurance 
premiums, and similar items. These cash receipts should be entered 
in the journal at the end of each day. 

The proper entries for car-lot sales of cottonseed depend somewhat 
on the conditions of the sale. If, for example, a car is shipped to an 
oil mill under an "open" or "straight" bill of lading, the credit is to 
Cottonseed Sold and the debit to Accounts Receivable. This entry 
is illustrated as car no 1, below. The oil mill may send & check as 
soon as the car has been received, in which csse the necessary entry 
will be a credit to Accounts Receivable and & debit to Cash Receipts; 
or, the association may draw a sight draft on the oil mill after the 
weight outturn for the car of cottonseed has been received. 

If it should be desirable to keep accounts with oil mills separate 
from charge &CCounts with individuals, the charges and credits to the 
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oil mills may be entered in the Sundry Debit and Sundry Cl'I'(lit 
columns of the journal and transactions with OOI'h oil mill tran"f~rrp<1 
to a separate sheet in the general ledger instead of to a sh~t in the 
Accounts Receivable subsidiary lP<lger. 

If a car of seed is shipped under bill of lading with draft attsched, 
there will be two entries to be made on each side of the journal. Tho 
weight and amount of the seed should be entl1rpd in the Cottonseed 
Sold column with a corresponding debit to the Bank Deposit column. 
In addition, the oil mill should be credited with the amount of the 
draft in the Accounts Receivable Credit column (or in the Sundry 
Credit column) and debited or charged with the car of sef'd (by roil
road car number) in the Accounts Receivable Debit column (or in 
the Sundry Debit column). When the outturn on the car of 8<'ed 
is received from the oil mill, the mill's account is charged (if the 
association's draft was less than the value of the cottonReed according 
to the mill's weights) with a corresponding credit in the Cotton ... ed 
Sold column. If the mill later sends a check for the amount, its ac
count will be credited and there will be a corresponding debit in the 
Cash Receipts column. 

If, on the other hand, the draft is drawn for more than the value of 
the cottonseed, according to the mill's weights, the entry to be made 
in recording the outturn, will be a credit to the account of the oil mill 
in the Accounts Receivable Credit column (or Sundry Credit col
umn), with a corresponding debit to cottonseed sales in tbe Sundry 
Debit column. Since, obviously, there will not be a CottolU!eed 
Sold column on the debit. or left-hand side of the journal, the entry 
will be made in the Sundry Debit column and posted individually 
to the debit column of the Cottonseed Sales account in the general 
ledger. (See illustration below, car no. 2.) When, later, a check 
is issued to the mill to cover the amount overdrawn, the credit entry 
will be in the Checks Issued column, with a corresponding debit 
entry to the oil mill's account in the Accounts Receivable debit col
umn (orin the &.undry Debit column). However, these small amounts 
resulting from overdrawing or underdrawing, may not be paid on 
each car but instead may be settled by one check from or to the oil 
mill at the end of the season. 

Truck shipments of cottonseed are perhaps the most difficult to 
enter properly. If the oil mill remits by check, for each truck load, 
these sales may be recorded just as local cash sales. If, however, the 
oil mill remits weekly, it will probably be more satisfactory to keep 
the weight of sales by truck loads in a memorandum book, and not 
enter them as sales until an invoice has been received from the oil 
mill. If the mill sends a check with the invoice, the transaction may 
be entered as a cash sale or by means of a double entry, as described 
above for a car-lot shipment under draft and bill of lading. (See also 
the last liIul in the follo)vi.ng illustration.) 



I 2 5 9 

Sundry debit Bank Cash 
deposit receipts 

Date 

Account Amount Amount Amount 

Cottonseed Oil Co. $600 

Cottonseed Oil Co. 10 $610 

Cottonseed Oil Co. 600 $600 

Cottonseed sales 10 
Cottonseed Oil Co. 480 480 

joUltNAL 

10 19 

Cottonseed sold 
Name and ex-

planation 
Pounds Amount 

Bill of lading, open, car 
no. 1 

40,000 $600 

Outturn, car. no. 1 and 10 
check 

Bill of lading with draft, 
car no. 2 

40,600 600 

Outturn, car no. 2 
Local oil-mill truck sales 24,000 480 

21 

Sundry credit 

Account 

Cottonseed Oil Co. 

Cottonseed Oil Co. 

Cottonseed Oil Co. 
Cottonseed Oil Co. 

Amount 

$610 

600 

10 
480 

" o o 

I 
i 
i 
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It is a common practice for gin associations to buy bagging and til'll, 
as well as other supplies, from oil mills. Wh('o this is done, it is much 
easier from the standpoint of rec{)rds, for the association to i .... ull it .. 
check for items purchased from the oil mill and receive the oil mill'. 
check for the full volue of seed purchased by the mill. 

Exprn.e, 

When scole tickets, cotton-purchase checks, and all sales have b6t'n 
entered in the journol each day, the checks that have been issued for 
expenses should be entered in the journol. As previously stated, it 
will usually be found convenient for an association to use three dif
ferent check books; one for seed rebates; one for cotton purchases, 
which may be paid for with bills of exchange inBtead of checks; and 
one for expenses. The use of three different checks (especially when 
cotton is bought by the association) makes it eo.sier to enter the trans
actions in the journol by groups in the order in which they took place, 
and further facilitates verification of the canceled checks when recon
ciling the bank statement. 

Tbe credit entries in the journal, for all items of expense paid by 
check, are recorded in the Checks Issued column. Corresponding or 
offsetting debit entries should be made in the Expense Debit column. 
As stated previously, expenses should be charged insofar as possible to 
the particular department (ginning proper, cotton, cottonseed, or 
other) for which incurred. It will sometimes be necessary to make 
two or more entries in the Expense Debit column to balance with the 
amount of the check in the Checks Issued (credit) column. For 
example, if the premium on a blanket insurance policy to the amount 
of $60 is paid, and it is estimated that the cost of this insurance should 
be divided equally between ginning proper, cotton, and cottonseed, 
the journol entry will be as follows: 

]OUUAJ. 

4 9 10 14 
" 

ExpeDBe debit Cbeeluo iMued 

Date Name and explanation 
Account Amount Cheek Amount 

DO. 

BIC expense D I $20.00 

} CIS expense D 2 20.00 Mutual Insurance Co., I S60.00 Insurance (gin) 20.00 blanket policy 
D 16 
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It will be impossible, of course, to estimate exactly the correct 
proportion of certain item~ of e:q>ense that should be charged to the 
several departments, and it will probably be inadvisable to attempt to 
charge any part of such expenses as salaries and office supplies to 
departments otl>er than ginning proper. A part of tl>e expense for 
telephone and telegraph service may be charged to cotton and cotton
seed sales if numerous long-distance ealIs are made in selling tl>ese 
products, and especially if the amount of that expense is large. As a 
rule, it will be found desirable to charge cotton, cottonseed, and otl>er 
accounts, with only tl>e direct expenses, such as hauling, for instance, 
incurred in handling these products. 

Small items of expense paid in cash are recorded in exactly tl>e 
same way as those paid by check, witl> tl>e exception that the credit 
entry in the journal is in tl>e Cash Credit ratl>er than tl>e Checks 
Issued col umn. 

The following entries illustrate tl>e proper metl>od of recording 
expense chocks and small items of cash expense in tl>e journal: 

JOURNAL 

I 4 10 14 15 

Sundry debit Expense debit Cheeks Cash 
issued eredit 

~ ~ ~ Name and explanation ... ~ ~ 

" " " " " Account = = = " . = = " " " <>0 0 " e " e """ e e " o· -< -< -< -< -< 
--- --

D 10 $150.00 John Jones, manager's sal- 2 $150.00 
ary 

3 D 13 100.00 Clyde Smith, bookkeeper's 100.00 
salary 

4 r. Hart, ginner 30.00 

D5 100.00 A. L. Short, engineer 5 28.00 
A. V. White, passman 6 24. 00 
N. E. Black, suction , 7 18. 00 

D7 20.00 Gin Supply Co., 2 pulleys 8 20.00 
D 15 4. 50 Telephone Co., monthly 9 4.50 

account 
D 1 5.00 Tel~ph Co. CND 10 5.00 
Dl aoo OK otton Yard, yardage 11 3.00 
D I 5.00 }Loeal Truek Co., hauling 12 45. 00 D2 40.00 
D 14 .75 Cash paid for stamps $0.75 

A 12 $100 Office Supply Co., adding 13 100.00 
machine 
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As a general rule, entries involving "Xp,mlOe arronnts are d~bita 
and are accordingly entered in rolumn 4 of the journal (fonn I). 
The wta! of this column is posted monthly aa a d .. hit of the EXIIPnlOtl 
Control account (D 0) in the general Irdger (form 2). Individual 
items of expense ,,;thin the Expen.'!tl Debit (rolumn 4) of the journal 
are posted separately to colTP8ponding expenlle acrounts in the lpdgrr 
in the same way aa items entered in the sundry columns. The wW 
of ' these individual postings ,,;U Njual the amount posted w the 
expense control account aa the total of ('olumn 4 of the journal. 
When an expense control account is u!led in the gpneral IPdger, the 
individual expense accounts ('onstitute a subsidiary l'xpense I .. dger. 
That is, the sum of the balanca! in all of the individual t'xpense 
accounts will exactly equal the balance in the Expense Control 
account. 

Credit entries w expense accounts are nt'Ct'ssnry in making correc
tions and in closing the books. Since these ('rp<lit entries to expense 
accounts do not occur frequently, they may be entered aa sundry 
credits in column 21 of the journal. It will be npct'SSBry W post such 
entries twice; once to the individual expense account and once w the 
expense control account. 

There is considerable difference of opinion among cotwn-gin aaso
ciation bookkeepers aa w the particular account W be d .. bited with 
certain items of expense. The following suggestions are in accordance 
with several authoritstive cotwn-gin accountants and auditon. 

Expense rontrol (kdgtr account no. D O).-Tbis account should 
contain the wta! of all expenses, includingexpen..'IeS incurred in handling 
cotton, cotwruleed, or other products, aa well aa the expense of ginning. 

Expense oj handliTUJ cot/on (kdger account 1W. D 1).-One or several 
separate accounts in the ledger may be u""d for recording the expenses 
of handling bale cotwn. It might be advisable to have several 
different aCl'ounts in the ledger and yet show them aa one total when 
the income and expense statement is made up. Sueh t'xpenses 88 

drayage, yardage, storage, exchange on drafts, brokerage; telegraph 
service, and perhaps a portion of such expenses 88 telephone and 
blB11ket insurance. 

Expense oj handliTUJ cot/onsud (udger account no. D f).-Drayage 
is the principal expense incurred in handling cottonseed. If an extra 
man is hired to shovel seed, his wages should be charged w this 
expense account. As for cotton, a part of the telephone bill or a part 
of the premium on blanket insurance policies could be logically charged 
w cotwnseed. 

Expense oj handliTUJ coal,Jeed, 8UppliesJ, and 80 Jurlh. (udgn' account 
no. D 3).-AJl of the miscellaneous trading accounts should be charged 
with any item of expense incurred directly in handling these products. 
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Fuel, power, lights, and water (ledger account no D 4).-The invoice 
cost of coal, gas, oil, or any kind of fuel used, including freight, dray
age, and unloading on these items should appear in this account, as 
well as monthly gas bills, electric bills, and water bills. If any of the 
fuel is sold to customers, the cost of the amount sold should be de
ducted from (that is, credited to) the fuel account, and the sale 
shown under "other sales" with the original cost shown as "other 
purchases. " 

Wages (D 5).-All wages paid for gin crew, night watchman, or 
for any other labor should be shown under wages. This should not, 
however, include office salaries. 

Repair lalJor (D 6).-Expense for labor employed during spring or 
SlllDmer for repair work, saw filing, painting the smokestacks or build
ings, scale testing, and similar work should be included under "repair 
labor." 

Repair material (D 7).-This account covers the cost price of all 
repair parts, including freight, express, or drayage on these parts, 
belt lacing, IlllDber, sheet iron, nails, cement, sand, and other supplies 
used in making minor repairs. 

Supplies and tools (D 8).-Purchases of wrenches and other small 
tools, brooms, seed forks, cotton forks, bale tags, marking ink, belt 
dressing, and similar items may be shown here. 

Lubricating oil and grease (D 9).----cCost of engine oil, grease, or any 
other oil used in lubricating the gin machinery or power plant, may 
be included in this account. 

Manager's salary (D lO).-All amounts paid to the manager as 
salary or commission should be shown as manager's salary. If the 
manager is furnished with a house as part of his compensation, a 
reasonable monthly charge should be lUade to this account with an 
offsetting credit to rental or miscellaneous income. Fuel or lights 
supplied should be likewise charged here, with corresponding credits 
to some sales or revenue account. 

Manager's expense (D l1).-Travel and other expenses of managers, 
such as for automobile travel that has been authorized by the board 
of directors, constitute this item. 

Directors' jees and expenses (D l2).-Any salaries, fees, or expenses 
paid to the directors by the association should be described in this 
account. 

Office salaries (D l3).-Payments made to bookkeeper, weigher, 
or other office employee for wages or salaries constitute "office sal
aries", but payments made to auditors should not be included. 

Office supplies and postage (D l4).-This item includes expense for 
scale tickets, check pad$, daily report sheets, all record books, add
ing-machine and typewriter ribbons, pencils, stationery, postage 
stamps, and other office supplies. 
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T.leplwm and telegraph (D 15).-Monthly tel .. pl,,;ne And wll'gTllph 
expense incurred for ginning prop .. r belong here. 

I1I81I.rana and bond prtm;ufM (D 16).-This ACcount should .how 
il!surance premiums of all kind.; fire and tornado prnmiums on build
ings and machinery, boiler insurance, commodity insurance pmt .... t
ing patrons' cotton, surety-bond premiums, premiums on accid .. nt 
policies, and pay-roll or compensation insurance. 

Auditing and kgaJ, (D 17).-Annual or monthly fees paid to Audi
tors and lawyers' fees may be included here, but not the cost of sta
tionery or bookkeeping forms purchased from auditors. 

Advertising and duu (D 18).-Newspaper advertising; circulars; 
souvenirs such as calendars, pencils, or cotton books given cU8tom~n; 
dues paid to local chamber of commerce, civic clubs, or trade orgon
izations; Bubscriptions to newspapers and magazines-all may be 
entered here. 

Drayage (D 19).-This item includes expense for drayage, hauling, 
truck-line and similar costs incurred as a part of ginning proper. 
(Charge drayage on products to the respective expense account of 
each.) 

Ta:us, except Federal imxnne (D fO).-Ad valorem taxes, Stste 
income tax, corporation license tax, auto or truck licenses and all 
Federal taxes except income and eXces&-profit taxes may be included 
here. 

Los8 from bad accounts (D .e1).-This includes any accounts deter
mined to be worthless and charged off during the year. UnI""" the 
total amount of charge accounts handled is largE', it is inadvisable to 
set up reserves for probable losses of this kind. Worthless accounts 
may be charged off directly to this account. 

Depreciation (D .e.e).-At the end of the year this account should 
be charged with total depreciation on building, machinery, furniture 
and fixtures, auto or truck, and any other depreciable assets. 

Interest and exchange (D fS).-AIl interest on long- or short-time 
notes shonId be itemized here as well 89 exchange on drafts. At the 
end of the year this account should be charged with all interest due 
and unpaid, and 8 corresponding credit to aoorued expenses should 
be made. 

PosnNG FRO .. THE JOU1UIAL TO THE GBNERAL Lmo ... 

As soon as all of the transactions for a given period have been 
entered in the journal and summarized, the next step is to post to the 
corresponding accounts in the general ledger. Posting may be done 
daily or for each journal sheet as it is completed, or monthly. 
Monthly posting is preferable and is the method most commonly 
used. 



ACCOUNTING PRINCIPLES: COOPERATIVE COTrON GINS 57 

As more than one jourual sheet will be used in recording a month's 
business, a total of each column on every sheet will be needed. To 
avoid errors, each sheet should be totaled and balanced separately. 
The totals for each column may be brought forward and indicated aJ; 
the top of each succeeding sheet until the end of the month; or if 
preferred, each sheet may be totaled separately and, at the end of the 
month, each of these totals may be entered on consecutive lines of a 
summary sheet which, in turn, may be added for the grand total. 

Since every transaction will have been entered in the journal 
both as a debit and as a credit, the sum of the credit items should 
equal the sum of the debit items for anyone sheet or for the cumula
tive sum of all the sheets used during the month. This proving 
should be done, by all means, before the totals are posted to the 
ledger. When these balanced totals for a month's business have been 
obtained in the journal, the totals of all columns except the general 
debits and general credits should be posted to corresponding accounts 
in the general ledger. The individual items in the general debit 
and general' credit columns will already have been posted to the 
ledger, as they occurred. Obviously, the totals in debit columns of 
the journal will be posted to the debit columns of corresponding 
accounts in the ledger, and likewise the totals in credit columns of the 
journal to the credit columns of corresponding accounts in the ledger. 

The total of the Expense iDebit column mayor may not be posted 
to a total-expense account in the ledger. If the total Expense or 
Expense Control account is used it should be remembered in taking a 
trial balance of the ledger that either the individual expense accounts 
or the Expense Control account is to be omitted. One advantage of 
having an Expense Control account in the ledger is that the total of 
the individual expense accounts may be proved by determining that 
the sum of these accounts equals the total of the Expense Control 
account. 

Individual expense accounts may be transferred from the journal 
to the ledger in either of two ways: Each individual charge as entered 
in the Expense Debit column of the journal may be posted to the 
corresponding account in the ledger; or the items in each individual 
expense account may be totaled at the end of the month, and these 
totals entered on the last journal sheet for that month as a recapitu
lation. The sum of each of these totals may then be transferred to the 
corresponding expense account in the ledger. The latter method may 
require somewhat less time as there will be fewer postings to be made, 
but the first method is preferable as it is often desirable to know from 
the ledger, just what items have been charged to each expense ac
count, For example, the expense account Repair Matsrial might 
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have several charges during anyone monlll, the suiT. of whi~h would 
be quite large. If each of these indivi~ual expendituros WIl8 p""wd 
in the ledger, the detailed infonnation would be much more easily 
accessible. 

TRlAL BALANCB O. THB GENERAL LaooBn 

AB soon as the total of each column in Il,e journal (fonn I) hItS 
been posted to the corresponding account in the g .. n"rnllrdg~r (fonn 
2) each month, a trial balance of the ledger should be made to d~t .. r
mine the accuracy of the postings. If the totals of the debit items in 
the journal equal the totals of the credit items, and no error hIlS bl'l'n 
made in posting these totals to corresponding acc.()unts in the gpneral 
ledger, the sum of the ledger accounts having d ... bit balanc .. s (Il,e diffpr
ence between the debit and the credit columns in (>8<'h ar~ount) will 
exactly equal the sum of the ledger accounts having credit blllancPB. 
Moreover, equal sums may be obtained by adding the total d"bits 
to each account and the total credits to e8<'h account. If the latter 
method is used, it will still be necessary to determine tJle balance of 
each account on the trial balance sheet. AB mentioned previously, if 
a total-expense account is entered in the general ledger, in addition 
to all of the individual expense accounts, either tI,e total or all the 
individual accounts will be omitted from the trial balance. 

Monthly trial balances are indispensable in locating errors, and in 
proving the accuracy of the accounts. These trial balances may be 
recorded on any kind of ruled paper, but it is more convenient to have 
a long, narrow, two-column daybook in which successive monthly 
trial balances are recorded as a pennanent subsidiary record. 

MONTHLY STATEMENTS 

A monthly statement, especially of revenues and expenses, is very 
useful to the manager and the board of directors. These statements 
nre not difficult to prepare and do not require much time after the 
ledger 11M been balanced each month, nor do they require that the 
books be closed. Monthly inventories will be necessary. 

The Income and Expense statement illustrated by fonn 3 is intended 
for both monthly and annual use. If each succeeding monthly report 
is made out to include all business from the beginning of the businC88 
year (usually Apr. 1) to the date of the report, it will have more mean
ing than if made for a single month. For example, the report made 
at the end of September should include all income and expense from 
April 1 to September 30. If it is then desired to determine the income 
for September alone, each item of income shown by the August 31 
report may be subtracted from the corresponding figure in the report 
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of September 30. Expenses for any month may be ascertained in a 
similar manner. . 

Because of numerous prepaid and accrued items it is hardly practical 
to make an entirely accurate halance sheet during the busy season. 
For example, premiums on insurance policies ru:e paid only a. few times 
each year, while the cost of insurance is obviously continuous. The 
same is true of taxes and interest on indebtedness. Depreciation, 
likewise, is not entered on the books until the end of the year; yet the 
greatest depreciation takes place during the ginning season. Weekly 
wages are frequently earned in the latter part of one month and paid 
in the first part of the following month.' It is, of course, possible to 
enter these prepaid and accrued items in making monthly reports, -
but it is doubtful if their inclusion justifies the additional effort re
quired. It may be desirable, however, to note on monthly state
ments the fact that certain large items have been prepaid or are ac
crued. 

When tho trial balance has been obtained at the close of the first 
month's business and the desired statements have been prepared, 
entries and postings for the succeeding month may be made in the 
manner outlined for the first month. 

The monthly trial balance proves only the accuracy of the amounts 
posted and not necessarily that the postings were made to the proper 
acccunts. The Bank account as shown in the general ledger should be 
reconciled with the monthly statement received from the bank. Each 
of the control acccunts in the general ledger may also be proved for 
accuracy by balancing with the individual accounts in the correspond
ing subsidiary ledger. 

The balance of the Cash acccunt in the general ledger at the end of 
each month should by all means be verified with the amount of cash 
that was on hand by actual count· on that date, even though a daily 
check on the accuracy of the cash on hand was made. 

&conciling 1M Monthly Bani{ Statement "nd tM Bani{ Account 

The balance of the bank account as shown by the books of any 
firm at the end of any month is the amount of money that would be 
on deposit if all checks issued to that date were cashed at the bank, 

. However, this balance will seldom be the same as the balance shown 
on the bank statement as of that date. This is especially true with 
respect to cotton-gin associations during the active ginning season 
when numerous checks are being issued each day. 

The true bank balance, then, is the amount as shown by the bank 
statement less the amount of outstanding checks as of that date. If 
a record of all deposits and withdrawals has been properly made, this 
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true balance will agree with the balance subject to cheek, 08 shown 
by the books. If these balancl'8 do not ogree it is evidpnt that some 
items have not been recorded or that an error has been made. In 
most instances the bank statement will be found to be correct. 

As soon as the monthly bank statement has been received the can. 
celed cheeks should be arranged by check number. If there is a 
large number of these cheeks the arrangement by number can usually 
be facilitated by first sorting them in groups of tens (1 to 9, 10 to 19, 
20 to 29, and so forth) and then arranging by number within each 
group. 

The next step is to determine the cheeks that have been issued but 
not cashed at the bank at tho time the statement W88 made out. 
This may he done by cheeking the canceled checks against the record 
of the checks issued as shown in the journal in which the checks 
have been recorded consecutively by the check number, payee, and 
amount. A check mark (-./), preferably with a colored pencil, or 
some other simple notation, should be made beside the figure showing 
the amount of each check which has been paid by the bank. 

As soon as all the canceled checks have been accounted for, it will 
be possible to turn through the book in which the cheeks were recorded 
and make a list, by number and amount, of the cheeks issued but not 
cashed. The total amount of these checks subtracted from the bal· 
ance, as shown by the bank statement, should show the true bank 
balance as of the date of the statement. 

Usually, however, other items make the procedure a little more 
complicated. Banks sometimes make charges for items auch 88 

interest, exchange, and returned checks. That is, the bank will 
charge the account with these items and place in tbe statement a 
"charge" or "debit" slip which is paid and canceled in the snme way 
as a regularly issued cheek. The only difference is that these chargee 
will not have been recorded on the books of the 888Ociation; there
fore, they will have to be subtracted from the balance of the bank 
account as shown therein. They should also be recorded in the same 
manner as regularly ~ued cheeks except that the notation "bank 
debit" is used instead of the check number. 

Another frequent occurrence which may cause difficulty is a deposit 
made on the last day of the month, and recorded on the books 88 

deposited in that month, but not entered by the bank on the cus
tomer'. account until the first day of the following month. In recon· 
ciling the bank stat~ment, this amount must be added to the balance 
as shown by the bank. 

_ :}.'he above may be illustrated bi the follo~g example: At the 
end of a. certain month the association's bank ba.lance, 80S shown by 
the books, is $1,215. The bank statement is received the following 

• 
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day and shows a bala.nce of $1,000. In addition to canceled checks 
there is enclosed with the bank statement a debit slip for $15 for a 
returned check. There is also a deposit for $500 which was made 
on the last day of the month a.nd recorded on the books as deposited, 
but which was not entered on the statement for this month by the 
bank. After arranging the ca.nceled checks by number, it is found 
that checks to the amount of $300 have been issued a.nd recorded on 
the books but not cashed at the bank. 

In order to reconcile the books with the bank statement, tho follow
ing memora.nda may be attached to the bank statement for future 
reference: 
Bank balance as shown by bank statement. . . . . . . . . . . . . . . . . . . . . .. $1, 000. 00 
Add: Deposit made on last dsy of month but not entered by the bank 

until the following month. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 500. 00 
Deduct: Ouu.tanding checks at the end of the month. ............. 300.00 

True bauk balance (as of the bauk'. monthly statement) . . . . . I, 200. 00 

Bank balance as shown by the books .. . .. .. . . . . . . . . . . . . . . . . . . . . . 1, 215. 00 
Deduct: Debit'slip paid by the bauk but not entered on the books. . 15. 00 

True bank balanCe (in the association's books). . . . . . . . .. .. .. 1,200. 00 

In this case the $500 deposit will already have been entered in the 
books of the association. Since the item- Win be shown on the bank 
statement for the following month no additional entries in the books 
are necessary. The $15 charge slip, however, must be entered in 
the books in order that the bank account therein will show the same 
items paid out as have actually been paid by the bank. This entry 
may be made either during the same month in which it was paid by 
the bank, or in the record for the following month. Such items may 
be entered in the books just as a regularly issued check is recorded. 
As stated above, this entry may be distinguished from that of a 
check by writing "bank debit" in the column in which the check 
number is ordinarily recorded. 

The most importa.nt considerations are (1) to see that every item 
paid by the bank, in addition to checks which have been issued, is 
recorded in the books; and (2) to see that all items entered in the 
books have been, or will be in the regular course of business, entered 
on the account at the bank. . 

The list of outstanding checks which has been made should also be 
attached to the bank statement for future use. When tne bank 
statement for the following mo{,th is received, those checks out
standing at the beginning of that month may be checked (-./) off this 
list rather than from the journal, making it unnecessary to search 
back through the journal in which the checks are recorded, beyond 
the current month. . . 

18563"-36----6 
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In onler to reconcile a bank stau-ml'nt for any llivl'n prriod, 
whethl'r one month or several montl.s, thl'l book balance and bonk 
statement balance (less outstaDding checks)'willluove to agree at thll 
bt>ginning of the prriod. In CII8e more tllIm one mon th ill ""ing 
reconciled at one timll, the balan('e a~ shown by the laRt bank atat ... 
m"nt is the only one that is usOO in arriving at the ro<'oncililltion. 
However, a careful cbeck should be made of the canc"lrd rJ ..... ka 
returned with "ach monthly statement for any d"bit slips that may 
have been paid by the bank and not yet reconled in the books. 

PnlIIing Sulmdi4ry Ledger. A,4iM the General Ledg ... 

As statro previously all subsidiary lrdgt'"" Ruch &R t,hl' I'atmntl' 
IlIdger, Accounts Rec"ivable Irdgt"r, Account .. Payable INlgt'r, HtOl'k 
Own"rship ledgt'r, Notee Recl'ivable ledgt'r, No ..... Payable Ird!!"r, 
Dividends Payable ledger, l'tr., are e8<'h only a subdivi"ion of one 
total or control Rt"Count in the general Irdger. For ('xample, th .. 
total of all the individual accounts in ti,e Accounts Receivable INlg"r 
will exactly "qual the AccolIDts Rl'Ceivable ac~ount in the gen"rnl 
led'gt>r. That is, as indicated above, there is r"ally only one I ... lgrr
the general ledger--and l'BCh subsidiary ledgt'r is only a 8ubdivision 
of some one account in the general ledger. 

These control accounts in the g"neral ledger are chargrd and 
credited periodically, usually once a month, with totals only of certain 
columns in the journal. The individual acC611Dts in the subsidiary 
ledgers are ('harged and credited with all items from these journal 
columns, in the order in whi('h the transactions appr&1' in tJ.e journal. 
Obviously, the balance as shown by the control accounts at tbe end 
of any given period when all posting to that date has been completed, 
will be the same as the sum of the balances of the individual accounts 
in corresponding subsidiary ledge1'8. 

A convenient practice followed by many bookkeepe1'8 is to make a 
list of the individual accollDts in each subsidiary ledgpr """h month, 
showing the balance in each account, before any debits or crNJits (or 
the succeeding month are posted. The sum of th_ individual 
accounts should be exactly equal to the balance of tbe corresponding 
control account in the general ledger at the end of any month. Only 
the control account will appear in the trial balance of O,e genf'ral 
ledger. 

If the trial balance shows the general ledger to be in balanr.e and 
yet one or more of the subsidiary ledgers is out of balance with it. 
corresponding control account, some mistake has been made either 
in posting column totals to the control accOllDts in the general ledger, 

• or in posting items to individual 'accounts in a subsidiary ledgpr. 
m~ control or total expense accollDt is uaed, the individual ex-
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pense accounts may be proved for accllracy against the control account 
in much the same way as individual accounts in subsidiary ledgers are 
balanced against the control sheet in the general ledger. 

ADJUSTMENT ENTRIES PRIOR TO CLOSING THE BOOKS 

T HE PREPARATION of monthly reports does not necessitate 
cloaing the books at the end of each month. It is necessary, 

however, to close the books at the end of each business year in order 
that certain adjustment entries may be made to show the income or 
loss during the fiscal year. The books should be closed on the same 
date each year. The closing date selected should be late enough in 
the ginning season for all of the crop to have been ginned. 

Prior to making the closing entries, certsin adjustment entries such 
as the following should be recorded: (1) Inventories of products and 
supplies on hand that have not been sold or used during the past 
season; and (2) certain accrued and prepaid items of expense. The 
recording of these items differs from that of the ordinary business 
transactions in that the information for making these adjustment 
entries does not originate on the awciliary memorandum records in 
the same way as daily transactions originate; that is, the inventories 
must be determined by inspection and valuation; the accrued and 
prepaid e""pense it<lIllS must be estimated or calculated, and then 
entered in the journal with both debit and credit entries to the proper 
accounts. It should I)e emphasized again that these entries, like the 
routine entries from day to day, should be first recorded in the journal 
and then posted in the general ledger. 

The inventory of products and unused supplies on hand should be 
by actual count and should be valued at cost price or present market 
price, whichever is lower. As an illustration, suppose the following 
inventory has been taken: 
5 bales cotton (2,500 pounds at 10 cents per pound) ................ . 
2 tons cottonseed (at $35 per ton) ............................... . 
3 tons fuel coal (at $10 per ton) ................................. . 
50 patterns bagging and tie. (at 70 cente eaob) .................... . 

$250.00 
70.00 
30.00 
35.00 

These inventories should be entered in the journal as follows: 



JOtmiAl. 

1 9 10 21 

Sundry debit Sundry credit 
Date Name and explanation 

Acoount Amount Account Amount 

Bale cotton inventory 5250. 00 Adjusting inventory. 5 BIC Cotton purch....,. $250. 00 
Cottons~d inventory 70.00 Arlplsting inventory, 2 tons CIS Colto.....,.j purc~ 70. 00 
Fuel·coal illvtmtory 30.00 Adjusting inventory, 3 tons coal Fuel, power. liC!g water 30. 00 •• 
Bagging and tic8 inventory 35. 00 Adjusting inventory f 70 patten18 Purchases of iog and 35. 00 

I bagging and ties. ties. 
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Each of the above entries should then be posted to designated 
accounts in the general ledger. Attention is called to the two check 
marks (-./ -./) beside the credit to fuel-coal expense. These two post· 
ings are necessary ouly when a control, or total-expense account, is 
carried in the general ledger in addition to the individual expense 
accounts. Such double posting is not used when items are regularly 
charged (or debited) to an expense account, as expenses debit in the 
journal has a separate column from which each item of expense is 
posted to individual expense account, and the total of this column 
is posted monthly to the Expense Control account in the general 
ledger. These adjustments are necessary for certain expense accounts 
at least once each business year, in order to show the true expense of 
that year's business. 

Any interest which is due and unpaid on mortgages or notes at the 
end of the business year should be shown as an expense for that year 
just as if paid. The corresponding credit entry is similar to that for 
any other dl'e and unpaid account and is made in the liability account, 
accrued interest payable. Taxes, wages, salaries, and similar items 
due and unpaid should be handled in a similar manner. When a 
check is written within the succeeding year to pay any of these 
amounts, the charge or debit should then be to this accrued or 
liability account rather than to the particular expense account. 

As an illustration, assume that the following accrued expenses are 
due and unpaid at the end of the year: 
Interest to date due and unpaid .... ............................... $600.00 
Last half of taxes due and unpaid. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200. 00 
Manager's salary due and unpaid....... . . . . . . . . . . . . . . . . . . .. . . .. . .. 150.00 

These items will be entered in the journal prior to closing the books 
as follows: 



JOU>NAL 
_. 

4 9 10 21 

Expense debit Sundry credit 

Date N arne and explanation 
Account Amount Account Amount 

I nterest and exchange 5600.00 Mar. 31 Interest due and unpaid Accl'ue-d interest $600 00 
Taxes 200. 00 Tax •• due and unpaid Accrood tax .. 200 00 
Manager's salary 150. 00 Manager's salary due and unpaid Accrued manager'. aalary 150. 00 
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These postings from the journal to the general ledger should be 
made in the same manner ... any other regular entry. 

Certain other items of expense, such ... insurance premiums, are 
frequently paid several months in advance at the time the books are 
closed. In such cases these expense accounts are carrying charges 
beyond those applicable to the year's business. The amount of such 
a prepaid expense is an asset at the time the books are closed and may 
be adjusted accordingly by debiting the proper asset account with a 
corresponding credit to the particular expense account in which the 
prepaid item h ... been entered. 

For example, assume that the annual premium of $600 on an annual 
insurance policy is paid for 4 months beyond the date when the books 
are closed. This means that one-third of that premium, or $200, is 
properly chargeable to the following year's business. The entry in 
the journal prior to closing the books will be ... follows: 

JOU8.NAL 

. 
I 9 10 21 

Sundry debit. Sundry credit 

Date Name and 
explanation 

Account Amount Account Amount 

Prepaid inBur- $200.00 Mar. 31 Prepaid insur- Insurance ex- $200.00 
ance anee pense 

Depreciation is perhaps the most difficult adjustment entry since 
it is at best only an estimate. The annual depreciation rate should 
be determined by the expected life of each asset." If new gin ma
c.hinery may be expected to last ;!O years, the annual depreciation 
should be 5 percent of the original cost, assuming no scrap value; if 
the expected life is ouly 10 years, the annual depreciation should be 
10 percent of the original cost. Likewise, if second-hand gin ma
chinery is bought, that is expected to last only 5 years, the proper 
annual rate should be 20 percent of the cost. In other words, the 
intent of depreciation is to build up during the life of the particular 
asset a reserve sufficient for replacement when this becomes necessary. 

The credit entry corresponding to the depreciation debited as an 
expense ea.('.h year would be to a reserve-for-depreciation account for 
each asset depreciated rather than to the credit side of the asset 
account. For example, the Building account should always show the 
original cost of the buildings. The amount charged (debited) ... an 

II U. S. 'l'reunry Departme:Dt, Bureau 01 Internal Revenue. D8PUCU110H STVDla. B. [, T. Prelim.. 
Rep' • at pp. 1931. 
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expense each year for estimalA'd depI't'Ciation on buildilljtR .hollid br 
credited to the Q(',c~unt called "R_TVe for Dl'pI't'Ciation-Blliidinll"", 
rather than to the Building account in the gt'nrral 1 ... lgrr. A. Rn 

illustration, assume that the following amollntR oC drp"",intiun have 
been calculated using the original-cost vallie. and the proJlrr rRIA': 
Gin buildingo. . . . . . . . . . . • . • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $:\00. 00 
Machinery and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. I, 200. 00 
Office furniture and Ii,tu....... .. . . . . .. . .. .. . .. . . . . . . . . . . . . . . .. . . . . .. . 30. 00 
Truck....................................... . . . .. . . . . . . . .. . . . .. . . 1:.0.00 

Total. . . . . . . . . . . . . . . .................. .... . . ... . .... . . ... . ... 1.61<0.00 

The above figures will be entered in the jOllrnal as follow.: 



JOURNAL 

4· 9 10 21 

Ex.pense debit Sundry credit 
Date Name and explanation 

Account Amount Account Amount 

March 31 {DepreCiation on buildings Reserve for depreciation-building .. $3011 00 
Depreciation on machinery Reserve for depreciation-machinery 1,200.00 

D 22 $1,680.00 D~reciation on office fUrniture Bnd Reserve for depreciation-furniture and 30.00 
xtures . fixtures 

Depreciation on truck Reserve for depreciation-truck 150.00 

• 
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In many instan~tlS the rate of dl'pl'l1<'iation u.ro by thof'(l allditing 
for cooperative gin associations h08 b .. "n too hi!(h. That;", the 
reserves for depreciation against the lix"d-OAAI't aeeount8 ('(Illal I,he 
cost of the asset several years beCore the aAAt't is worn 011 t. Ob
viously, when the book value of an asset hns b"en f'ntil't'ly d~pl'l1<'iated 
no more depreciation can be charg .. d 88 an opf'rating ~OMt. 

No rate of depreciation can be fixl'd arbitrarily for use in d"p""'i
ating gin machinery 88 the liCe of machinery depends on many variable 
factors; such as, volume ginned, variety oC cotton ginnl'd Oong or 
short staple), local method of harv .. "ting (whether 8D1l"p .. d or 
picked), the care and consistency with whirh repairs aM made, the 
ability of the ginner, and many other unmewmrable factoi'll. The 
same is true in part with regard to buildings, offico lixtures, and other 
assets. 

CLOSING THE BOOKS 

W HEN THE adjustment entries involving inventoriI''', depre
ciation, and the accrued and prl'paid expenses have b .... n 

made, the balances of all of the revenue and expense ac~ollnts are 
ready to be closed into an Income and Expense account. It is pOMSi
ble, of course, to close the accounts first by departments; that is, 
show in the general ledger accounts the amQunt of net income or net 
loss resulting from sales of cotton, cottonseed, other sal,,8, and gin
ning proper; then close only these balances to the Income and Expense 
account. Since the Income and Expense statement will give that 
information in detail, fewer journal entries and postings to the 
general ledger are necessary if the balances of all revenue and ex
pense accounts are transferred directly to the Income and Expense 
account after the adjusting entries have been made. In making 
these closing entries, the balance of each account in the general 
ledger should be posted to the corresponding side of the Income and 
Expense account. Assuming that. each of the trading end expense 
accounts has a balance; the closing entries in the journal should be 
as follows: 
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JOUP.NAL~G ENTlUI!8 

I 9 10 21 

Sundry debit Sundry credit 
Date N arne and explanation 

Account Amount Account Amount 

SALES AND REVENUES TO 
INCOME AND EXPENSE 

Cl $0.00 Bale-cotton sales 
C2 0.00 Sales of seed-cotton 

C3 
products 

0.00 Cottonseed sales Income and }$O.OO C4 0.00 Sales of coal, feed. etc. expense 
CS 0.00 Miscellaneous income 
C6 0.00 Revenue--ginning and 

wrapping 
PURCHASER TO INCOME 

AND EXPENSE 

Bale-cotton purchases C7 0.00 
Seed-cotton purchaseR C8 0.00 

Income and 0.00 Cottonseed purchases C9 0.00 
expense Purchases of coal, feed, CIO 0.00 

etc. 
Purchases of bagging Cll 0.00 

and ties 

• EXPENSE ACCOUNTS TO 
lNCO¥1I AND BXPE~5m 

Expense of handling Dl 0.00. 
cotton 

Expense of handling D2 0.00 
cottonseed 

Expense of handling D3 0.00 
cow, feed, etc. 

Fuel, power. light. D4 0.00 
water 

Wages D5 0.00 
Repair labor D6 0.00 
Repair material D7 0.00 
Supplies and tools D8 0.00 
Lubricating oil and D9 0.00 

grease • 
D 10 Manager's salary 0.00 

Mana.ger's expense Dll 0.00 
Income and 0.00 Directors'O!ees and ex- D 12 0.00 

expense ~ense8 o ce salaries D 13 0.00 
Office supplies and D 14 0.00' 

£06tage 
Te ephone and tele- D 15 0.00 

graph 
Insurance and bond D 16 0.00' 

premiums 
D 17 A uditing and legal fees 0.00 

Advertising and dues D 18 0.00 
Drayage--gin only D 19 0.00 
TaxeR (except Federal D 20 0.00 

income) 
Loss from bad accounts D 21 0.00 
Depreciation D 22 0.00 
Interest and exchange D 23 0.00 
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It may be desirable to show individual debit.> and ('redil" or «'arh 
of the several income and expense BCC'.oun ts in the InC'.ome and }<;:"pen"" 
account in the general ledger instead of the group totals 08 illustrut"d 
above. Separate postings of the balances of each of these 8Cr.ounts 
to the Income and Expense account will enable the bookkooper to 
make out the Income and Expense 8tatement (fonn 3) by referring 
only to the Income and Expense account and the inventory accounts 
in the general ledger . 

When this stage in the closing transactions luIS been readwd, all of 
the revenue and expense accounts will be balanCt'd out lenving only 
the asset, liability, net worth (the balance sheet aceoun""), and the 
Income and Expense account with a balance.. This balance in the 
Income and Expense BCcountshould then be transferred to the SurpluB 
account, as illustrated below. If an operating 108s hIlS been sustained, 
the entries to these two accounts as shown should be reversed. 

I 

Sundry debit 

Account Amount 

Income and $0.00 
expense 

9 

Date 

JOuaHAL 

10 21 

Sundry crerlit 
Name and explanation 

Account Amount 

'0. 00 To traD1Jfer balance in In- 8urpluN 
come and ExpenRo ac-
count to Rurpllll!l acCOUllt 

It is at this time that the Income and Expense statement lor the 
season just closed, and the statement of assets and liabilities 88 of the 
end of the business year should be presented lor the infonnation oC the 
board of directors. It then becomes the duty of the board ol directors 
to give the bookkeeper instructions lor the disposition of the undivided 
savings (income), if any, 88 shown by the Surplus account. If State 
laws require that 10 percent of tbe net earnings be set Mide in a 
special surplus reserve, or if the board desires to make a similar reserv .... 
tion of profits even though not required by State law, this reserve 
should be set aside by debiting Surplus and crediting a 1O-percent 
reserve. Other necessary reserves out oC income should likewise be 
set aside at this time. 

The board may then authorize the balance remaining in the Surplus 
account to be paid to the stockholders, members, or patrons depending 
on the dividend policy of the association. As an illustration, 888urne 
that $5,000 is available Cor stock and patronage dividends after all 
necessary reserves have been set aside. Asswne also that the board 
desires to pay an 8-percent dividend 'on $15,000 capital stock, or 
$1,200; Bnd to distribute the remaining $3,800 to the patrons at the 
rate of $1 per bale for 3,800 bales ginned. The following journal 
entries will be made: 



JOUIlNAL . 
1 9 10 21 

Sundry debit Sundry credit 
Date Name and explanation 

Account Amount Account Amount 

Surplus account $5,000 Balance Surplus account 
Payable 

to Dividends Dividends payable $5,000.00 

Credits to the accounts of each 
member in Dividends Payable 
ledger 

Amount Amount 
Patron's of stock of patron-

name dividend age divi .. 
dend 

A $0.00 $0.00 
B .00 .00 
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From this journal entry the total, or $5,000, will be p08t.Nl to thfl 
debit of the Surplus account and to the credit of the Dividpnds Pay
able account in the general ledger. In addition the amounte of both 
stock and patronage dividends indicated in the journal for !'arh mem
ber will be posted to the credit of the individual a~count.s in th" Divi
dends Payable subsidiary ledger. The stock and the patron~ divi
dends should be posted separately. If these dividends are paid later 
in cash, one or two checks may be issued, 88 convenient. The total 
amount of the dividend check (both stock and patronagfl) will be 
debited to the Dividends Payable account with a colTt'Sponding credit 
to Checks Issued (Bank account). Each individual member'l 
dividend account in the Dividends Payable subsidiary ledger should 
be debited with the amount of the check or checks u...ued. 

Finally a report should be made up for the annual mPeting of memo 
bers. This report should contain at least an income and expense state
ment for the season ended and a balance sheet (statement of aBRet.s and 
liabilities) as of the end of the business year. Forms 3 and 4 are 
suggested for the presentation of these report.s. Other subsidiary 
reports will be necessary showing: (1) The reconciliation of the bank 
statement and the Bank account; (2) a list of account.s receivable; 
(3) a list of notes receivable; (4) a list of notes payable, and similar 
itemized lists of practically every control or total account shown in 
the assets or liabilities for which subsidiary ledgers are kept. 

The assistance of the auditor is frequently desirable in making 
the adjustment entries. It is usually advisable to have his llRIlist
ance with all of the closing entries. If possible, all bookkeeping, 
including the monthly postings to the general ledger, 88 well as the 
adjustment and closing entries, should be made at the gin office, since 
a general ledger that is kept away from the gin office is of little value 
to a cooperative organization beyond ite use in making necessary 
State and Federal report.s. 

THE MANAGER'S COMMISSION 

SOME COOPERATIVE gin associations pay their managers 8 

commission based on the total net income, in addition to a fixed 
salary. When such agreements or contracte are made "total net 
income" should be clearly defined. For example, in determining the 
net income the following are some questions which may arlee: (a) II 
interest on notes and mortgages, whether paid or accrued, to be 
considered as an expense; (b) is depreciation on fixed I188ete to be 
considered an expense, and if so what is to be the rate of depreciation 
used; (e) will replacemente and/or additions to buildings or machinery 
be considered as expenses or as additional investmente and (d) .'ilI 
the manager's commission itself be considered 88 an expense in arriv· 
ing at tlie net income on which to base the commission? 
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Assuming that an agreement is reached regarding interest, depreci
ation, and replacemente, there are still two methods of ca.!culating 
the amount of the manager's commission. For example, if the net 
income as outlined above is $5,000 and the manager's commission 
is to be 5 percent, is the commission to be 5 percent of the $5,000 
before the amount of the manager's commission is deducted, or 5 
percent of the $5,000 less the amount of the manager's commission? 

It is obvious that the amount of the commission will be more in the 
first case than in the second case. The commission in the first case 
would be 5 percent of $5,000 or $250. In the second case the 
amount of the commission may be computed as follows: Divide the 
income ($5,000) by 105 (100 percent plus the percentage commission), 
and then multiply by 100. The result ($4,761.90) is the income 
remaining after the commission is deducted. The amount of the 
commission may then be obtained either by subtracting $4,761.90 
from $5,000 or by taking 5 percent of $4,761. 90-both calculations 
give as a result $238.10. 

The above illustration is based on the assumption that the associa
tion has either obtained exemption from income taxes or has agreed 
to base the manager's commission on the amount of the income before 
any income taxes have been deducted. The problem of determining 
the amount of the manager's commission becomes more complex if 
it has been agreed that Federa.! and/or State income ta.'l:es and possi
bly the commission a.!so are to be deducted in determining the income 
on which the commission is based. That is, each of these three 
items may constitute a percentage of the income remaining after 
the other two (and in some cases the first also) have been deducted. 

The graduated sca.!e of income-tax rates and the variations in 
income-tax regulations of different States make it inadvisable to 
attempt explicit illustrations of these problems. When both income 
taxes and managers' commission are paid, the problem of determin
ing the amount of the commission is simplified and essentially the 
same amount in dollars obtained if a relatively lower percentage 
rate of commission is agreed to and the commission computed and 
deducted from income before income taxes are considered. 

RELATIONSHIP OF NET INCOME, RESERVES, SURPLUS, AND 
DIVIDENDS 

COOPERATIVE cotton-gin associations do not make profite in the 
same sense as other ginning concerns. The aim of the cooperative 

is to supply adequate service and at the same time effect savings for 
ite members. Since these savings are distributed to the members 
and/or patrons on the basis of the business contributed by each, 
the cooperative organization is actually operating at cost. A proper 
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conception of just what constitutea savings is essential before tlt~ 
amount available for distribution as dhidends can be correctly 
determined. 

The amount of cash which a cooperative organization has on hand 
at the end of the business year is not necessarily an indieation of 
the savings effected, or of ability or right to pay dividends. This 
is especially true of cooperatives that have a relatively large inv .... t
ment in commodities or merchandise for sale, or in land, buildings, or 
equipment. Legally, dividends may be declared only out of surplu8 
or net savings. If an association has no nccumulated 8urpluR-t.hat 
is, undistributed savings-a dividend should not be pllid. "'lIen 
dividends in excess of surplus are paid as patronage dividends, or 
dividends on capital stock, the original assets, or the assets originally 
invested by the members in the cooperative, are being retum .. .d to 
members, in addition to earnings. If this practice is continued tit" 
organization will necessnrily cease to operate; in fact, such a di vidend 
cannot be paid legally exeept on liquidation or on permission from the 
proper State authority. The surplus does not necessarily consi.t 
of cash on hand; it is the amount by which the total RHAets exceed the 
sum of the liabilities and the capit,,1 originally supplie.d by members. 
A part of it may be represented by inventories, accOlmts, or notea 
receivable, or other assets. 

The net income is determined each year after all actual cash expelll!ell 
and certain other nccrued and estimated expenses have been deducted 
from the gross income. Interest and taxes, for example, due and 
unpaid at the end of a year are just as much a part of the expenses of 
that year's operations as if paid in cash before the end of the year. 
Likewise, depreciation on buildings and equipment is an expense of 
operation (which is paid not in cash but in fixed OJl8ets), since the 
buildings and equipment are less valuable at the end of a year than 
at the beginning. These estimated amounts must be deducted from 
the gross income along with other expenses, to determine the correct 
net income. 

Unless the cooperative association has obtained exemption from 
income taxes, Federal and/or State income taxes should be detemJined 
and payment provided for before any dividends are declared. An 
ll).come tax is 88 much an expense of operating a business as a property 
tax or any other expense, from the standpoint of determining the net 
savings a vaiJable for declaration 88 dividends." 

When the net income has been determined, it becomes the duty of 
. the board of directors to decide on the disposition to be made of these 

12 A fuller ItatemeD& or the eondIlJons foreu:mPIJoa from 0III'tai.D FedenI tau. .. m ba IoaDd 10 I.A.". 
1. o. COOPElU.TIV8 P'tJBCIU8IlIfO OJ' ........ 1WPPI.IE8 ~ 78. tJJnTaJ """'l'U. Farm Cndlt AdmJulftntloo 
Bull. I, 92 pp., Ulua. 1936; and H..t..&JWIOJf. B. F. JIICO •• 'rU J'JICIII1&JUt or • .A.IUI~ CIr.IOn .... m ... 
Cummt Farm EccmomI.ce-Oklaboma8 (3): te-ta. 1_ 
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savings. The cooperative laws of several States specifically require 
that before any dividends are declared a certain proportion, usually 
10 percent, of the net savings from each year's business be set aside 
in a special surplus until this reserve equals 50 percent or more of 
the outstanding capital stock. Some such reservation of a portion of 
each year's savings should be made, by all means, until an adequate 
reserve has been created, even though not specifically required by 
State law. 

One of the purposes of setting aside a portion of the net savings 
each year in a special reserve, such as the 10-percent reserve, is to 
prevent distribution of all the accumulated savings 'as patronage 
dividends, thus leaving the association handicapped, perhaps, for 
operating capital. Another purpose of such reserves is to offset 
possible operating or capital losses. For example, if the association 
incurs an operating loss of $1,800 and the 10-percent-reserve account 
on the bO!,ks has a credit balance of $2,000, the $1,800 loss or deficit 
may be balanced out by taking that amount from the speciallO-per
cent-reserve account. In this illustration there would still be a $200 
credit" balance in the 10-percent reserve, as only $1,800 would be 
needed to offset the operating loss or deficit. 

To illustrate the above principle further, assume that a cooperative 
gin association has an income of $5,000 for a certain year, after all 
cash expenses, including taxes, have been paid, and beginning and 
ending inventories have been taken into consideration; and then, 
in addition, $1,500 for depreciation and $500 for accrued interest is 
deducted. The net income will be only $3,000 even though the 
association may have the $5,000 cash in bank. Mter all necessary 
or desired reserves have been set aside, any balance of this $3,000 
net income is available for dividends. Thus if the board of directors 
decides to retain 10 percent of the $3,000 (or $300) in the business, 
there will remain only $2,700 available to be declared as dividends. 
When these dividends have been declared and paid, the association 
will have $2,300 in the bank. 

It may be that even less than $2,700 will be needed to pay these 
declared dividends. If any members (or other patrons sharing in 
the dividends) are indebted to the association at the time a cash divi
dend is declared, it will be good business on the part of the association 
and equitable to the members, to deduct the amounts of these past-due 
obligations before paying the dividends; that is, to credit the account 
or note which the member owes and charge his dividend account, 
rather than pay him the total amount of the dividends in ca..h. In 
the case of a.nonmember, or a member who has not paid for a share of 
stock or membership in full, the Bureau of Internal Revenue (in 

786G3 G-Sa-.O 
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decisions regarding tax-exempt status) has recogniyA'<i th_ cn><lil4 
on a share of stock or a membership 88 true patronage dividends." 

The payment of dividends on capital stock is somewhat lIimilar 
in effect to the payment of interest on borrowed money. From 
the standpoint of Federal income tax, however, inteJ"l'l8t paid on 
indebtedness is deductible in determining the taxable net incom .. , 
while dividends paid on capital stock in proportion to investment is not 
deductible. It is entirely fair that a cooperative association pay a rea
s(lDable rate of return or dividends on the capital invested in stock or 
membership certificates." Dividends on capital stock tend to produc.e 
equality among the shareholders or members since some may hav .. 
contributed more than others to the establishment of the 8S8OCiation. 
The payment of patronage dividends results in equitable distribution 
of SIlvings according to the business contributed by each patron. 

On the other hand, it may be that a cooperative lI88OCiation has a 
legal right to pay and desires to pay patronage dividends, but at the 
time has no cash on hand. To use the illustration shown above, 88Surne 
that the entire $5,000 at the end of the year has been used to payoff 
a mortgage on the plant. In this CIl8e the cooperative IIBIIOciation 
should make some definite disposition of this "patrons' equity" or 
surplus of $2,700 as recognition that this amount belongs to the mem
bers or patrons in proportion to the amount of patronage which each 
one has contributed. 

The board of directors can declare a dividend and specify that it is 
to be paid in additional shares of capital stock. If any of the author
ized common stock is unissued, such stock may be used in paying 
each member up to the amount of the stock each is pennitted to own 
under the provisions of statute or bylaws. Some 88SOCiationa have 
successfully used preferred stock in lieu of cash for paying dividends 
during the period that earnings are being applied on indebtedness. 
Generally, preferred stock has no voting rights and is subject to retire
ment at the will of the association when repurchased in cash by the 
lI88OCiation. In paying cash dividends, it is proper to set off past
due accounts owed by members against cash dividends due and to 
make remittance of the balances. But this practice should not be 
followed where dividends are paid in stock or other paper of the 
association. In such eases, the stock, or other paper, should be 
credited to the member hut held by the 88SOCiation subject to lien 
for the member's indebtedness until such indebtedness has been 
paid in cash or in the same manner as payments hy other members. 

If no cash funds are available to pay dividends, and it is not desired 
to issue any additional common or preferred stock, any surplus earn-

I' U. 8. Treasu:ry Depsrtmmt, Bun.u. ~ IDierDaI BeveDoe.. I:UlfPnOW or ........ E ...... _D Oft" 
COOPD4'ftQ IlABInPfG .&lID PUllClUSlJfG AaIOClA:nOD. B. L T. CoIl. DO. 111881T:B:RR. Jill. 

lIUtrLBD'!'. L. 8.~l"Il&UBoJ'cool'UAftY.II.dKftPHiI. U. 8. DepL A.g .. BalL JUIS. p. J. 1128. 
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ings or undistributed savings may be transferred to· a Patrons' Equity 
account in the general ledger. At the same time a Patrons' Equity 
subsidiary ledger should be set up in which each member or patron is 
credited with his proportionate share of the amount set aside, based 
on hi. contributed patronage. 

The purpose of setting up a Patrons' Equity account in the general 
ledger, with its associated subsidiary ledger, is to indicate an alloca
tion of interest in these surplus earnings to patrons in proportion to 
the contribution made by each. The association need not even 
intend to pay these accounts in cash or in stock. The board of 
directors may, however, decide later to pay all or part of this equity 
in stock or in cash as funds become available. To illustrate how 
fund. Juight become available to pay these membership equities in 
cash, assume the following conditions: 

(1) An association has issued $10,000 in capital stock for cash. 
(2) The association has bought the necessary buildings and 

equipment for $14,000, paying $10,000 cash and giving a 
$4,000 mortgage due in annual installments of $1,000 each. 

(3) The association ha. operated 4 years, with a net income of 
$1,000 each year, after paying interest and allowing $1,200 
for depreciation. 

(4) The association has set aside 10 percent of this $1,000 net 
income each year, in reserves. 

(5) No operating or capital losses have been sustained, and no 
other assets such as inventories, accounts, or additional 
fixed assets are on hand at the end of the 4 years. 

At the end of the 4 years the situation is as follows: 
(1) In deterJuining the net income over the 4 years, a total 

of $4,800 has been estimated as depreciation. This is 
evidenced on the books as· a credit in the Reserve for 
Depreciation account. 

(2) The $1,000 annual net income less the lO-percent special 
surplus reserve ($100) each year has resulted in a total of 
$3,600 credited to the Patrons' Equity account. 

(3) The lO-percent surplus reserve account has a credit balance 
of $400. 

(4) The total amount of net savings realized during these 4 
years is $4,000. 

(5) This $4,000 savings plus the $4,800 depreciation reserve dur
ing the 4 years has resulted in an increase of $8,800 in cash 
assets. 

(6) The $4,000 mortgage has been paid leaving $4,800 in cash. 
(7) The $3,600 Patrons' Equity can now be paid in cash and still 

leave $1,200 in cash assets. 



80 FARM CREDIT ADMINISTRATION 

(8) At the end of the fourth year the plant has a book value of 
$9,200, which is equal to the original cost of $14,000 I ..... 
the $4,800 reserve for depreciation. 

(9) The original contribution of the members, the $10,000 ~Rpital 
stock, and the undivided earnings, the $400 credit balan~e 
in the to-pement-reserve account is represented by and 
is equal to the book value of the plant ($9,200) plus the 
$1,200 cash on hand. 

On occasions when it is desirable to credit surplus earnin~8 to 
patron's equity accounts rather than distribute them in eMh or in 
stock, it will not be logical or equitable to collect past-due accounts, 
notes, stock subscription notes, accrued interest.-or other obligations 
of a member by crediting that obligation and charging a correspond
ing amount to his patron's equity account. In effect such a proced
ure constitutes payment of a dividend to that member in cash without 
payment of a similar dividend to other members. In addition to being 
improper and inequitable, this policy tends to encourage slow pny
ments as a means of obtaining cancelation of obligation.. From the 
standpoint of new members, however, such a practice, if in accord with 
the bylaws of the association, is justifiable until one share of stock or a 
membership is acquired. 

In order to avoid giving these new members too great an advantage 
over those who have paid for shares of stock or a membership in cnMh, 
it is desirable to have the par value of stock or membership at a rela
tively low figure; for example, shares worth $25, or even less, are to 
be preferred to $100 shares. It would be even more equitable to 
require these new members to give notes for their stock, the note to 
be canceled against the patronage credits at such time as the board 
declares a payment of certain of these equity accounts to all members 
and/or patrons in additional stock or in cash. 

In the event that an operating 1088 is sustained, it will be entirely 
logical and equitable to charge this 1088 to the Patrons' Equity account 
in the general ledger (provided such an account has been set up), and 
at the same time prorate the 1088 by debiting the members' or 
patrons' individual equity accounts in the corresponding subsidiary 
ledger. If such accounts are used to indicate interest in the surplus, 
it should be remembered that these accou.nts do not represent a 
declared liability of the cooperative, as does a dividend fonnally 
declared. A patron's equity account is merely recorded evidence of 
interest in undivided earnings. The payment of these equities de
pends entirely on the will of the board of directors, and is not subject 
to payment on demand of any member. Lo_, therefore, may be 
prorated logically and equitably to the individual equity accounts 
on the basis of patronage. 
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If no special reserve account, Patrons' Equity account, or any other 
form of surplus has been set aside out of previous earuings, and an 
operating or capital loss is sustained, the original assets invested by 
the stockholders or members will be reduced by the amount of the loss. 

In the case of nonstock organizations, the initial membership fee, 
as differentiated from the annual dues, should be shown as an item 
of net worth in much the same way that outstanding stock is shown 
for a cooperative having capital stock. Any additional surplus should 
likewise be set up year by year to the Patrons' Equity account of the 
members or patrons, in order that the ownership of this surplus may 
be established. If the entire amount is left in free surplus as undivided 
savings, there will be no satisfactory means of determining the equity 
of each member in the assets of the cooperative, in the event that the 
records of the volume of business with patrons for past years are 
incomplete, lost, or destroyed. 

When the total of aU paid-in membership fees is less than the 
net assets' of the cooperative, there may be a considerable surplus 
account, which, without evidence to the contrary, belongs to each 
member equally. This surplus, however, is the accumulation of net 
income from previous years' operations which was not distributed as 
dividends, and, from the standpoint of patronage, does not belong 
equally to all of the members. It should be borne in mind, however, 
that if there is no provision in the statute, charter, bylaws, or agree
ments of an association with reference to the manner in which assets 
of the association may be divided, all members of a nonstock organiza
tion are entitled to equlll treatment. This illustrates the importance 
of having the interests of each member of such an association evidenced 
by proper papers. 

The existence of depreciation reserves, or any other reserves, is no 
indication that an association has parted with any amount of the 
assets produced from the income represented by these reserves; but, 
on the contrary, means that this portion of the assets produced from 
income has been retained in the business, rather than paid out in 
dividends, and may be used by the cooperative in much the same 
manner that any other asset may be used. Depreciation reserves, 
reserves for losses on doubtful accounts or notes, and similar items, 
differ from reserves such as a lO-percent reserve of the annual income, 
in that reserves for dejireciation and reserves for loss on doubtful 
accounts are recognized as expenses in determining the net income, 
while special reserves out of income, such as a lO-percent reserve, for 
example, are determined and set aside after the net income has been 
ascertained and before any dividends are declared. 



APPENDIX 

CoMBINING THB AccoUNTI RBc!IVABLII AND PATRONS' LBDGBRa 

BOOKKEEPERS with considerable training and pxppripnc~ in 
accounting should be able to eliminate much of the duplication 

of records in the prooodure outlined in this bulliltin. For example, 
the recording of each BCB1e ticket in the journal is a duplication of the 
information entered in the Patrons' lpdgpr; likewise the Accounts 
Receivable ledger duplicates much of the information in the Patrons' 
ledger. It is possible by following the method su~ested below to 
combine the Patrons' ledger and Accounts Receivable ledgllr in one 
book, and also to eliminate the necessity for Ii.ting individual gin
ning BCB1e tickets in the journal. No additional printed forma 
are necessary. 

The principle involved may be summariZ(',d as follows: The patrons' 
or customers' account is charged with everything received from the 
association, and credited with everything received by the association. 
That is, all transactions with patrons and customers are handled 
through accounts receivable by posting directly to these individual 
accounts from duplicate copies of the memorandum or auxiliary 
records. 

The following memorandum record forms will be needed in duplicate 
or triplicate: 

(1) Ginning scale tickets. 
(2) Sales invoices or tickets. 
(3) Purchase invoices. 
(4) Cash receipts. 
(5) Checks (only one form for all purposes). 

Ginning Sea,. 'Tic~eu 

Scale tickets are made out for each bole ginned, in the customary 
way. Entries are made from the duplicate copies of the scale tickets 
at the end of each day, or for units of 50 or 100 bales, to the individual 
accounts in the Accounts lteceivable ledger; that is, each patron's 
account is debited with the charges for ginning and wrapping; and is 
credited with the value of the cottonseed bought by the 888OCiation, 
by posting directly from the scale ticket. 

It will then be necessary to enter the sum of charges for ginning and 
wrapping as one total in the Accounts Receivable Debit column of the 
journal, with a corresponding credit entry to Ginning, Bagging, and 

~ 
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Ties. Likewise, the total value of cottonseed bought, as determined 
from the several ginning tickets which may be involved, will be 
entered as one total in the Accounts Receivable Credit column with 
an offsetting debit to Cottonseed Bought. 

The total cottonseed bought from patrons and the total ginning 
charges may be determined by adding directly from the duplicate 
tickets. Greater accuracy may be obtained, however, if all desired 
information is listed from the scale tickets on columnar forms. The 
following form, which need not be printed, is suggested: 

CIS bought Charge for 
Brueno. Pounds ginning, ,Amt. due Amt. due 

SIC bagging, patron association 
Lb •. Amt. and ties 

1 1,500 900 $18. 00 $6. 00 $12.00 
2 1,600 6. 25 $6.00 
3 '1,400 SOO 16.00 5. 75 10.25 
4 1,600 1,000 20.00 6. 25 13.75 

Total 6,100 2,700 54. 00 24. 25 36.00 6.00. 

The name of the patron need not be entered on this form. The 
only purpose of this record is to obtain the total quantity and cost of 
cottonseed bought, and the total charges for ginning and wrapping. 
The last two columns are merely for balancing to prove the accuracy 
of copied figures, and are not entered in the books. 

Totals of cottonseed bought, and charges for ginning and wrapping 
as determined by the above working sheet may be entered in the 
journal, daily, weekly, or in units of bale~, by making the following 
entries in the proper columns: 

Accounts Receivable, debit $24. 25 
Ginning, Bagging, and Ties, credit $24. 25 

Cottonseed Bought, debit 54. 00 
Accounts Receivable, credit 54. 00 

All four of the above entries, together with the weights of seed 
cotton ginned, and of cottonseed bought maybe entered on one line 
of any columnar journal sheet similar to form 1. 

Sale. Invoice. 

A sales ticket or invoice is made out for every item sold to patrons 
or customers. From the duplicate of each sales invoice the amount 
of the sale is posted to the debit of individual accounts in the Accounts 
Receivable ledger. Sales invoices should then be summarized by 
products, either by adding the items direct from the invoices on a 
machine, or recording them first on columnar work sheets as illustrated 
Ilu the following page. 
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Ticket Total Oil and Mral F('rU-
M illC"t'llanrtllUI 

Coal ann no. 88iea g&8oline hulla lil~r Item Arnt. 

1 $1.00 $1.00 
2 15.00 SI5.00 
3 10.00 110.00 
4 8.00 58. 00 
5 2.00 ell:! 1001 '2. 00 

.----
Total 36. 00 1.00 15.00 10.00 8.00 2.00 

The totals of these items should be entered in the journal in 
appropriate columns: 

Accounts Receivable, debit 
Sales of oil and g88oline, credit 
Sales of coal, credit 
Sales of meal and hunst credit 
Sales of fertilizer, credit 
Sales of cottonseed. credit 

Purchase InllOice, 

$36. 00 
I" 00 
15.00 
10.00 
8.00 
2. 00 

A purchase invoice is made for each prod uct hought from CUll tome .... ; 
that is, bale cotton, seed cotton, cottonseed oth~r than from regulllrly 
ginned bales, and similar items. From the duplicates of these pur
chase invoices the amount of each purchase is posted to the credit of 
individual accounts receivable. These purchase", are then sum
marized as illustrated for sales. The purchase a~C~lmt of each prod
uct is debited with a total offsetting credit to Accounts Receivable, 
in the proper journal columns. 

Cash Racipts 

A cash receipt is prepared each time cMh is received from a cu .... 
tomer, whether for ginning, feed, coal, or otlll'r items, and regardless 
of whether or not the money is received by the association at the time 
the sale is made or at some later date. That is, the customer should 
be given a specific cash receipt, of which a duplicate is kept by the 
association, every time cash is received. These cash receipts are 
entered in the journal consecutively by name, number, and amount-
debiting Cash Receipts and crediting Accounts Receivable. Items 
from the credit columns of the journal are then posted to the credit 
of the individual accounts in the Accounts Re-eeivable ledger. It 
would, of course, be possible to post to the individual accounts from 
the duplicate copies and summarize the cosh receipts each day, or 
periodically, on colunmar working sheets as was done for scale tickets, 
purchase invoices, and sales invoices. If the latter method is used 
it will be necessary to make one entry in the journal, debiting Cash 
Receipts and crediting Accounts Receivable, for the total amount of 
the cash receipts involved, with explanation such as "Cash receipts 
Oct. 7, 1935, tickets 1 to 20." 
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Choc~s ISsu<d 

Each check should be entered in the journal by name of payee, 
number, and amount of the check in detail. The credit entry will be 
in the Checks Issued column. If issued for the purchase of any 
product from customers, such as cotton, or seed cotton, or as a rebate 
on the value of cottonseed above charges for ginning and wrapping, 
the debit will be in the Accounts Receivable column, and will be posted 
from there to the individual accounts. The debit entry for checks 
issued for expenses would, of course, be made in the expense column 
and for certain other purposes in the Sundry Debit column. In order' 
to make the proper debit entry it will be necessary for the purpose of 
each check to be indicated on the carbon or stub. A summary of 
checks issued will not be needed, since a consecutive list of checks 
issued by name, number, and amount is necessary in reconciling the 
bank statement and the Bank account and this consecutive record 
can be made as easily in the journol as on a temporary work sheet. 
Only one form of check will be needed for all purposes. 

Othe-r ] ou"",Z Entries 

Sales of cottonseed, cotton, and any products sold other than to 
patrons are entered in the journal in the usual manner. Bank deposits 
also are entered in the journal in'the regular manner. 

Shuts fCYl' Accounts Receivabk Lcdg ... 

Numerous variations are possible as regards the size and arrange
ment of ledger sheets to be used for this combined Patrons' and 
Accounts Receivable ledger. Three possible methods are described 
below: 

1. Standard ledger sheets having debit, credit, and balance columns 
may be used. All explanations, such as bale number, weight of seed 
cotton, weight of seed, check number, ticket number, or invoice 
number, may be made for each entry in the regular explanation 
column. For example: 

Name John Smith 

Date Item Folio Debit Credit Balance 

Ort. 6 Bale #75. SIC 1,600lbs. CIS 8oolbo. 
Ticket 75 $6.75 $14. 00 

7 Rebate on CIS, Ck. No. 95 Jl6 7.25 
7 1 ton coal-Sales lnv. No. 22 12.00 
7 Cash Receipt No. 51 12. 00 
9 Bale #90. SIC 1,500 lbo. CIS caught 

Ticket 90 6.60 
9 Cotton bought Wt. 500 @ Hit!. 

Purchase Invoice No. 35 50. 00 
9 Check No. 99 J17 43. 40 

2. The regular journal sheet may be ruled as follows: 



N am •.••••••••••• -!.~!'.'!.§~!!!'. .•...... 

Ginning Seed Bal. cotton Miscellaneous 
sales 

Date Folio Debit Credit Bal-
ance 

Bal. Lbo. SIC Lbo. Balea Lbo. Item Quantity no. 

Oot.6 75 1,600 800 Scale ti<ket 75 $6. 75 514. 00 
7 J 26 7.25 
7 Coal 1 toD Sal .... lovoiae 22 1a 00 
9 Cub noceipt 51 laoo 
9 90 1,500 caught Scale ticket 90 6.60 
9 I 500 Purchase invoice no. 35 50.00 

J17 43. 40 
I 
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3. A special Accounts Receivable sheet may be printed, having 
several debit and several credit columns for amounts of money as well 
as descriptive information. 

The principal difficulty of attempting to handle all transactions 
with patrons through accounts receivable is that mistakes in posting 
will probably be made and the individual accounts may get out of 
balance with the control account. To avoid this difficulty, it will 
probably be found desirable to insert a marker in each account as the 
items are posted and then prove the accuracy of each day's posting 
by adding on the machine the items from the several individual 
accounts indicated by the markers in order to determine if the sum 
is the same as the amount entered in the corresponding control ac
count through the journal. This will mean, for example, that as soon 
as the debits and credits to individual accounts have been posted from 
duplicates of the selected scale tickets, an adding m!lochine tape will be 
run for the. debits to these accounts to verify the total of ginning and 
wrapping toIls entered as a debit in the Accounts Receivable column 
of the journal, and a second tape of the credits to individual accounts 
to verify the total of Cottonseed Bought entered as a credit in the 
Accounts Receivable column of the journal. Other postings from 
sales invoices, purchase invoices, and cash receipts to individuals 
should be proved against corresponding totals as soon as posted. A 
few minutes' time to prove each step frequently saves hours later on. 
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