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PREFACE 
THE fine art of keeping, with perfect accuracy and complete success, 

the books of a modern business firm is an accomplishment worthy 

of a sustained and arduous effort to acquire. It makes demands 

on the knowledge, intelligence and general mental capacity of the 

learner. The book-keeper who makes an entry into one book, or 

a transfer from one book to another, needs to know why he does so 

and what be:uing his performance of the task will have on the 

ultimate Trading and Profit and Loss Accounts and Balance Sheet 

in which t~e transactions will one day be summarized. He needs 

an analytic mind. His work cannot safely be allowed to degenerate 

into mere unintelligent routine. It can never be performed 

automatically. 

This book endeavours to train the student to use an intelligent 

reasoning in learning book-keeping and in putting into practice 

his learning. Examples are numerous, and illustrations of actual 

accounts and forms in use will, no doubt, add considerably to the 

value of the text matter. 
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MANUAL OF BOOK-KEEPING 
AND ACCOUNTANCY 

CHAPTER I 

THE PRINCIPLES OF DOUBLE ENTRY BOOK-KEEPING 

AccouNTING may be described as the art of collecting and classifying 
the details of trailing operations with a view of showing the effect 
of such operations on the business. 

Since effects may only be judged from consideration of facts, 
it is clear that Accounting must be studied with a knowledge of 
the principles of book-keeping, which is the art of recording the 
facts of business. 

It would be wrong to infer, however, that book-keeping is the 
only meclium employed, for methods of collecting and recording 
information will be described in the following pages which do not 
fall within the scope of book-keeping pure and simple ; still, as it 
is the prihcipal medium the principles of double entry book-keeping 
are given for the benefit of those who are imperfectly acquainted 
with them. 

Positive and Negative Effects. Double entry book-keeping is 
founded on the fact that every transaction entered into affects 
each person engaged in two ways, one a positive and the other 
a negative effect : thus, if Brown buys a novel from a bookstall 
for a shilling he has the book (a positive effect), but on the other 
hand he has a shilling less in his pocket (a negative effect). 

Again, if the same gentleman buys a suit from his tailor, he has 
the suit (a positive effect) but he owes the tailor the price (a negative 
effect). When he pays the tailor he no longer owes the tailor 
the price (a positive effect as it cancels a negative) but he has 
less cash (a negative effect). 

It should be explained that the term " Transaction " includes 
any operation or circumstance which changes the character OI'\ 
type of a person's belongings or indebtednesses, and may be active,J 
as in the foregoing examples, or passive. Thus, if Brown goes for a 
holiday, sending his luggage in advance, and Brown arrives but 
the luggage does not, then Brown is minus his luggage but plus 
his claim against the railway company. This disturbance in the 
nature of Brown's belongings was not due to any act on the part of 

1 
l-(l4!0F) 



2 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY 

Brown; indeed, he was passive until the luggage was lost; never
theless the loss is a transaction in itself, since it changes the 
character of Brown's belongings.- --

Now, if book-keeping is concerned in the recording of facts, it 
must follow that a complete record of a transaction should show 
a positive and negative effect. It is customary to designate 
positive effects as debits and negative effects as credits. The fact 
that every transaction has these two effects, the one exactly 

-counterbalancing the other, gives us the most· important maxim in 
book-keeping-" every debit must have a credit "-and also·-_ 
furnishes a reason why everything should balance. 

Debit and Credit. It is now proposed to term these :QQsitive 
and ~e&i!ti¥-e effects P~S!ts 'and C!"~!'!J.ts, and the reader must 
unders-tand that the ab'breviations Dr. -and Cr. are intended to 
mean the positive and negative effects of transactions-respectively. 

The various debits and credits are collected together according 
to their type, the different items of each being stated underneath 
one another in an account. Ac~unts are written in a book called 
the Ledger. 

Thus all the transactions affecting cash are collected and stated 
in a " Cash Account," all cash J!'l<;!iti~~ being set down on one side 
of the page, the Dr. side, and all cas!J. ;e<lJg Qut on the opposite side, 
the Cr. side. - _,,. -~ 

IMSflle custom to write the debits on the left and the credits 
on the right side of the page. There is no particular reason for 
this proceeding: the authors have seen books quite well kept 
with the debits on the right and the credits on the left, but it is 
advisable to follow custom unless there is very good reason for 
abandoning it, as variations of fixed habits are rather confusing. 
Accounts are· ruled with columns in order that the essential facts . 
may be tabulated neatly and regularly, thus-

Dr. Cr. 

1 2 3 4 ' 5 6 

l:ol 
8 

Date. Particulars. Fol. £ s. d. Date. Particulars. 

·r~ ... 

I 

It should be noticed that the debit side is identically the same 
as the credit. This is the usual form of account, though variations 
must be introduced to meet the partiCular needs of special classes 
of business. 
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In column 1 is written the date when the transaction takes place. 
Column 2 sets out the name of the other account which is affected. 
( N.B.-Every transaction must affect two accounts.) Column 3 
gives the page (or folio) upon which that other account is to be 
found, the whole of the ledger being paged, and the last column 
-!-gives the amount of the transaction in £ s. d. 

Example. On 1st January, Brown borrows £100 from Jones 
and on 2nd January buys a motor cycle for £70, for which he pays 
cash down. 

Here we have two transactions-
1. Brown borrows £100 from Jones, i.e. as a result he has £100 

in cash but owes Jones £100. He must therefore debit cash and 
credit Jones. 

2. He then buys a motor cycle for £70 cash; as a result he has 
a motor cycle presumably worth £70 to him but has £70 less cash. 

In. 

Date. 

Jan. I To Jones's 
Loan 

Date. Particulars. Fol. 

1. 
CASH ACCOUNT. Cr. 

2. 

Date. Particulars. 

Jan. 2 By Motor 
Cycle 

LOAN ACCOUNT. 

Date. Particulars. 

Jan. I By Cash 

3. 
MOTOR CYCLE ACCOUNT. 

Date. Particulars. 

Jan. 2 To Cash 

d. 

NoTE I.-The folios form a cross reference so that if one half of 
the effect of the transaction is found, the other can be convtniently 
referred to. 
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NoTE 2.-The. difference between the .debit and the credit side 
of the cash account shows the actual state of affairs as regards that 
account. Thus Brown has, as the result of these two transactions, 
£30 in cash, and it will be found that the deb~t side of the cash 
account is £30 more than the credit side. If Brown spent. £5 
more, he would credit the cash account, thus reducing the debit 
balance to £25 which corresponds with the cash he would then 
have iu hand,. From this we get the rule that Assets must be 
debit balances, and the corollary that Liabilities must be credit 
balances. · 

Transactions frequently result in expense. Thus if Brown pays 
£50 rent the Dr. (a positive effect) is the. rent, since he has had the 
benefit of the occupation of the premises, the Cr. is the cash because 
he has spent it. 

Now, expenses are classified in accounts with suitable headings, 
such as Rent, Rates, Wages and General Expenses.· Rent is the 
account affected by the above transaction, and therefore the 
amount would be debited to Rent Account and credited to Cash 
Account. Of CO\l.f5e the converse will apply where profit is made, 
and if Brown receives cash £30 for rent, he would debit ca.Sh and 
credit rent. 

Classification of Accounts. It is now· possible to attempt a 
classification of accounts. They may first be divided into-

1. Personal, i.e. accounts of persons ; and 
2. Impersonal, i.e. accounts other than those of persons; 

and then impersonal accounts into-
(a) Real Accounts, or accounts of assets. 
(b) Nominal Accounts, or accounts of profits, losses, expenses. 

The following. rules are given in order to shew which accounts 
are to be debited or credited . 
. · 1. Ascertain which accounts are affected. · 
lb 2. Having decided the accounts, debit or credit as the case may 
. e according to the following rules. 
t If an account affected is 

(a) a Personal Account-
(i) Debit it if the transaction by itself, without regard to 

any other transaction, results in the other party to the 
transaction becoming indebted to you. · 

(ii) Credit, if the contrary be the case. 
(b) a Real Account-

(i) Debit, if an asset is acquired or iJ?.cr-eased invalue. 
(ii) Credit, if an asset is disposed of, or decreased in value. 

(c) a Nominal Account-
(i) Debit if the transaction represents an expense or loss. 
(ii) Credit if the transaction represents a profit or gain. 

These rules.are invariable. 
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Subsidiary Books. In order to reduce the number of items in the 
ledger it is customary to employ a number of books as subsidiaries, 
details of similar transactions being entered under each other. 
The individual items are transferred (or posted) to the ledger on 
one side of various accounts, and the total posted to the other side 
of another account. Thus, a merchant's purchases of goods may 
be so numerous that it would not be advisable to debit the Gcods 
Account with each individual item of goods purchased.' He 
therefore keeps a book in which to record all his purchases by 
writing the necessary particulars in a Purchases Book, posting the 
various items to the credit of the several persons supplying the 
goods, and periodically debiting the total to the Goods Account. 
The types of these subsidiary books vary greatly, and it is therefore 
not proposed to give rulings until particular classes of business are 
dealt with, but the various books customarily employed in a 
merchant's business as subsidiary to the ledger are mentioned. 
They are-

PURCHASE DAY BooK, recording from day to clay the pur
chases which are made, individual items Qeing posted to the credit 
of the person supplying the goods and the total debit to Goods 
Account. 

PuRCHASE RETURNS BooK (or RETURNS OuTWARDS), recording 
returns or allowances in reduction of the original cost of goods 
previously purchased. The individual items are debited to the 
accounts of the persons making the allowance and the total credited 
to Goods Account. 

SALES DAY BooK, recording the sales from day to day. In
dividual items are debited to the accounts of persons with whom 
the sales have been effected and the total credited to Goods Account. 

SALES RETURNS BooK. Bears the same relation to the Sales as 
the Purchase Returns Book does to the Purchases. 

JouRNAL. The Journal is not generally employed, but where 
it is found in practice its purpose is usually to record in chronological 
order particulars of those transactions for which there is no other 
subsidiary book available. The Journal is a convenient medium 
for recording complicated dealings and its form will be used in the 
pages following to explain the method of recording some of the 
transactions considered, but it should be remembered that the 
Journal is not an essential part of a system of book-keeping and need 
only be kept in cases where its use adds simplicity to the books in 
general. 

CASH BooK. It is the custom to take out of the ledger the Cash 
Account and the Bank Account, and record the transactions in a 
separate book. This book is called the Cash Book, and the methods 
of keeping it vary considerably. The more general practice is to 
take the two accounts out of the ledger bodily, recording the 
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transactions exactly as they would be recorded if they were entered 
in the ledger. For the sake of convenience the two accounts are 
shown on the one folio, parallel columns being placed on either 
side for both cash and bank. This· method has the advantage of 
bringing into close relation two accounts very similarin character, 
as well as saving a considerable amount of time in recording the 
large nurriber of transactions which affect these two accounts only ; 
indeed, the record of certain steps may generally be eliminated 
if it is considered that the significance of th;e transaction is not of 
sufficient importance to be recorded, or may be inferred from the 
character of the entries which are made. To this extent the Cash 
Book is but a separate section of the ledger, but maybe, and usually 
is, also employed as a subsidiary book for the purpose of collecting 
transactions which are connected with the receipt or payment of 
cash, such as discounts allowed or received. Thus, discounts 
allowed for payment of cash may be conveniently recorded at the 
same time as cash received, and if these discounts are entered in a 
separate column then the total of that column will be the total 
discounts allowed for th~· period, and may be posted in one item 
to the Discount Account. Similar considerations will apply. to 
discounts received. It will be seen, therefore, that the Cash Book 
of a trader will require at least three columns on either side. The 
arrangement of the columns varies but the general form is given 
in the example at the end of the chapter (page 9). 

In opening the books for the first time, a summary of the assets 
and liabilities must be made and accounts opened in the ledger 
to record the existence of such. The excess of the assets over 
the liabilities is the amount of capital which the trader has in 
his business, so that if we open fl. Capital Account, placing on the 
credit side the actual capital in the business, assuming that the 
assets exceed the liabilities in value, then the books will balance, 
since the assets are equal to the liabilities plus the capital. These 
entries may be conveniently recorded in the Journal if one is kept, 
as in the example at the end of the chapter (page 8). 

The Trial aalance. Inasmuch as every transaction is recorded 
twice, once on the debit and once on the credit, it follows that the 
books should always be in a state of equation since every transaction 
is merely an addition of equal sums to both debit and credit. If, 
therefore, we make lists of the items posted to the debit side 
and to the credit, then the two should be equal to one another ; 
and, further, if we make a list of the balances, separating the debits 
.from the credits, then the sum of the debits will equal the sum of 
·the credits, since by balanCing accounts we merely eliminate equal 
amounts from both debit and credit. Note that such a result 
will only be obtained when all the items have been correctly posted, 
including the totals of all the subsidiary books. 
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The trial balance, thus completed and agreed, serves the useful 
purpose of proving the arithmetical accuracy of the entries in the 
books, but it should be noted that the books are not necessarily 
free from error, for certain mistakes would not be detected by 
preparation of a: trial balance. In particular, the reader's attention 
is drawn to the fact that the following errors would not be 
disclosed-

!. Posting an item to the wrong account. 
2. Omission to enter a transaction in the books. 
3. Compensating errors, i.e. two or more errors which collectively 

affect the accounts by sums which themselves balance. 
4, Posting the whole of the transaction on the wrong side, e.g. 

cash received entered on the credit side of the Cash Book 
and the item posted to the debit of the person paying the 
money. Errors of this type are common in the case of more 
intricate transactions and are exceedingly difficult to locate. 

5. Entering the whole of the transaction twice. 
An Illustrative Working. The following exercise is worked with 

a view of illustrating the principles already explained. 

The books of C. Cochran, Factor, on 1st January, 19 .• , showed the 
following to be his position-

Sundry Creditors
T. Turner • 
H. Homer 

Bills Payable 
Capital . 

Cash in hand • 
at Bank 

Sundry Debtors
B. Benson 
D. Duncan 
J. Johnson 

Stock 

Liabilities. 

Assets. 

£ s. 

87 10 
32 10 

£ s. 
46 -

530 

210 10 
62 5 
48 15 

d. £ s. d. 

-
-

120 
100 

1,155 

£1,375 

d. £ s. d. 
-

576 

-
-

321 10 -
477 10 -

£1,375 -

Enter the above and the following transactions in proper books, post to 
Ledger, and take out Trial Balance. 

Jan. 1. Received from B. Benson, Bill at three months for. 
2. Sold Goods to J. Johnson 

£ s. d. 
210 10 -
30 9 6 
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Jan. 4. Bought of S. Smith, Office Furniture value • . 
5. Bill Payable due this date was met by my bankers. 
7. Bought Goods from H. Horner value . . . 

10. J. Johnson sent Cheque, which was paid into bank. 
And Discount allowed . 

14. Sold Goods to D. Duncan 
Paid Wages m cash . . . . . . 
Sent Cheque to H. Horner in settlement of the amount 

due to him on 1st January . 
16. C. Cochran drew by cheque . . 
19. Received Cheque from D. Duncan on account and 

paid it into bank . . 
20. Paid Carriage Account in ca.sh 
25. Sold Goods to B. Benson 
27. Drew Cheque for cash . 
28. Paid Wages in cash . . 
31. Month's Rent by cheque 

JOURNAL. 
19 .. JANUARY, 19., Dr. 

Jan. 1 Sundry Assets Dr. I £ s. d. £ 
To Su~dry Liabilities, 

VlZ.-

Cash in hand. . . C.B/1 46 - -
,. at Bank . 1 530 - -

B. Benson. . Led/1 210 10 -
D. Duncan 2 62 5 
J. Johnson 3 48 15 -
Stock . 7 477 10 -

J. Tu;ne; 4 87 
H. Homer 5 32 
Bills Payable 6 100 
Capital . . 8 1,155 

(For assets and liabilities 
in the business at this 
date.) 

1,375 - - 1,375 
Jan .. 1 Bills Receivable Afc . 9 210 10 -

To B. Benson. Dr. 1 210 
(For Bill received from 
B. Benson payable at 
3 months date in settle-
ment of account.) 

Jan. 4 Office Furniture Dr. 10 60 - -
To S. Smith · : 11 60 

(For Office Furnit~re 
bought from S. Smith 
this day.) 

6~ .<. d. 

45 - -
58 10 6 
46 -
2 15 

82 10 -
18 12 6 

31 -
25. 

30 
3 8 6 

62 5 
20 
18 12 6 
5 

Cr. 

s. d. 

10 -
10 

- -
- -

- -

10 

- -

,£1,64511o 1 - £1,645 10 -
!-I 1'-';"'"'''r="""l-



CASH BOOK. 

Dr. CASH. CONTRA. Cr. 

-- I ~ Disct.j Cash. ! Bank. 19.. -- I I ~isct. I Cas~. :1 Bank. 

-J-an-.-1-1-T-o_B_a_la_n_c_e_s_i_n_h_a_n_d_l:i--v' ·~~£i~~j'd: £~'d. £j~d.· Jan. 5 By Bill Payable -:-!£~~~d.!£j~~d.: {5~~·~ 
at this date . . 1 . . l 46 - - · 530! - - 14 ., Wages 12 : , '1812 6 

10 ., J. Johnson. . .

1

. 31 215 - 46;- -~ ., H. Horner. 5 1;10 -1 1 : 31i- -
19 ., D. Duncan. . • 2 I I 301 - - 16 ,. Drawings Afc 13 

1 
251' - -

Z7 .. B=k Mpe< '""'';li v'_l __ il,_20_-_-l,· __ lli_i_l1 ~~ ,' :: ~~?'•" '"""" g i II 1: 1:! 6'1 20 - -

/ I .. Boloo" o/d ~ !,---~_'~'I <~ ~~~ 
)~:. ,~~~~~ b/d :1

1

: ~£~l~~l(:::i1 ~~~ 
16

~~y,~.~r~~~r 
~-~~--~----------~ 

19 .. 
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PURCHASE BOOK. 
JANUARY, 19 •. 

f.. s. d. 
7 

5 H. Horner Sundry Goods . ..; 58 10 6 

7 
-=-= 

SALES BOOK. 
lANUARY. 19,. 

f.. s. d. 
2 

3 J. Johnson Sundry Goods 
14 

..; 30 9 6 

2 D. Duncan Sundry Goods 
25 

..; 82 10 -
1 B. Benson Sundry Goods ..; 62 5 -

175 4 6 

7 -
LEDGER. 

I, 
Dr. B. BENSON. Cr. 

19 .. 19 .. 
Jan. I To Balance J./1 Jan. I 

25 ,; Goods. . S.B./1 

:; 
Dr. D. DUNCAN. Cr 

19 .. 

J~ 
I 'i d 19 .. £ J s./d. 

Jan. I To Balance . J./1 Jan.l9 By Cash (on ~) • . C.B./1 30 
14 , Goods. S.B./1 l1c , Balance c . ..,; 114 11sr-

li!!! lis 1£144 !1st 
I= -19 .. 

Jan. 31 To Balance bfd ..,; 114/15 

3. 
Dr. J. JOHNSON Cr 

19 .. ~8 tsk 19 .. £ •. d. 
Jan. I To Balance J./1 Jan. 10 By Cash & Disci . 

I~ =;;16 
(2/15/) • . C.B./1 4815'-

2 .,Goods S.B./1 30 - --
4. 
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5, 

Dr. 

19 .. 
Jan. 14 To Cash and Disci. 

(1/10/) 

6. 
Dr. 

19 .. 
Jan. 5 To Cash . . 

31 ., Balance cfd 

7. 
Dr. 

19 .. 
Jan. I To 

31 

s. 
Dr. 

9. 
Dr. 

19 .. 
Jan. I To B. Benson: Bill 

@ 3 mo. dated 
1/1/19 

10. 
Dr. 

19 .. 
Jan. 4 To S. Smith • . 

11. 
Dr. 

12. 
Dr. 

19 .. 
Jan. 14 To Cash . 

:.!8 

H. HORNER. Cr. 

1-,-. ~ " t Jan. 1 3210 

C.B./1

1

1· 32 10 By Balance J./1 

~~- 7 " Goods. P.B./1 58 10 6 

BILLS PAYABLE. Cr. 

19 .. 
Jan. I By Balance J./1 

Jan. 31 By Balance b/d , v' 

GOODS ACCOUNT. Cr. 

19 .. 
Jan. 31 By Sundries (Sales) 

CAPITAL ACCOUNT. Cr. 

J./1 

BILLS RECEIVABLE. 

£ I .. i 210,10 
I 

OFFICE FURNITURE. 

S. SMITH. 

WAGES. 

I 

£ I •. d. 
18'12 6 

1 1s,12 6 

1 £37!~: 

By Office Furniture 

Cr. 

£ $, d. 

Cr. 

Cr. 

Cr. 

{. $. d. 
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14. 

15. 
Dr. RENT. Cr. 

16. 
Dr. DISCOUNT. Cr. 

19 .. 
Jan. 31 

Dr. Cr. 

£62 
s. d. £ s. d. 

1 B. Benson 5 -
2 D. Duncan 114 15 -
3 J. Johnson 30 9 6 
4 T. Turner 87 10 -
5 H. Horner 58 10 6 
6 Bills Payable. 55 
7 Goods Account 536 6 175 4 6 
8 Capital Account 1,155 
9 Bills Receivable 210 10 -

10 Office Furniture 60 
11 S. Smith 60 
12 Wages . 37 
13 Drawings 25 
14 Carriage 3 
15 Rent 5 
16 Discount 2 15 1 10 -

C.B./1 Cash 25 6 6 
1 Bank 480 - -



CHAPTER II 

THE PROFIT AND LOSS ACCOUNT AND BALANCE 
SHEET 

FROM the Trial Balance we can proceed to prepare a Profit and Loss 
Account and Balance Sheet. In order to do this, however, it is 
necessary to appreciate the difference between capital and revenue. 

It will readily be seen that a debit may consist of (1) acquisition 
of an asset, (2) discharge of a liability, or (3) incurring an expense ; 
but the effects of these transactions upon the financial position of a 
person are widely different; for (I) and (2) merely change the 
nature of the available capital, whereas (3) causes a diminution of 
the capitw as it is a loss. 

Expenditure may therefore be divided into-
1. Capital expenditure which consists merely in changing from 

one class of asset to another. 
2. Revenue expenditure, the benefit of which is consumed or 

lost and must be made good out of profits. 
Similarly credits may arise by reason of-
1. Disposal of an asset. 
2. Incurring a liability, e.g. borrowing. 
3. Earning a profit. 
And again we can effect a division into-
1. Capital receipts, which, like capital expenditure, consist of 

changing from one class of asset or liability to another. 
2. Revenue income, the benefit of which is employed in discharging 

the revenue expenditure and the balance either paid to the pro
prietor of the business as compensation for the risk of his capital, 
or retained in the business as additional capital. 

It will be seen from the above analysis that the difference between 
the revenue income and the revenue e:11:penditure is the profit or 
loss as the case may be, and it would appear that if we make a 
list of all the nominal accounts appearing in the trial balance, 
then the difference between the totals of the debits and the credits 
represents the profit or loss, since nominal accounts are those 
which represent profits and expenses. This will giYe the correct 
result, provided the assets and liabilities appear in the books at 
correct valuations at the time the Balance Sheet is made up, but 
inasmuch as this is seldom the case, adjustments are necessary 
in order to correct such discrepancies in valuation as are deemed 
necessary. These adjusting entries may be made in the Journal, 

13 
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if such a book is kept, but are more frequently made in the Ledger 
itself. 

Stock in Trade. The method of writing up the G<>ods Account, 
by which this account purports to record all the transactions 
relating to goods, has already been described, but a little reflection 
will convince the reader that the balance of this account at no 
time represents the value of the goods on hand. This is because 
the goods purchased are entered in the books at cost; whereas 
the sale prices include, or should include, a certain amount of profit, 
so that if the Goods Acc9unt is to be made to represent the value -
of the goods on.hand it is necessary to debit to it an amount 
representing the profit ; the balance may then be carried down as 
representing the value of the stock. In practice the order of 
, working is reversed. Thus, we first ascertain the value of the 
stock and enter the amount on the credit side of the Goods Account, 
carry this amount down on the account to the debit side as if it 
were a balance. This balance is carried down as being the value 
of the goods on hand, just as the balance of the Cash Account is 
carried down representing the amount (and therefore the value) 
of the cash in hand. The balance then appearing on the account 
will be transferred to the Profit and Loss Account. This balance 
is the gross profit earned during the period, which fact may be 
proved in the following manner. · 

Let A represent the cost of the goods purchased during the year ; 
B represent the total sales; 
C represent the value of the opening stock ; 
D represent the value of the closing stock ; 
E represent the profit. 

The cost of the goods sold must be the value of the opening stock 
plus the purchases less the value of the goods which are left, so that 
the cost of goods sold may be represented by A + C-D 
the selling price is . B 
and the profit is the difference between the cost and 
the selling price and may be represented by B- (A + C-D) 
but the gross profit is also represented by E 
therefore E = B (A + C D) 

B-A-C+D 
therefore A+C+E =B+D 
or the debits in the ·} _ th dit . 

G<>ods Account - e ere s 
This proof is useful, since knowledge of the above formula enables 

us to ascertain the amount of any one of the above five constituents 
of the account, provided we know four. 

In order to arrive at correct results other adjustments are found 
to be necessary, of which examples are given together with the 
entries in the books. 
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Discounts. It will be noted that the Discount Account only 
shows the amount of discount allowed or received on accounts 
actually paid, but inasmuch as discount will presumably be allowed 
when creditors who haYe agreed to allow discount upon payment 
of accounts are actually paid, it is clear that those creditors will not 
require in cash the amount for which their accounts stand to credit 
in the books. There will, in fact, be a profit made and such profit 
may properly be anticipated. The method of making this adjust
ment is to credit Discount Account with the amount which it is 
estimated will be received from the creditors, and carry the amount 
do'm to the debit as is done with the amount of the stock in the 
Goods Account. The discount which it is estimated will be allowed 
to the outstanding debtors when they pay their accounts, \Vill be 
entered on the debit side of the Discount Account and carried 
down as a balance to the credit. After these adjustments have been 
made, the account represents the profit earned or loss suffered on 
discounts and may be transferred to Profit and Loss Account. 

It is frequently an advantage to separate discounts received 
from creditors from discounts allowed to debtors, the former being 
entered to the credit and the latter to the debit of Profit and Loss 
Account. By this means it is possible to ascertain to what extent 
customers are availing themselYes of advantages offered in the form 
of discount, and at the same time the amount earned by the surplus 
working capital, in the form of discount received. The di\;sion 
may be effected by keeping the discounts in two accounts, one for 
discounts allowed and the other for discounts received. Where 
only one account has been kept the required information may be 
obtained in .the follm,;ng manner-

1. To the actual discount received add the closing reserve and 
deduct the opening reserve. The result is the amount which 
should be debited to Discount Account and credited to Profit and 
Loss Account as discounts receiYed. 

2. To the actual discount allowed add the closing reserve and 
deduct the opening reserve. The resulting amount should then be 
credited to Discount •Account and debited to Profit and Loss 
Account as discounts allowed. 

If the calculations have been. made correctly the Discount 
Account \\;II then balance except for the reserves carried down to 
debit and credit. 

Amounts Prepaid and Owing. Certajn items of e":penditure are 
such that the amount paid cannot be regarded as lost at the time 
or even shortly after the time it was incurred, but rather that the 
loss was of a continuous and accumulating character accruing 
from dav to dav. If, for example, Brown insures his goods against 
Joss by fire and pays a premium of £10 to the insurance company, 
it cannot be said that he has immediately incurred an expense 
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of £10 since hi!;i goods remain insured for a whole year, but rather 
that the expense accumulates from day to day, until at the end of 
the year the whole amount has been spent and the policy requires 
to. be renewed. In practice such items are numerous and it is 
necessary to ascertain the proportion of the expense which has been 
incurred up to the date of the Balance Sheet, this amount being 
charged to ·Profit and Loss Account and the balance unexpired 
being included in the Balance Sheet as an asset. The entries in 
the books, assuming that the insurance referred to above is in 
respect of the year ending 29th September, 1920, and the accounts 
are.made up to 30th June, 1920, would be to enter in the Insurance 
Account to the credit the proportion unexpired, £2 lOs. Od., and 
carry the amount down to the debit and transfer the balance to 
Profit and Loss Account. 

A converse case can also arise. Thus if at 30th June, 1920, Brown 
had charged the district rates to 31st March, 1920, only, then three 
months rates would be owing and the amount which this period 
represents would be debited to the account in which the rates are 
customarily entered and carried down to the credit. 

Similar considerations apply to accruing income as applv to 
accruing expenditure, e.g. if Brown is entitled to receive £45 as 
interest each half-year and such interest is payable in respect of 
the periods ending 28th February and 31st August in each year, 
then at 30th June, 1920, there has accrued due to Brown interest 
for four months or £30 (four-sixths of £45). 

The following items of accruing income and expenditure fre
quently arise and suggestions are offered as to the manner in which 
they may be treated-

!. RENTS. There should be reserved as owing the amount 
which has accrued from the last quarter day to the date of the 
Balance Sheet. If the rent is payable in advance, there should 
be reserved as prepaid the amount accruing from the date of the 
Balance Sheet to the date to which the rent is paid. It is not the 
custom to apportion weekly rents. For treatment of premiums 
paid on leaseholds see "Depreciation." • 

2. RATES (Poor Rates, General District Rates, Water Rates, 
and similar levies by local authorities). 

If the full amount of the rates has been entered in the books 
then the amount accruing from the date of the Balance Sheet 
to the last day of the period covered by the rates may be regarded 
as prepaid. If the rates have not been so entered, then the amount 
accruing from the commencement of the period covered by the 
rates to the date of the Balance Sheet is owing. 

3. TAXES, INCOME TAX, AND PROPERTY TAX. The tax covers 
the year ending on 5th April in each year. It is a general custom 
to apportion income tax in the same way as rates but circumstances 



PROFIT AND LOSS ACCOUNT AND BALANCE SHEET 17 

usually require modifications. Other taxes such as Compounders, 
Pawnbrokers, Plate Licences and the like are prepaid and accrue 
for the period stated iri the licence or certificate. 

4. INSURANCES. Where the insurance is effected by a policy 
at a fixed annual premium then there is an amount prepaid pro
portionate to the time unexpired. Where, however, the amount 
varies according to the nature of the risk, as in the majorityof 
employers' liability insurance policies, then the amount in advance 
is the amount of premium paid, less the amount of benefit already 
received, thus : if Brown pays a premium of £50 representing lOs. 
per cent. on £10,000, the estimated total wages for a year, and 
there has been paid in wages since the commencement of the 
policy £6,000, then the amount prepaid is £20 (lOs. per cent. on 
£10,000 £6,000=£4,000) regardless of the period covered by 
the policy. Analogous cases should be similarly treated. Marine 
insurances should not be so apportioned unless they be floating 
policies, nor is it customary to apportion premiums on short date 
policies covering loss by fire of goods temporarily stored at docks 
or warehouses waiting transport. . 

5. TELEPHONE RENTS. The annua1 charge for the rent is prepaid 
and apportioned as in insurance. The amount paid for calls should 
be treated as prepaid to the extent of the number of calls unused, 
unless it is probable that the number of calls will not be exceeded, 
in which case both the rent and the amount paid for the minimum 
number of calls should be apportioned as in insurance. 

6. COST OF RAILWAY CONTRACTS FOR TRAVELLERS AND OTHER 
REPRESENTATIVES OF THE BUSINESS. As in insurance. 

7. SALARIES AND WAGES. It is not, as a rule, necessary to reserve 
for' salaries, since these are usually paid to the end of each month 
and the accounts also calculated to a month end. Weekly wages 
should be apportioned by dividing the wages for the week in which 
falls the day the Balance Sheet was made up. The best method 
to adopt, as a general rule, is to regard as owing the proportion 
of the wages accruing from the date the wages were last made up 
to the date of the Balance Sheet, the amount being calculated 
according to the number of hours worJ<:ed. 

PREPARING PROFIT AND LOSS ACCOUNT AND 
BALANCE SHEET 

After all the adjustments have been made the balances of 
the accounts should be collected into two statements as 
follows-

No. 1 Contains balances of all nominal accounts, the balance 
of which represents the profit or loss. This profit or loss is added 
to or deducted from the Capital Account. 

2-(14J0F) 
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No. 2 is a list of all the balances after the first statement 
is completed, and should balance. 

The. first statement may, for the time being, be termed a Profit 
and Loss Account; and the second, when put into proper form, is the 
Balance Sheet. 

A Balance Sheet may therefore be defined as a summary of all 
the balances appearing in the books, after the Profit and Loss 
Account has been completed. 

Examples. The example given on page 7 is continued to show 
the Profit and Loss Account and Balance Sheet after the requisite 
adjustments to provide for-

(i) Carriage accounts not yet received estimated at £3. 
(ii) Wages accrued from 28th January to the end of the 

month £4 lOs. 
(iii) Stock on hand 31st January, 19 .. , £420. 
(iv) (a) Estimated discount on Debtors £2 lOs .. 

(b) , , , Creditors £1 lOs. 
We repeat the Ledger Accounts which are adjusted by the 

above items, but the reader will be able to trace the remainder 
from the trial balance on page 12 to the Profit and Loss Account 
or Balance Sheet as the case may be. 

12. 
Dr. WAGES .. Cr. 

19 .. £ s. d. 19 .. £ s. d. 
Jan. 14 T~ Cash 1 ~~g ·~ Jan. 3! By Profttj& Loss A/c 17 41!5 -

28 II H • • • • I 
31 , Reserve for Wages 

accrued to date, 
but not yet paid, 
carried down . ...; 410 

~ - -
15 - £41 15 -

"7 s. d. £ s. tl. 
Jan. 31 By Reserve b/d 410 

14. 
Dr. CARRIAGE. Cr. 

19 .. £3 8 ~ 19 .. £ s. tl. 
Jan. 20 To Cash I Jan. 31 ·By Profit & Loss A/c 17 6 8 6 

31 , Reserve, for ac~ 
counts owing bu.t 
not yet received, 
carried down . ...; 3 ---

~ t6 £6 8 - -·-
£ s. a. £3 '· ~ Jan. 31 By Reserve b/d ...; 
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7. 

Dr. 

19 .. 
Jan. I To Balance (Stock on 

hand\. 
31 ., Sundries (Pur-

chases) . . . 
Balance {gross 

profit) carried to 
Profit & Loss Afc 17 

Jan. 31 To Stock on hand b/d v' 

16. 
Dr. 

19 .. 
Jan. 31 To Sundries . . . 

n Reserve for disct. 
on debtor> c/d . 

n Profit & Loss A/c 
Discount on Pur~ 
chases 

Jan. 31 To Reserve b/d • . 

8. 
Dr. 

19 .. 
Jan. 31 To Transfer Draw-

ings A/c . . . 13 
, Balance cjd . . 

17. 

GOODS ACCOCNT. 

19 .• 

Jan. 31 
By 

viSCOUNT. 

19 .. 
Jan. 31 By Reserve b/d . 

Cr. 

Cr. 

CAPITAL ACCOUNT. Cr. 

19 .. 
Jan. I By Balance . . . 

31 , Profit & Loss Ajc 

Jan. 31 By Balance bf<l • • 

Dr. PROFIT AND LOSS ACCOUNT FOR THE MONTH OF JANt•.<RY, 19 .• Cr. 

19 .. 
Jan. 31 To Wages 

" Carriage 
, Rent . . . . 
, Discounts allowed 
, Balance carried 

to Capital A/c . 

19 .. 
Jan. 31 By Discts. received 

, Goods Account 
(gross profit) 
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19 .. 

LIABILITIES. {. s. d. s. d. 

Sundry Creditors-
Led. T. Turner .. 

4 
H •. l-lorner 5 
S. Smith 6 
Wages accru~ : 12 
Carriage estimated 14 

505 6 6 

.

1

c.B. 
I 25 6 6 

, at Bank . • 1 480 - -

Stmby Dt:bws- Led. 
B. Benson 1 62 5 -
D. Duncan • . 2 114 15 
J. Johnson . • 3 30 9 6 

Less Reserve for 
Discount !6 

£207 9 

Bills Payable . . 
Capita! Account- 16 2 10 

Bal. 1st jan., 19 .. 8 ---20419 6 
Less Drawings 13 9 210 10 

7 420 
10 60 - -

Add Profit for the 
month as per 
Profit & Loss Ajc 17 



CHAPTER III 

PRINCIPLES OF VALUATION 

IN our consideration of the accounts we have so far calculated 
the value of most of the assets at cost ; in a few cases, however, the 
market value has been taken. It will be found in practice that 
a method of accounting on this basis is inconvenient and in many 
cases actually incorrect. For. instance, if Brown buys a factory 
and equips it with machinery, wiih the object of carrying on the 
business of a manufacturer of surgical instruments, it would be 
perfectly correct to include that asset in the accounts at cost price 
at the moment it is acquired, but owing to deterioration in value 
it is incorrect to include it at cost at any other time. Further
more, it would be wrong to take the value of the factory at the 
amount it would realize if put up for sale in the open market 
(even if it were possible to ascertain this figure) since the value of 
the factory to Brown would be, as a general rule, in excess of what 
it would bring in the market. If this were not so, it would be 
probable that Brown would sell his factory and buy something 
cheaper. Such difficulties are met by adopting certain principles 
of valuation which arise.out of a more detailed classification of the 
kinds of accounts than has been so far attempted. 

Fixed and Floating Assets. Assets may be divided into two 
main classes-

1. Those assets which are acquired for the purpose of being 
used in the business with the object of producing an income. Such 
assets are termed fixed assets. 

2. Those assets which are acquired with the object of re-sale or 
manufacture, the end in view being the ultimate reconversion into 
cash and the making of a profit during the process. Such assets 
are termed floating assets. 

Example. The factory referred to above will be a fixed asset in 
the hands of Brown, but materials purchased for the purpose of 
being manufactured into surgiCal instruments will be floating 
assets, as also would be the surgical instruments when completed, 
provided they were in the hands of Brown. 

It should be emphasized that the classification depends entirely 
on the use to which the asset is to be put ; thus the machinery 
with which Brown equips his factory, though a fixed asset in the 
hands of Brown, would be a floating asset in the hands of the 
engineer who made it ; similarly, though the surgical instruments 
are floating assets in the hands of Brown, they would be fixed 

21 



22 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY 

assets in the hands of the surgeon, who uses them in pursuit of his 
profession. , 

Valuation of Assets. From this classification we obtain the 
important rules as to valuation of assets, whereby fixed assets are 
to be valued, in the first place, at cost, and thereafter an amount 
deducted and charged to the Profit and Loss Account representing 
the depreciation, wear and tear, or amortization which has taken 
place during the succeeding period of the accounts, the object 
being to write out of the books entirely the value of the asset during 

1 the period of its effective life. Floating assets are to be valued at 

I cost or the market price at the time of the Balance Sheet, whichever -
be the lower. -

Another classification is introduced as supplementary to the 
above and gives us certain ainplifications of the rules. This classi
fi.catic;m is based on the nature of the asset and not on the use to 
which it is put, and is as follows- - · 
, I. Those -asset.s which from their nature appreciate in value. 

2. Those which from their nature fluctuate in value. 
3. Those assets which depreciate in value. 
The rules c:lerived from this second classification are important : 

assets which in their natwe appreciate in value may be brought 
into the accounts at cost plus the estimated value of the appreciation 
during each succeeding accounting period. Example.-A company 
which is formed with the object of purchasing reversionary interests 
would be justified in including in its accounts, the increase in value 
of those particular assets as they approach· maturity. :Ifie same 
remarks would apply to such cases as the stock of a wine merchant 
who buys immature wines with the object of obtaining the extra 
profit which will arise by keeping those >vines for a period of years. 
It should, however, be noted that appreciation should only be 
taken credit for in the accounts when the asset is acquired with 
the specific object of reaping the benefit·which will arise from its 
retention ; and these argum~ts could not logically be urged by a 
trader who is merely holding stock because he has not had the 
opportunity of advantageously selling it, since in this· case, though 
a profit may arise and that profit be traceable to the retention of 

:the stock, yet the whole transaction and "esulting profit is the 
• result of an accident, and as such could not be taken credit for in 
the accounts. 

In the case of those assets which from their nature :fluctuate 
in value, the proper method of treatment in the accounts is to 
take credit for any profit which has actually been made but not to 
anticipate any profit which has not been realized. In cases where 
the value of the assets show a continuous tendency to decline (as 
in the case of the majority of gilt-edged securities during the last 
decade), "then the proper course to adopt is to charge the Profit 
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and Loss Account v;ith such an amount as is deemed sufficient to 
meet the contingency of ultimate loss on sale, and to credit this 
sum to a .Reserve Ac~ount. In the Balance Sheet, the asset should 
be shown at cost on the assets side and the amount of the reserve 
deducted from it. It may be an advantage to state, as a memo
randum in the Balance Sheet, the market price of the investments at 
the date of making up the accounts. 

In the case of those assets which from their nature depreciate 
in value, the proper course is to charge the Profit and Loss Account 
each year with the amount of the depreciation and deduct this 
amount from the asset, thus showing the gradually diminishing 
value in the accounts each year. The method of calculating the 
amount of depreciation is discussed later. 

It is felt that the reader v;ill find that the rules above given v;ill 
give guidance in dealing with the great majority of cases which 
arise, any shortcomings of the rules arising out of the first classiflca
tion being, as a general rule, met by the rules arising out of the 
second. It should be borne in mind that practically every asset 
is subject to alteration in value owing to usual market fluctuations 
so that though assets may be described generally, as naturally 
increasing or decreasing in value, the element of fluctuatir;m may 
act in such a manner as to negative very largely, if not entirely, 
the general tendency at any particular moment of time. In cases 
where it is desired to take credit in the accounts for an apprecia
tion in the value of assets before the profit has been realized, very 
careful inquiries should be made v;ith a view to ascertaining whether 
the increase is in reality natural appreciation, or whether it is 
merely favourable fluctuation which is' liable to react at any time. 
Again, in measuring the rate of depreciation of those assets which 
depreciate in value, the question as to whether the cost of the asset 
was a normal cost is a matter which should receive attention. If, 
for example, an engineer purchased machinery during the period 
of the war, with the object of manufacturing for war requirements, 
the fact that he had to pay a very much enhanced price for that 
machinery is an important element in deciding what amount 
should be written off as depreciation. Neglect of this point would 
involve the manufacturer in a heavy standing charge for deprecia
tion of machinery and plant after the war which in all probability 
he may find difficulty in covering by his normal profits. 

Depreciation. Assets depreciate in value by the operation of 
three important factors-

1. Lapse of time ; 
2. Wear and tear; 
3. Obsolescence 

(a) Of the asset itself; or 
(b) Of the use to which it is put. 
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The asset may be affected by any one or all of the5e factors; 
thus, a sum of· money paid for a lease would depreciate in value 
solely by reason of lapse of time, but machinery is subject or liable 
to the operation of all the above factors. In calculating the annual 
charge for depreciation the object in view should be to charge 
each succeeding year's accounts with an amount commensurate 
with the benefit which that year obtains fiom the use of the 
asset, provided that the whole of the cost is written off during 
the period of its expected life. Thus, neglecting other considera
tions for the time being, if a trader pays £1,000 for the lease of a 
retail shop for ten years, the cost of that lease should be spread 
over each of the ten years by charging a tenth each year ; . also 
if a manufacturer of clothing buys ten sewing machines at a cost 
of £80 and the expected life of those sewing machines is eight 
years, the £80 should be written off by charging Profit and Loss 
Account '"'ith £10 each year. This method· of depreciation is to 
be recommended on the score of simplicity, but it neglects one or 
two important considerations. Machinery, as a general rule, 
becomes less effective as a producer with advancing age, and it 
would therefore appear that. the proper course would be to charge 
the ear.\oier years with a greater sum than the later years. If such 
be the case, then a convenient method of depreciation will be found 
to be by writing off year by year such a ~rcent.<!ge)rom the dimin
ishing value of the machinery as will reduce1l:iea'sset to its estimated 
residual value at the end of its effective life. If, for example, tP,e 
eight sewing machines referred to above, can be sold at the end of 
eight years for 25s. each, thep. a percentage can be written off each 
year sufficient to reduce £80 to £10 in the period. ·The following 
formula will be found to give the required rate of depreciation-

Given PV Present Value 
RV =·Residual Value 

N = Estimated life of the assets in years 
R = Required rate per cent. per annum 

Then R=too(t ,v;;~) 
Example.~Required the rate per cent. which will write an asset of 

£80 down to £10 in 10 years. 

Then R = 100(1-~~) 
= 100(1- ~-125). 

Log 10 r:.;;;, Iog.l25 I-0969 = l·90969 Jog ·8123 ,y ''"'" 10 10 
i.e. ~-125 =··8123 
Therefore R 100(1- ·8123) 

= 18·77 
Therefore the required rate is 18·77%. 



PRI:\CIPLES OF VALUATIO::-< 25 

It should be noted that it is not necessary to calculate the deprecia
tion at 18·77 per cent. since in practice the assumptions upon which 
the calculation is made are not exact, and it is therefore not necesp 
sary to work with such exact percentages, the nearest convenient rate 
being just as likely to give an accurate result at the end of the period 
as the figure ascertained by the above formula. It is advisable, 
however, to make the calculation, since by so doing it is possible to 
get reasonably near the truth \\ithout repeated experiment. 

A little adjustment \\ill enable the reader to find the residual 
value, given the rate and the number of years; also the number 
of years, given the rate and the residual value. It is interesting 
to note that the customary allowance for wear and tear of 
machinery made for income tax purposes will write the value of 
the machinery to one-fifth of its original value in about thirty-one • 
years and to one-tenth in about forty-four years, thus demonstrating 
that in the majority of cases the allowance is hopelessly inadequate. 

Turning to our example of the lease, though it is quite correct 
to state that each of the ten years of the lease benefits each year 
in equal amounts, it will be seen that the first year suffers by 
reason of the \\ithdrawal of a full £I ,000 of capital, whereas in the 
second and succeeding years the proportion of that capital is 
replaced by writing do'm the £1,000. In order to compensate the 
earlier years for the interest lost, it is necessary to calculate what 
annuity for ten years is worth, at the present time, £1,000 at a given 
rate per cent. If that sum is written off as depreciation each 
year and interest at the given rate is added to the diminishing 
value of the lease, the charge to Profit and Loss Account v.ill increase 
in each succeeding year at a rate sufficient to compensate for the 
diminishing amount abstracted from the working capital. This 
method is known as the annuity method, and the following formula 
will give the required annmty, aiiaan example is given illustrating 
the working for the whole of the ten years-

Given S = The present value of the asset 
A The annual instalment 
R The amount of £I in 1 year at the given rate per cent. 
N = Life of the asset in vears 

Then A s(Rn(R I)) . 
(Rn-- I) 

Example.-Required the annual sum which will write off £1,000 with 
interest at 5 per cent. in I 0 years. 

(
(1·05)10X (1·05 I)) 

Then A 1000 --( -(1-05)'"-ll-
log (1-05) 1" 10 log 1·05 10 x ·0212 = ·212 log 1·629 

. . A= IOoo(I·629 x·05) 
. • 1·629 1 

I000 X I·629 X ·05 
·629 

I29·5 
Therefore the annual sum required is £I29 lOs. 
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In the example shown on the next page this result is tested to 
show the writing off of a lease costing £1,000 in ten years, interest 
at 5 per cent., and will be found to be correct within a few pence at 
the end of the tenth year. . 

The creation of a sinlcing fund to provide . the smn required in 
the period covered by the lease results, .in effect, in the same charge 
against the profits. 

The following methods of depreciation will be found useful in 
meeting such cases as small loose tools-

1. Re-valuation of the asset each year, writing off to Profit and 
Loss Account the difference between the balance brought forward 
from the previous accounts plus additions, and the value at the 
end of the year. 

2. Setting aside an equal sum each year as a reserve, and chargin~ 
to that reserve the whole of the repairs and renewals. 

This second method obviates the practical difficulty which 
arises of deciding whether expenditure constitutes a repair or a 
renewal, but if it is adopted, care should be taken in deciding whether 
a particular purchase is an addition to capital, since it is exceedingly 
doubtful whether the asset will ever be written off in subsequent 
years if once capitalized. _ 

Though this method is simple in principle, attention· is drawn 
to the fact that it is difficult to determine whether or not the annual 
charge to Profit and Loss Account is adequate. In· any case 
it is an estimate and for that reason alone should not be adopted 
if another method of depreciation, based on calculations which 
may subsequently be checked, can be found. Another dis
advantage is that the asset itself appears in the books as a gradually 
increasing amount each year, and no opportunity is provided to 
bring it down to a figure which is reasonably near its value. 
Cases have arisen in the authors' experience where such methods 
as this have been . adopted, in which the asset and the reserve 
have accumulated in a large numper of years to figures out of all 
proportion to the remainder of the accounts appearing in the 
books. · 

Another system of providing for depreciation is employed in 
undertakings which adopt the system . known as the Double 
Account System, whereby the original capital value is allowed 
to remain in the ·books untouched, and renewals are charged 
against the profits in the year that the renewal takes place. 
The disadvantages of this method are too obvious to require 
indication. · 

The authors have seen maiiy variations in the above general 
principles applied in practice, and it is not intended that any on.e 
should be followed strictly, since the .facts of each particular case 
may be such as to necessitate important variatioJ:ls. Guidance is 
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Dr. 

1910. 
Dec. 31 ; To Cash 

1911. ! 
Dec.._3l : ., Int . .-\/c-£1000 @5°~ 

1911. ' 
De<. 31 i To Balance 1>/d 

1912. 
Dec. 31 I ., Int. A,'c-£920/10 ~ 5~~ 

1912. 
Dec. 31 i To Bal•nce b,'d 

1912. ~ 
Dec. 31 ., Int. A'c~£837.0'3@ 5°0 

1913. 
Dec. 31 To Balan"" b.'d • 

1914. 
Dec. 31 ., Int. A.'c-£749 7/3 ·4· 5~~ 

1914. I 

Dec. 31 ' To ~alance b'd . 
1915. 

Dec. 31 , Int. A.'c-£657,'6.7 ~ 5(1~ 

1915. 
Dec. 31 To Balance bld • 

1916. 
Dec. 31 

1916. 
Dec. 31 To Balance b.'d • 

1917. 
Dec. 31 ., Int. Afc~£459/4/7 @. 5°~ · 

1917. 
Dec. 31 To Balance b/d . 

1918. 
Dec. 31 " Int. A.'c: £352:13,'10,@5°~ 

1918. 
D('(". 31 To Balance b:d • 

1919. 
Dec. 31 , Int. A:'c~£2-10.1 16'6@ 5~~ 

1919. 1 

Dec. 31 i To Balance b'd 

D~~~-1 I ., Int. A/c~£12317'3@ 5°~ 
! 

LEASE ACCOCXT. Cr. 

1911. 
Dec. 31 Br P. & L. A'c Depredation 

, Balance c,'d . 

1912. 
Dec. 31 By P. & L. A'c Depredation 

, Balance c, d . 

1913. 
3 Dec. 31 By P. & L. A'c Depreciation 

n Balance C, d . 

1917. , I 

D..,, 31 j By P. & L, A'c Depreciation I~ 10 
., ., 

1 

., Balance c,d. . . ~ :~: 

' 148213 10 I :..... __ 

1918. : ' 
Dec. 31 : By P. & L. A 'c Depreciation 12~ 10 -

, Balanre c/d . . . 24{1 16, 6 

(:170 6 6 

1919. 
Dec. 31 By P. & L. A'c Depreciation 

, Balance c.-d . 

1920. 
Dec. 31 By P. & L. A.'c Depredation 
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offered in determining .what should be the general principle of 
depreciation in· the case of the following assets- · 

FREEHOLD LAND AND BUILD~NGS. Land is not an asset which 
can be described as in its nature depreciating in value, any 
variation in the value being in the nature of fluctuation consequent 

· on various causes. Buildings may be written down by providing 
a small percentage calculated on the diminishing value. This 
would make some provision for partial or complete renewal of the 
structure at a future date. 

MACHINERY, AND PLANT. This asset should be written down 
to its residual value within the period of its effective life. If the 
machinery is liable to rapid fluctuation it will be found, as a general 
rule, that a percentage on the original value is the most suitable, 
but if the machinery is of a heavy type and its expected life con
siderable, then the diminishing value will be found to be the better 
basis upon. whi'Cl'l"t''C'hlc~he percentage. The rate of 
depreciation should be varied from time to time to meet exceptional 
circumstances ; thus, if the rate of depreciation has been calculated 
to provide for writing down the asset to its residual value on the 
assumption that it will be running an average working day during 
the whole period, then, if the machinery is for any length of time 
being worked by three shifts of workmen and thus been running 
24 hours per day, the extraordinary wear and tear should be 
provided for by extraordinary depreciation, regardless of any 
pre-determined ideas on the subject. Again, if the machinery has 
been ~lowed to stand idle for a considerable period owing to a 
breakdown or prolonged strike of workpeople, the rate of deprecia
tion will be found to be greater than if it were working at normal 
pressure, and this also should be provided for by extra depreciation. 

Obsolescence is another extraordinary matter which must be 
decided separately at the time the obsolescence has been found 
to have taken place. In this respect it is desired to emphasize the • 
fact that obsolescence can arise by reason of cessation of demand 
for the article which is manufactured, as in the well-known case 
of the midland boot manufacturers, who found it necessary some 
years ago to scrap a large proportion of their machinery owing to 
the importation of boots of the American p!J.ttern which drove their 
productions off the market. Attention is also called to the fact that , 
obsolescence is not confined to machinery; for example, if a retail 
trader expensively equips a shop in a favourite shopping centre, and 
for some reason that shopping centre is diverted into some other 
portion of the district, then a circumstance bas arisen identical with 
obsolescence of machinery, and should be treated accordingly. 

OFFICE AND SHOP FURNITURE AND FIXTURES. Furniture and 
fixtures, as a general rule, may be taken to depreciate in value 
at an exceedingly low rate, Whe~ the occupation of premise~ 
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in which the fixtures are placed is of secure tenure for a long periuu 
of years, depreciation' should be calculated by a percentage on the 
diminishing value. \\'here the premises are occupied on a short 
lease, say, seven to .fourteen years, the fixtures should be v.Titten 
off entirely within the period covered by the lease and a reserve 
provided to cover the cost of making good dilapidatibns. l\Iovable 
furniture in such a case should be v.Titten down to the amount 
it is expected to produce in the event of a forced realization. 
In all cases of office furniture such articles as typewriters, adding 
machines, and other mechanical aids should be treated separately, 
as the rate of depreciation, as a general rule, is greatly in excess 
in these cases of the average rate of depreciation of fixtures. A 
proper method of depreciation of such mechanical devices will, 
as a rule, be a percentage of the original value. 

PATENT RIGHTS. The cost of obtaining and developing patents 
should be \\Titten off within the period for which the patent is 
granted. English patents are granted for a period of fourteen 
years and no portion of the cost of obtaining or developing the 
patent should remain on the books at the end of that period. The 
rate of depreciation should be increased in cases where it is not 
anticipated that the demand will be continuous. 

Patent rights and the expenditure in connection therewith are 
liable to lose value owing to obsolescence and this factor must not 
be overlooked. If, for example, experimental and patent charges 
have been inci.rrred in connection \\ith an invention applied for 
war pl\rposes, the value of such invention is dependent entirely on 
its applicability to peace conditions. 

GooDWILL. It has been argued that it is incorrect to provide 
for depreciation of goodwill, since if the business is earning a profit, 
it is reasonable to assume that the goodwill is worth the amount 
which was paid for it, and if the business is not earning a profit 
then there is no fund out of which to provide depreciation. It 
is the opinion of the authors that the contention is correct, though 
this line of argument is considered to be at fault. The proper 
reason is that goodwill is not an asset which, in its nature, 
depreciates in value, but rather one which fluctuates, and the 
proper method of providing against a contingent loss on the 
realization of an asset which fluctuates in value is to raise a reserve, 
which course is recommended for dealing \\ith this particular asset. 

VALUATION OF STOCK IN TRADE. Stock in trade is a floating asset 
and the method which should be adopted in valuation is, as a 
general rule ,cost or market value, whichever be the lower. Varia
tions are permissible as in the case of stock which, i~ i.ts nat~re, 
appreciates in value as instanced at page 22. Other vanatwns m1ght 
be introduced in certain cases, and in particular it is suggested 
that the finished stock of a concern which is engaged in smelting 
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the more important metals may be include<}. at the..,ie'lling price 
provided the market for such finished stock is assured.The 
advantage of this course is illustrated in a: later chapter. · In the 
case of a manufacturing concern, though the stock of materials 
which are use,d directly in its manufactures should fall to the 
general rule, that is, cost or market value, the cost of general 
stores such as oil, tallow and waste, fuel and the like should be 
included at cost regardless of the market value, since this 
expenditure is essential, regardless of the class of business which 
is being conducted. The item of stock is more in the nature of 
a reserve for prepayment than stock as a determinant of profit 

.1. 

or loss. Finished .g. o. ods may b. e. in··. c.·lu ... ded. a.t the value of materials 
and labour plus 'tll. addition fo!-' standi!lei.~~g~s. It is a general 
custom to include such finished goodS atpiline cost, that is, 

lmaterial!_L_plu.s .. _wages. Although this method is not strictly 
\a'Cei:irafe, it represents a conservative policy which should be 
,\encourag_e4. .I~~~~E th~ c<mdemned. 
· VALUATION oF StocK~·:··,rn~"gULTATIVE CoMMITTEE's OPINION. 
In this connection, the " opinion given by the committee of 
Consulting Accountant.s advising the Ministry of Munitions in 
regard to Munitions Levy " upon a question raised as to the value 
of stock for the purpose of determining the liability of controlled 
establishments to pay Munitions Levy is of interest, and we 
reproduce below the material parts of the report. 

We consider that there only one sound general principle of valuing 
stocks for the purposes of Acts, and that is-

That all stocks of every sort or kind should be valued at the end of each 

\ 

accounting period on the basis of cost price or market value, whichever is tlul 
lower. This principle rests upon the theory (which is perfectly sound) that 
profits can only be realized by the sale of commodities and that no profits 
can arise by mere increase of value unaccompanied by a sale. To follow 
this out consistently, stocks therefore should be carried at their cost price 
until they are sold and the profit is ascertained. Where, however, the 
market price is lower than the cost, a. precautionary reserve is permissible 
for the difierence between the cost and the market value. 

We are of opinion that this principle should be adopted throughout in 
determining profits, whether for the purposes of Munitions Levy or Excess 
Profits Duty, with, however, qualification-

In certain base-metal manufacturing trades, such as copper, pig iron, 
1~. spelter, etc., it has been the custom for a. long period in the past to 
adopt what is known as a. " l:lase value " for part of these materials, on the 
theory that it is necessary for the undertakings using them to keep a. reserve 
stock to protect themselves against results of strikes and adverse fluctuations 
in market value, etc., and for this purpose they have adopted a. value which 
represents what may be ca.lled a. minimum cost over a. series of years for a 
minimum quantity ; in theory, keeping this minimum quantity untouched 
and unused, although in practice no actual reserve stock may be kept which 
could be identified at any time ; any excess over this amount is valued a.t 
cost or market value, whichever is the lower. 

It appears to have been the practice of the Inland Revenue to admit for 



PRIXCIPLES OF YALt:ATION 31 

Income Tax purposes stock valuations of this character in the case of base 
metals, pro\-ided that it is the general custom of the particular trade, and 
has also been the practice in the individual case, and it will be difficult now 
to disturb this practice. The conditions, however, during the war period 
are so abnormal, and the effect upon Excess Profits Duty and ~Iunitions 
Levy of this practice is so important, that a modification thereof would 
seem to be necessary. The prices of these base metals have risen con
tinuously, and to levels which have hardly been known in the past. If an 
owner adopting this method of valuation is allowed to continue it through
out the period to which Excess Profits Dut-y applies, he will, in effect, be 
makmg an increasingly large reserve during each year of rising prices to the 
e:~.:tent of the increase in the cost price of the base stock which may have 
been used and replaced during that year, and will as a result pay consider
ably less Excess Profits Duty than would be paid by an exactly similar 
concern which values its stock~ on the usual basis of cost or market. 

\\"e think that in cases where base stock valuations are accepted, the 
same reserve (i.e. amount sterling) should be permitted at the close of the 
last period of assessment as at the beginning of the first period of assess
ment, viz., an amount equi\•alent to the margin between the base price and 
the market price on the minimum quantity at the beginning of the first 
period of assessment. In etiect, this "\\-ill mean that those concerns in which 
the base price has been admitted in the past will, during the accounting 
period, De put back on to a cost or market price basis, and will be on a par 
with other concerns which have throughout valued on that basis. 

In an exceptional instance, when it can be proved that a specific quantity 
of metals has been lying in stock untouched throughout the period of con
trol, we do not consider that the owner's claim to take this same parcel out 
of control at the price at which it was brought in can successfully be resisted ; 
because, if the theory we have stated is accepted, profits can only be realized 
by the sale of commodities and no profits can arise by a mere increase in 
value unaccompanied by a sale. 



CHAPTER IV 

ECONOMY OF ENTRIES IN THE BOOKS 

MANY systems have been recommended to reduce the number oi 
entries in the books necessitated by the principles of Double Entry. 
These systems utilize the following distinct methods of proceeding 
and we propose to discuss each in its turn- ,, 

1. Collection of similar entries in the books into one convenient 
form, and posting totals. 

2. Mechanical aids. 
3. Developments of filing systems. 
As to the first, the principle underlying it is merely an extension 

of the method already described in preceding pages, the same idea, 
,in fact, which prompts tlS to put all the sales in a book by it~elf and 
post the' total to the nominal ledger, and the same by which we 
enter discounts in the Cash Book and post the total. 

The Purchase Analysis Book. The commonest -example, which 
will serve to explain those that follow, is the Purchase Journal or 
Purchase Analysis Book found in the great majority of business 
houses. The method of keeping this book is to enter all invoices 
received whether for goods or not, and by means of a series of 
columns headed suitably, to divide the charges among appropriate 
accounts. 

In the example given on page 33 it will be seen that the items in the 
column marked (1) are repeated in the appropriate column of those 
marked (2), (3), (4) and (5),andalsopostedtothecreditoftheindi
vidual submitting the invoice. The debit in the books is provided by 
posting the totals of columns (2), (3), and (4), and the individual 
items of column (5), which last will be found exceedingly useful 
in cases where the nominal accounts are numerous. Now it will 
be seen that the total of column (1) should equal the sum of the 
totals of columns (2), (3), (4) and (5), so that if we, as suggested, 
post all the single items in column (1) to the credit, and the totals 
of columns (2), (3), and (4) with the individual items making 
the total of column (5) to the debit, then the balance should be 
maintained if the working has been correct. 

A useful extension of the scope of this Purchase Journal is coming 
into increasing favour. Its construction is based on the fact that, 
as a general rule, accounts are paid at regular intervals and that 
consequently if the books show the settlements from time to time, 
then they show all that is required. If, therefore, columns are 
provided in the Purchase Journal for writing in the amount of 

32 



ECONOMY OF ENTRIES Dl THE BOOKS 33 

cash paid and discoWlt allowed on settlement, then there is no 
necessity to post to a bought ledger, which book is discarded. 

No. 
of 
In- Date. Name. 

voice. 

19.. • 
Jan. 6 j. Brown 
Feb. 1 ~lanch'ste 

, Ccrp'rat'n 
., 12 ;L.&.'\'.W.Ri 
.. IS .\lonarch 

Type· 
writer Co. 

I 
PVRCHASE JOUR.\'AL. 

I 2 

s. d. 

Attention is directed to the form given on p. 34. The colunms 
(1), (2), (3), (4) and (5) correspond approximately with those given 
in the first form, the differences being that the indi\·idual items in 
colWlm (1) are not posted anywhere, whilst there are entered, in 
addition, the several balances which were outstanding as owing 
at 1st January, 19... the assumed commencement of the 
period selected, and also the balances outstanding at the end. 
The columns marked (a), (b) and (c) are provided in order that 
the various items of payment may be posted from the Cash Book 
or Returns Book instead of posting to the Ledger. It will be seen 
that this book at once takes the place of both Journal and Ledger, 
and, though from a theoretical point of view it might be con
denmed on the groWld that the double entry is not maintained 
throughout, yet it certainly saves a great deal of posting which is, 
of course, a great advantage. Attention is called to the very 
important result (from a balancing point of v;ew) which arises out 
of this book. Whilst the credits on personal accoWlts are analysed 
and posted to the debit of impersonal accoWlts, still, since the 
cash discoWlts and allowances ultimately equal the an1ounts 
credited to customers, it follows that this book is really a channel 
through which the payments of cash are analysed, the main column 
(::\o. 1) being in reality an intermediary whereby the matters are 
connected. The reader is invited to consider this point in con
nection \\;th the actual facts and transactions. Take the first 
transaction mentioned in the example : here goods have been 
bought from a person named J. Bro,m, for £182 7s. Sd. The 
contract entered into is apparently that Brown should sell the goods 
and receive therefor so much cash ; the fact that Bro"n is for the 
time being a creditor is merely an intermediate ~tage, the really 

3-{J4J0F) 



(C) 

Amounts D~r} ofi~-

II I
I I 

cjf. Invoice. I voice. J 

~~ tll~:;~~:,:d. 
Mar.31 70 25 - -

£439 5 2 10 
--...... 1-

(a} (b) (c) 
(Note that the totals in 
the brackets in each of 
the threecasesareequal.] 

19 .. 
Jan. I b/f 

6 
Feb. I 

" 
12 

" 
15 

b/f 
b/1 

2 

PURCHASE JOURNAL. 
Cr. Dr. 2 

Name. ~~~~ Amount II II ~!f:S, ~~ Car· 1\---..--SuNnams '..---
of. Goods. and I riage. II II 

Invotce. , Taxes. t Particulars. Fol. ! Amount. 

!a! This total will agree with the Sundry Creditors column in the Cash Book analysis. 
b This total agrees with the total of the Returns Book. 
c The totals represent the creditors outstanding at the end of the year. 
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important fact to be recorded being the manner in which our 
trader has disposed of his money. 

The extension of the Purchase Journal has been successfully 
applied to other books. For example, a trader with a retail cash 
business might find a form such as given on page 36 a great con
venience. Combination of this form of Cash Book with the form 
of Purchase Journal No. 2 might be considered as reducing the 
number of postings almost to vanishing point, and still the system 
would be complete and on quite approved lines. 

Reducing Cash Book Entries. At this point it is perhaps 
convenient to consider the various subsidiary books which are 
employed in large businesses to reduce the entries in the general 
Cash Book. 

The practice should be to pay into the bank, daily, all cash 
received and to pay all accounts by cheque. \Vages should be 
drawn out of the bank each week by means of a cheque for the 
exact amount required, and petty cash should be kept on the 
imprest system, i.e. make the whole of the petty cash payments 
out of a floating balance previously provided, and replenish 
this balance periodically by means of a cheque for the exact amount 
spent since the date of the last cheque. 

If this practice be followed it will be possible to simplify the 
form of Cash Boo~ given, by omitting the cash columns on both 
debit and credit sides, retaining only the Bank columns with the 
analyses. The commonest forms of subsidiary book will be found 
in practice to be-

l. SuBSIDIARY TO DEBIT oF CASH BooK-
(a) _Cash Sales Books recording cash takings from day to day. 

These are used frequently in department shops in order that 
the takings of each department may be totalled separately. 
Further information will be found in the section devoted to 
departmental and branch accounts. 

(b) Cash Received Book recording the amounts received from 
debtors. This book is totalled daily, such total representing 
the amount paid into the bank and therefore transferred to the 
debit of the bank in the Cash Book direct. The corresponding 
credits v.~ll of course be found in the individual postings to the 
persons paying the money. It should be noted that in this case 
the discounts allowed to debtors will be entered in the Cash 
Received Book and the total posted periodically to the Discount 
Account in the Nominal Ledger. 
2. SuBSIDIARY TO CREDIT oF CASH BooK-

( a) Petty Cash Book, in which are recorded the small items of 
cash paid. In order to get the full benefit of this book and get a 
proper analysis of the expenditure, it is advisable to make it a 



CASH BOOK. 

Date. Particulars. Cash. II 11 l , 'I ~~~: '!II . I !:.its I 
~ri~. Date. II Particulars. Cash. II Bank. i Wages i~~ : Goods I J::~.~ Fol. to !';'.:',.~ 

--+----ii\--;-;--;"-----o-o-+---o--c--¥.----ii-;,..,---ii--;~~---;;------c,-~11--,-,----;;J-.. I 1\ J I s~~~Y I 
l£j•·d. d. 19 .. , 1£ sld.l £ s.d.,'£)s.d. £ s.d.jf!s d. f. s.d. [.ls.!a.,1j£ sa. 19 .. 

Jan. 1 
5 

17 

Jan. 7 
to 

Mar.31 

:~ ~;;~ce.l2o -- lz - J ·~· 1 ~ ' ~: l~,l;~es: : 1 1, 3s~6g 1~ ::2 r· ~~~ 36036 1:1-2 .20 - -
., Takings Feb. 271,. L. & N .W.R. v v 
, Bank . 20 - - C. - H 28 , MfcCorpn. . 1 17 15 - 17 15 -
n Brown • 91 Mar. 31 n MonarchT.C. ' 25 - - 25 - -

~-~~~J~~r.~~l:l :: i;• 'li ~~.:,r .. rl:l,l: 60--

, Takings 
, Bank • 

- -11108 ~:! ~r:::: ~~::21:~:2~ 1 
---------J--~-)----~.-(~----,-~~ 

The totals of the columns in brackets should agree. 

(a) Posted to Cf'. of Cash Sales Account in Nominal Ledger. 
(b) Posted in detail to Cr. of Sales Ledger. 
(c) Includes contras, which agree with items on credit, also items posted in detail. 
{d) Posted to Dr. of appropriate accounts in Nominal Ledger. 
{e) Poste-d in detail to Bought Ledger or Purchase journal. 
(f) See Note (c). 

(d) (d) (d) (d) (e) 
The totals of the columns in brackets should agree. 
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posting medium. Following this method and using the form 
given on page 38 it will be quite legitimate to post from 
the Petty Cash Book to the Bought Ledger, thus enabling the 
cashier to discharge small indebtednesses by payment of cash, 
without introducing a cash column in the General Cash Book. 

(b) Wages Book. The amount payable each week as wages 
is provided by means of a cheque for the exact amount required 
including national insurance (employers' contribution). If it 
is deemed desirable that the amount paid as wages be analysed, 
and it is desirable in the majority of cases, then the Wages 
Book may be used as the posting medium just as is the Petty 
Cash Book. The attention of the reader is drawn to the form 
given on page 39 and also to the footnotes. 

(c) Cash Paid Book, in which are entered all the payments by 
cheque made to sundry creditors. This book is totalled 
periodically and the amount entered in the General Cash Book 
to the credit of the bank, the debit being found in the individual 
items posted to the accounts of the various persons to whom 
the money is paid. The discounts allowed will be entered 
in this book in a column provided for the purpose, and the total 
posted to the credit of Discount Account in the Nominal Ledger. 
A Substitute for the General Cash Book. The reader will note 

that if such books as the foregoing are employed, the form of General 
Cash Book No. 3 will admit of considerable simplification and, 
in fact, might well be dispensed with, substituting a Bank Account 
recording totals somewhat after the following form-

GENERAL CASH BOOK OR BANK ACCOUNT. 

J 
19 .. £ 19 .. £ 
une 4 To Balance b/f 6,000 June 9 By Wages Book 1,250 

5 ., Cash Received Bk. 1,280 
" 

Petty Cash Book 36 
6 

" ... 
" 

2,170 
" 

Cash Paid Book 12,110 
7 

" " " 
1,390 " 

Balance cfd . 2,644 
8 

" " " 
4,100 

9 
" " " 

1,100 
- --

£16,040 £16,040 
~ 

11 
" Balance b/d 2,644 ---------

Some small modifications may be necessary if it is desired to 
subdivide the Cash Book to this extent, e.g. if a Cash Sales 
Book be used in addition to a Cash Received Book, the total of the 
former should be entered daily into the latter before the total 
of the Cash Received Book is included in the Bank Account. In 
such a case the totals of the Cash Sales Book will be posted to the 
credit of Sales Account periodically and the daily takings debited 
to bank by way of the Cash Received Book as an intermediary. 



Date. 

l 
I 

Cash 
received 

from 
i Cashier. 

i 
f. s. d. 

Particulars. 

PETIY CASH BOOK. 

10 11 12 

I Ledger ~~~Amount II li Stamps, 'I ElxP:Ns:•· II T I II I ~~ :IRECT~~~ P~sTI::··~~~ Dis-
. No. I paid.. , General I Tele- Car- ,. ~r?' 1:: - Etc. I Fol. ·I ;~::1- I ~3:er. LeSdales r~:~~. 
1 • , 

1

, Exps. phones, , nage. ch 5 E ps .· Accts. ger. I ,[ j etc. I • a es. I x . , I, 

Note 1.-The total of column 2 (excluding balances) is equal to columns 3 to 11 inclusive. The double entry is completed 
by the fact that the cheque drawn for the amount paid is credited to the )3ank. The total expenses being analyzed in columns 3 
to 11, if columns 3 to 8 (inclusive) are debited in total to the appropriate nominal accounts and columns 9 to 11 (inclusive) are 
debited in detail, then it will be seen that the debits in the books will equal the credits. · 

Note 2.-The Discount Column (No. 12) is added,·in order that such small items of discount received may be entered in the 
same place as the payment of cash. The double entry is completed by debiting the items in detail to various accounts and 
crediting in total to discount account. 



WAGES BOOK. 
WAGES FOR THE \VEEK E:SDING ______________________________________ _ 

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (II) (12) 

ANALYSIS OF WAGES EARNED : 
II 

I ~~· DEDUCTIONS: 11 National Insuran~, 
W k · Name. Wages : \Vorke.rs'Contribution .. 
No. of : I Total • National Insuran<'e' Jl Amount 1

1 
Employers' Contnb. 

m":n.·~~ ' earned. 11 Health. II pl~~~~~t. II Club. Payable. I Health. II pl~;~~~t. d:C~f~e. II ~~iJv";. II Packing. I! Clerical. /1 Etc. 

I, I ' ' 1: d. !I ' ' ~ ' ~ ll '!I' I + Ill ' II ' ' II d. !II ' I ' ! ' ' " ' ' I ' i l ' ' ' ' ' ' l ' 
I I ' : :1 I ' ' II ' 'I ! I 

-lr--1---~i-l--:-----j--/-l-l--1-l-l-l-ll-,----,-l-1-l-----l--
Note 1.-The total of column I will equal the sum of the totals of columns 2, 3, 4, and 5; and also the sum of the totals 

of columns 8, 9, 10, 11, and I2. 

Note 2.-The cheque is drawn for an amount equal to the sum of the totals of columns l, 6, and 7, which money is disposed 
of by paying the workmen the amount due to them as shown in column 5; in paying to the Club such sum as is due to it as 
shown by the total of column 4; and in purchasing the National Insurance stamps required, which is equal to the sum of columns 
2, 3, 6, and 7. Summarizing this, it will be seen that the payments represent the totals of columns 2, 3, 4, 5, 6, and 7; and 
inasmuch as column I is equal to the sum of columns 2, 3, 4, and 5 (see Note 1}, then the payments represent the totals of columns 
I, 6, and 7, which is the exact amount for which the cheque was drawn. 

Note 3.-The double entry is completed by the credit to Bank of the amount of the cheque drawn (i.e. the total of columns 
1, 6, and 7} and debit to appropriate nominal accounts of the totals of columns 8, 9, 10, II, and I2 (which equal the total of 
column 1} [see Note 1], and also the totals of columns 6 and 7. 
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The connection of the General Cash Book, which, it should be 
remembered, is' a Ledger Account, with the remainder of the 
Ledger Accounts through its more common subsidiaries, is shown 
in the accompanying chart. 

" Sale or Return " Day Book. It should be noted that this 
form of tabulation may be very simply applied to other books in 
suitable cases. Examples will be found in the later chapteJ>s of 
its application to particular businesses, but· general illustrations 
are given here more to demonstrate the universality of the 
applicability rather .than to attempt to exhaust the possibilities. 
Thus a trader whose business consisted of sending goods to the 
general public on " sale or return " within a certain fixed time 
(say one month from delivery) adopted with success a Sales Day 
Book on the following lines, which enabled him to dispense with a 
Sales Ledger-

SALES OR RETURN DAY BOOK. 
z 3 

I Trans· Name Par~ Cash ferred Other 
Date of ticulars Re· 

Fol. S~- Per· 
sent. Con· of Value. Date. turns. Fol. re· Fol. sonal 

signee. Goods. ceived. · 
\ pense Credits 

Book. 

£ $, d. £ s. d. £ s. d. £ s. d. £ s. d. £ s. d 

Column (1) is used merely for details, the total of the invoice 
(jm forma) being entered in Column (2). The various consignments 
are entered in detail, and under the system of fixing a time for 
return the whole should be dealt with by either receipt of cash or 
return of the goods within the month allowed. Those which have 
not been so treated are transferred to a Suspense Book so that they 
may receive special attention with a view to settlement and also 
to enable the trader to balance the Day Book within a reasonable 
period, for it will be seen that the totals of columns (3), (4), (5) and 
(6) should ultimately equal the total of column (2). The double 
entry 1s completed in the following manner : it will be observed 
that debits for the items in columns (4) and (6) are to be found 
in other parts of the system. Column (5) is transferred in detail 
to the Suspense Book, which is henceforward treated as a Sales 
Ledger, the balances until settled or written off as bad being regarded 



·SUBSIDIARY 

BOOKS. 
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as debit balances, so that we have in the books debits for columns 
(4), (5) and (6), and if we subtract column (3} from column (2} 
and post the difference to the credit of Sales Account then the books 
will balance for-

Since Col.2=Col.3+Cot4+Col-5+'Coi.6 
Then Col. 2- Col. 3 =Col. 4 +Col. 5 +Col. 6. 

In considering the accounts at stocktaking it should be 
remembered that there will be one. month which it has been im
possible to balance owing to the fact that in no case has the period 
allowed expired. The proper course in such a case is to add columns 
(3}, (4) and (6} in ink of a special colour '(there will of necessity be 
no entries in column (5)), and after deducting the total from the 
total of column (2), regard, for the purpose of the trial balance, the 
difference as a debit balance. The postings of the totals \\<ill be 
made as if the whole period had been completed, but in making 
up the accounts a reserve should be made debiting Sales Account 
with an amount equal to the debit balances as above ascertained 
and by carrying the reserve down to the credit; then we have a 
debit and credit which neutralize the effect of both and may thus 
be omitted from the Balance Sheet. Similar treatment will be 
accorded to the balances in the Suspense Book, and the cost value 
of the whole should be included in the closing stock. 

This principle may be applied to other types of trading. Thus 
a business having recurring items at regular intervals might use a 
form of book to serve the purpose of both Day Book and Ledger. 
The example of a gas company's rentals book given (page 43) will 
form a basis for application to a large number of cases. 

The form of " tabular book " kept in hotels is of interest in 
considering this subject. The book is printed with the number 
of the rooms set out either in the extreme left-hand column (as in 
the example given on page 44) or columns provided at the head of 
the book and the analysis provided down the left-hand side. 

Dealing with the form given, the practice is to debit the guests 
from slips provided by the waiters. A page is used for each day, 
the whole being balanced at the end of the day, and the balances 
carried forward to· the brought forward column on the next page. 
The balancing arrangement is as follows: columns (I) to (16) 
together equal the Total column No. (17). Column (17) also equals 
the total of columns (18) to (21). The daily totals of columns 
(2) to (16) and column {18) are carried to a summary book and 
thence to the Revenue Account. Column (21) is at the end of the 
period a debit balance in the books and columns (19) and (20) 
find debits in the Cash Book and Ledger respectively. 

The columnar system has been applied to the Nominal Ledger 
for the purpose of facilitating postings"to that Ledger. If Nominal 
Accounts are grouped according to the sources from which the 



GAS RENTALS BOOK. 

STREET--------------------------------
(I) (2) (3) (4) (5) (6) (7) 2a 

No. II llil MARCH QUARTER : i 
Name of , t,.:;:~ -.------c----,-------..-----..---;;----
Tenant. 

1 

forward : Con- 'I II St II M t II Total J' Jf C 'I I 

I . J' sumption., Amount. Ren~~. Re~t:fs. Debits. I Fol. Cash. o~~ ! Amount. il L sump ton.! 

jUNE QUARTER: 

Stove II Meter 'II Rentals. Rentals. 
Total 

Debits. 

• h {, :.·· .. 

1

, d. i £ 

I 

II 

SEPTEMBER QUARTER : ,~, DECEMBER QuARTER : II Arrears I~ 
-C-on--. --:cii,-A-m-ou_n_t_""":,:·~:-S-to-ve--rll,--~-f•-t•-r -c;-1~-To-ta-·I-,-!1'.1-Fo-I.'II,---.,·-C-on----;;-1/_A __ "II,-S-to-ve----;I'I_M_e_te-r.......,-ii-T-ot-al----.;1-F-oi.-~"J,, ---~ Carried. i 
sumpt10n.

1 1 Rentals. Rentals. i Debits. Cash. j sumption. mount. Rentals. Rentals. ': Debits. Cash. i forward. ! 

't I I' d.[ £ I •. 
d. I s.l d. I 

d. il 
I '1'1' 

s. ! d., I I li i I 
£ s. s. I d. £ s. £ £ s. £ £ 1 s. d. i £ s. I d. £ s. d.:·£ t s. i d. 

' I I , I :: 
I 

I i ,. : 

I I 
I I I I ,: i 

' I• i 
, I 

' ;I 

I 
I' ! 

I 

,, 
I ! I I ! I 

1/ 

I 

I : I I I i 
'I . 

il ! i 

il 

I 

:1 I 

I II : : 

I ll I 

I ' 
i 

I i 

I I .! 

I I 
! I I 

., 
i 

I 
:I i I I II I I i I I: ,, 

Cash. 

£ s. d. 

Remarks. 

The totals of {'Olumns (3), (4) and (5) will c>-qual the total of column (6) in each quarter, and the ~otals of columns (1) and {6) (in each quarter} equal the totals of columns (7} (in 
each quarte-r) and (8). The tota~s of columns (3), (4) and (5} will be posted to the credit of approprmte accounts and the final arrears in column (8} regarded as debit balances at the 
end of each period. By this means it will be seen that the double entry is maintained throughout. for the debit to correspond with column (7) is found in the Cash Book. 



HOTEL TABULAR BOOK. 
DA'IE __________________________________ "';"" _______ _ 

r d.li £ 
•. 1 d.li £ 1 •. d. !I £ ··I d. I £ l ··I d. 

£ Is. I[ 
s. d.ll £ 

I d.,. £ ·r· 
' 

~ ! I II I II II I I I 
.j 

1'1 ! i:' I, i 

I 

· ·11 , ltl1 , t· ,., • 1· ·r , ,. ·11, r, £ s. d.!) £ s. d. 'ltl II r. s. d. £ s,. d. 

II I I I t II I I I li I II II II 
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postings are obtained, and shown in parallel columns it will be found 
of considerable advantage in making the postings. Thus, if a 
Wages Book such as the example given on page 39 is employed, 
then accounts may well be grouped together in the ledger after 
the style of the following-

Dr. WAGES ACCOIJNTS 

y..•AGES; ~ATlOSAl. INSURANCE ' 

Date. tic~l~~-

It will be noted that the account is provided with a debit side 
only. In practice it will be found that it is unnecessary in the 
majority of cases to have a credit side, as credit entries are 
extremely uncommon, and may, if they do arise, be posted to the 
debit in red and deducted. 

Following tills principle it will be found that the entries in the 
"Nominal Ledger may be presented in a manner which is considerably 
condensed and in addition, the work can be done more expeditiously. 

It is necessary to give a word of warning to the reader who 
proposes to minimize the labour involved by such methods as 
above described. Though the actual amount of labour is reduced, 
it will be found that, as a general rule, greater efficiency is required. 
It is therefore urged that the reader satisfy himself that he has 
at his disposal clerical services of such a type as wiil be capable of 
handling the more delicate machinery before he finally decides to 
set it up in ills office. 



CHAPTER V 

MECHANICAL AIDS AND FILING SYSTEMS AS 
APPLIED TO MATTERS OF ACCOUNTING 

OF all the developments in office routine in recent years those 
connected with recording and filing have probably been the most 
striking. Since it Was realized that the typewriter was a machine -
capable of something more than merely writing letters, important 
advances have been made in this direction, and it is hoped that the 
cumbersome routine of the offices of our fathers will soon be a 
matter of history. ·The reader should not consl.tler that we express 
~his view merely in t~e hope of reducing office expenses, for t~is, 
1t must be a:dmxtted, xs not always the case ; but by the adoption 
of modern methods in the office, the clerical staff will be relieved 
of a considerable amount of useless drudgery. 

Uses of the Typewriter. Among the uses to which an ordinary 
typewriter, the most familiar of all office machines, may be put, 
the following have been found to wotk successfully-

In invoicing, a saving of labour may be effected by typing simul
taneously the invoice and the Day Book entry, also such instructions 
to the warehouse as may be necessary. A larger number and 
greater variety of documents may be typed simultaneously if a 
machine such as the Elliot-Fisher is used. The authors have 
seen typed simultaneously the invoice with copy for filing, Day 
Book entry, instructions to works and to packing room, advice 
of forwarding, delivery note, and address label by means of such a 
machine. Reduction in labour in such a case is obvious, but it 
should be remembered that a considerable number of entries will 
be required to justify the expense involved. It should also be 
noted that it is usually necessary to have a loose leaf Day 
Book, though this is not essential if a suitable type machine is 
used. 

Receipts may be made out and the Cash Received Book written 
up simultaneously. Suitable books for the purpose may be 
obtained, specially printed with a form of official receipt, from 
several concerns who specialize in such work. Such a method 
can be used in practice, without the aid of a typing machine, by 
taking carbon duplicates. 

Generally, it should be noted that any operations which involve 
repetition of the same information :may be reduced to one operation 
by means of· such machines, with a consequent saving of labour 
in copying. 

46 
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Adding and Calculating Machines. Adding and calculating 
machines, particularly the former, are finding increasing favour 
on account of their simplicity in working. The authors have 
found adding machines used with success in preparing statements 
of account for subrnission to customers, totalling cash takings, 
preparing bank deposit slips and the like. In considering the 
advisability of employing such a machine, care should be taken 
to see that the class of business is suitable for the purpose. Thus, 
if it is the general custom to prepare long statements involving 
lengthy additions, and they are sufficiently numerous to justify the 
expense, an adding machine may be of service, but in considering 
the matter the reader should assure himself that he can provide 
the machine with a large volume of the work for which it is 
particularly suited. . 

More elaborate mechanical aids are obtainable for the purpose 
of analysis, abstracting and generally obtaining statistics. These 
machines, which involve a very considerable annual expenditure, 
can only be made a profitable investment in the largest undertakings 
and for this reason detailed treatment is not proposed. ' Readers 
who are interested will find frequent references to them in the 
majority of commercial journals, and are advised, if they have 
work of considerable volume, to give them their own consideration 
as the matter is not of sufficient general interest to discuss in a 
work of this character. 

Filing Systems: Loose Leaf Ledgers. Regarding filing systems 
it is not difficult to understand that developments may be expected 
frqm this direction after having once admitted the practicability 
of card and loose leaf ledgers. For loose leaf ledgers, which 
were the first departure of accountants from the old form of 
bound book, a little consideration will prove the following 
advantages-

!. It is no longer necessary to open new ledgers periodically. 
2. Accounts are given certain folios which remain unchanged, 

so that it will be possible for the book-keeper to memorize a con
siderable number of the folios of accounts, thus reducing the labour 
involved in referring to an index. 

3. Dead matter can be eliminated from the books. 
4. Arrangement of accounts into convenient groups is facilitated 

and capable of being maintained indefinitely. 
The reader should, however, consider one or two matters which 

must be given due weight before adopting loose leaf ledgers. In 
the frrst place he should remember in this, as in all other similar 
matters, that some businesses are not suitable. For example, 
if the number of customers is large, and the transactions follow 
at long intervals, then bound ledgers may be used to record ~he 
transactions in a much more concise form than loose ledgers wh1ch 
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require one sheet (i.e. two pages) for each account. Thus in one 
case the authors found substituted for six sales ledgers of moderate 
proportions, eleven large and heavy loose leaf books. 

Another point to bear in mind is that a system must be introduced 
and strictly adhered to in order to minimize the risk of loss or 
substitution of leaves. This has been found in some cases to be a 
fatal objection to. both loose leaf and card ledgers, particularly 
the latter. The reader should not be deluded by the ingenious 
suggestion of those whose duty it is to sell these articles that the 
ledger may be taken to pieces and divided up over the office. 
generally at statement time with the idea of issuing statements 
eA.'Peditiously. Such a practice has obvious disadvantages. 

A system to guard against the dangers of loss or substitution 
might be constructed from the following suggestions-

1. All ledgers should be locked, so that pages cannot be removed 
without the key, which should be kept by a responsible official. 

2. The leaves should be specially printed and numbered 
consecutively. 

3. A register should be kept showing where each sheet may be 
found. It should be noted that it will be necessary to record in 
the case of each sheet- · 
· (a) The date that it was receiYed from the printer. 

(b) The date that it was placed in the ledger and which 
ledger it was placed in. . 

(c) The date that it was taken out of the ledger and placed 
in the transfer binder. · 
4. A responsible person should have charge of and be held 

accountable for all sheets. · 
Card Ledgers. Much of that which has already been written will 

apply to card ledgers, but it should be remembered that owing 
to mechanical difficulties it is practically impossible to make entries 
on the card without first removing it from the tray. This difficulty 
makes such a system as rec()mmended for loose leaf ledgers 
impossible, and therefore the reader in adopting cards should be 
prepared to run the risk of loss. 

THE SLIP SYSTEM 
A natural extension of loose leaf and card ledgers is the method 

of account-keeping· known as the " Slip System." The system 
in trading concerns applies to debtors' accounts more particularly, 
and employs in place of ledgers, a :filing system: In the case 
of the debits to customers, the method is to make out a debit 
slip at the same time as the invoice ; this may be done by dupli
cating. The slip is then filed under the name of the customer. 
Similar treatment is applied to the payments of cash; thusreceipts 
are made out in triplicate, one being sent to the customer, another 



MECHANiCAL AIDS AND FILING SYSTEMS 49 

4-(1410F) 



50 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY 

filed under his name, and the third used as a Cash Book. It will be 
seen that each customer's transactions are collected together in the 
file (a vertical file with a binder for each customer will be found 
useful) so that the balance owing at any time is represented by the 
difference between the total of the debit and credit slips. To 
prevent accumulation of .slips in the binder a duplicate file is used 
to which is transferred all the slips which represent settled accounts . 
. Advantages and Disadvantages. There must be conceded in con

sidering this system the fact that the saving of labour in posting is 
considerable, and also that the risk of error in copying is eliminated. 
On the other hand the staff must be highly trained, otherwise 
mistakes, and consequent loss, must arise. In considering the 
advisability of introducing such a method as this i~ is again necessary 
to point out that it is suitable for certain businesses but not all. A 
business which has a very large number of customers in proportion 
to the total number of transactions, or one in which accounts are 
paid at frequent intervals, may find it an advantage, since in such 
cases slips representing open accounts will not accumulate to any 
very great extent in the file of a customer. If, on the other hand, 
the business involves lengthy accounts before a settlement is 
obtained, it will probably be folmd that the labour involved in 
collecting and adding the slips will considerably discount any saving 
effected by reason of the fact that no postings are necessary. It 
is suggested that it is possible to combine the slip system with 
ordinary ledgers, using the ledger for customers with long accounts 
and the slip system for miscellaneous accounts. It should also be 
mentioned that slip ledgers may be balanced exactly in the same 
manner as ordinary bound ledgers. . 

General. It will be seen that the general tendency is to use the 
increased capacity of the writing machine to cut out of the routine 
of the office as much as possible of what is merely copying.work. 
All those records, instructions, and the like which are connected 
with the sending out of goods are typed simultaneously and there
upon distributed over all the departments of the business concerned. 
The writing machine thus becomes the centre of the business, 
instead of being an auxiliary introduced principally for the purpose 
of impressing customers, as was the case in former times. In the 
diagram it is sought to illustrate the manner in which the 
simultaneous records made by the typing office may be used to 
work the whole of the machinery necessary in issuing goods. The 
system assumed is that when orders have been received, accepted and 
are ready for execution, instructions are given to the warehouse 
to collect the goods and send them to the packing room, which 
latter has instructions to receive and pack them according to 
directions. The packing room also receives in a proper case . a 
label suitable for the package. The· forwarding clerk receives 
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advice of the intended dispatch of goods in the fonn of delivery 
note and advice slip to be forwarded to the customer as soon as the 
goods are accepted by the railway company. He will also receive 
in all probability the invoice, particularly during periods of irregular 
service, before handing it to the counting house for checking 
and forwarding. The Day Book record is made on loose sheets 
which should be added daily and placed in the binder. Finally, 
if the slip system is used, the debit slips are sent to the department 
concerned for filing. 



CHAPTER VI 

METHODS OF BALANCING 

THE work of preparing the trial balance is frequently a matter of 
considerable difficulty, particularly if the business involves a large 
number of transactions, and various plans have been devised 
with a view to ensuring that the books may be balanced without 
the expenditure of an unreasonable amount 6f time. In the case 
of a set of books of moderate size, it is the custom to work on 
general lines and complete the trial bal1tnce in the manner already 
described, after calling back the postings and checking the additions. 
In the event of an error remaining undetected, a more or less 
promiscuous search is made in directions which are considered 
likely to lead to discovery of the errors. 

Though this cannot be described as a very scientific method to 
adopt, it does sometimes serve the purpose in practice, and the 
following suggestions are made as being of some assistance in 
searching for a difference in the balance. For the benefit of those 
whose duty it is to balance books which do not necessitate more 
elaborate systems of accounting, the suggestions are--

1. Check the additions of the trial balance itself. 
2. If the difference is a large amount it is a good plan to compare 

the present with the previous trial balance in the hope of finding 
that an item has been missed or placed in the wrong column. 

3. Where the difference is of an even amount, such as £100, 
10/-, and the like, the additions should be checked. 

4. Examine the subsidiary books to see that all items are posted, 
particularly noting those items which are equal to or half the 
difference .. 

5. Check bOth the opening and closing balances for the period. 
6. See if the difference can be made up by a simple transposition 

offigures; thus if the difference is £18 exactly it may arise in some 
such error as posting, say, £35 as£53, but the number of combinations 
are frequently numerous, as in the above example, and the work 
involved in following up such a suggestion might possibly be as 
great as rechecking the books. 

Alternative Methods. The alternative suggestion is to ·divide 
the books into s'ections and balance each section separately, thus 
reducing, by means of proving certain sections to be correct, the 
area in which it is possible for the error to arise. The first suggestion 
is to divide the books up into-

1. Sales Ledgers. 
52 
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2. Bought Ledgers. 
3. Nominal Ledgers. 
It is possible to balance each of the sections of the books 

separately by preparing adjustment accounts for each section. 
In the case of the Sales Ledger, for example, if we assume that 
this Ledger contains one balance only, that account would be made 
up as follows-

Dr. SALES LEDGER ADJUSDIENT ACCOUNT. 

To Initial Balance . . . 
,. Sales, as per Day Book 
,, any other Debits . 

f By Cash and Discount 
, , Sales Returns . 
., any other Credits . 
., Final Balance. 

Cr. 

£ 

Now, acting on that assumption, we prepare an account in the 
above form obtaining our information by analysis of the subsidiary 
books. The total Day Book postings is represented by the 
Sales Day Book totals, less such items as are posted to other ledgers 
than the Sales Ledgers. The total cash posted into the Sales 
Ledgers may be obtained by adding the totals of the Cash Book 
for the period and deducting those items which are included in the 
total, but which are not posted to the Sales Ledger. These will 
include-

!. The opening balances, and if there are more periods in which 
the Cash Book is ruled off, and the balances carried down, then the 
balances brought down in each succeeding period except the last. 
If the balances are credits, e.g. bank overdraft, then all balances will 
be taken out except the first. 

2. Postings to the Bought and Nominal Ledgers. 
3. Contras. 
The Sales Returns Book will be treated in the same manner as the 

Sales Book, but it is necessary to analyse the Journal. 
The subsidiary books which are customarily posted to the Bought 

Ledger will be similarly treated in order to obtain the information 
necessary to prepare the appropriate account for the Bought 
Ledger, such items as affect the Sales Ledger being entered in the 
Sales Ledger Adjustment Account, and such items as have been 
analysed out of the subsidiary books connected with the Sales 
Ledger .as affecting the Bought Ledger being entered in the 
Adjustment Account for that ledger. 

The Adjustment Account for the Nominal Ledger ''~11 then be 
made up from the items analysed out of the subsidiary books and 
their totals. By this means we obtain an Adjustment Account 
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for each ledger, thus locating the difference to one ledger. In the 
following example we propose to trace an assumed difference of 
£24 in a set of books, the debits exceeding the credits by that 
amount. 

EXAMPLE 1 
Assume that the analyses of the books shows as follow&-

Sales Sales Purchase Purchase Cash Book. qpen- Iia1- Clos· Bal· 
Day Returns f~l:. Returns mg ances. ing ances. 

Book. Book. Book. Dr. Cr. Dr. Cr. Dr. Cr. 

Sales Ledger ts.Bw s!o £23 ! 4 114)~ £92 s.f1s £10 
l. £20 3,898 

Bought ,) 25 I 13,782 1,005 -~ 11,707 85 1,125 6 2,076 
Nominal, .. .. .. .. . ,.. .. T ... 1,172 3,531 

15,035 351 13,805 1,009 114,179 14,149 
~~------

g~r,:~g Bala~:""' : : : : 750 780 750 
780 ----

14,929 14,929 7,069 7,069 5,651 5,627 -------Dilfermoe 24 _,_ --
5,651 
~ 

5,651 

Dr. ADJUSTMENT AtCOUNTS 

Sales Bought Nominal Cash. PARTJCut.AR$. Sales Bought Nominal C..b. Ledgers. Ledgers. Ledger. Ledgers. Ledgers, Ledger. 

I. [.85 3~119 I. 
£70 17125 

£ l 
3,115 750 Openin~ Balances 5,874 

15,010 25 Sales /j5~~Book 15,035 
{,15,035 

351 Sales Returns Book 350 I 

13,805 
£351 

Purch£1~5 Book 23 13,782 

4 1,005 Purchase Returns Book 1,009 

2,350 
c.£,008 

92 11,707 1~- Paid 14,149 
£14,149 

14,1?9 Cash Reeeivtd 14,105 8 66 
£14179 

3,893 20 2,076 3,531 { Closing Balance-; l 6 1,172 780 
£5,651 

£18,241 £14,898 £23,156 1£14,929 (18,241 1 ,,4,922 (23,156 £14,929 
24 Dilleronc<> in Balanco ----------- ---

!18,241 !14,922 (23,156 [14,929 £71,248 {18,241 
~ 

Ct4,922 L23,156 
~ 

€14,929 

Having located the difference to one Ledger, we can, by further 
analysis, prove the correctness or otherwise of various portions 
of the working. It will be seen that the previous example located 
the difference to the Bought Ledger and its subsidiaries, and that 
the error may consist of an error in the additions or postings of the 
Purchase Day Book or Returns Books, the credit side of the Cash 
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Book, or in the extraction of balances or ruling off settlements 
in the Ledger. The method proposed is designed to locate the 
difference to one of these classes of operation. The system is to 
work through the Ledger, extracting in columns the following 
particulars-- , 

1. The opening balance of each account in the Ledger. 
2. The items posted from the Purchase Journal. 
3. Other credits with details in order that they may be traced 

into the remainder of the books and thus verify the existence of 
the corresponding debit. 

4. Cash and discount posted to the debit of each Ledger Account. 
5. Purchase returns. 
6. Other debits with particulars as in No. 3. 
7. The closing balances of each account. 
If the extractions are made correctly it will be found that in 

respect of each Ledger Account the totals of Nos. (1). (2), and (3) 
\vill be equal to Nos. (4), (5), (6) and (7). This automatically 
proves the accuracy of the settlements and also of the extractions 
of the opening and closing balances. 

If the various totals are added, then the total balance as extracted 
originally should agree ·with the total balances as extracted by the 
present analysis; the total of the extractions of the purchases 
should agree with the total of the Purchase Journal (thereby 
proving the accuracy of the additions and posting from that book) ; 
the total of the cash and discount will agree with the cash and 
discount as shovl'n by the original adjustment account, and so on, 
until we discover the totals which do not agree to the extent of the 
difference. The first example is continued, the number of Ledger 
Accounts being reduced for the sake of example. From the analysis 
given on page 56, it will be seen that the difference for which we 
are in search is located in the additions or postings of the 
Purchase Journal. 

Combination of these two methods, it will be seen, has reduced 
the area of search from the whole of the books down to two only, 
thus making it possible to discover the error with the minimum of 
checking. 

A Useful Method of Balancing. From the Adjustment Account 
given on page 54, we can obtain a method of balancing which is 
exceedingly useful in those cases in which it is desirable to instruct 
certain of the staff to balance the books, but at the same time not 
advisable that the same people should have access to the Private 
Accounts. The method of balancing is to write out all the balances 
at the commencement of the period on their correct sides, and the 
closing balances with the items reversed, i.e. the debit balances 
sh0\\11 on the credit and vice versa, and any unposted totals or 
single items on the opposite side of the account to which they 



DY. 

Returns. I Cash I OTHER DEBITS. 
and 

' Disct. 
JAmount I Particulars. 

£ £ £ 
118 3,050 Sales Day Book 25 
407 1,979 

Opening Dr. Balance 85 
210 1,922 

270 4,518 

I £110 

238 

1,oosJ £11,7071 

1,005 11,707 { Sales Day Book . 
Opening Dr. Bala·lce 

25} 
85 

£110 
= 

-
nil nil I nil 
~~~ 

EXAMPLE 2 

Closing Fplio. 
Balances 

£ 
803 2 

25 
33 

425 35 

848 45 

I 60 

I £2,076 Total: 
£14,898 

Totals 

2,076 . as per 
Adjustment 
Account 

I 
1 nil 
I-I 

Differences 

Goods. 

£ 
3,610 
2,380 

77. 
2,237 

5,216 
238 

£13,7581 

13,782 

I 
24 I 
~I 

Cr. 

OTHER CREDITS. 
Opening 

~Balances 
Particulars. 1~"'-""'~ 

Sales Returns Book 
Closing Dr. Balance 
Cash Received 

I 
f Sales Returns Book 

Cash Received.. . 
Closing Dr. Balance 

nil nil 

-~-
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would be posted in the Ledger. It \\ill be found that the items 
in the account ''ill then balance. If this system is adopted, it 
"ill be found convenient to keep a Private Ledger in addition to a 
Xominal Ledger, the former being used for the whole of the fixed 
assets and the Capital Accounts and the latter for the Xominal 
Accounts only; also to keep accounts for additions to fi.wd assets 
in the :Xominal Ledger, the total being transferred to the Pri,·ate 
Ledger Account affected when the accow1ts are made up. The 
follo"ing example shows the Balancing Statement which might be 
prepared from the particulars giwn in the first example in this 
chapter-

Opening Balallces
Sales Ledger 
Bought Ledger 
Cash . . 

Cnposled Items-

"EX.UIPLE 3 
B.u.."-'>CIXG Sn.TEl!Exr 

Sales Dav Book Totals 
Sales Returns Book Totals 
Purchase DaY Book Totals . 
Purchase Returns Book Totals . 
Cash to be posted to Xominal Ledger 

Closinl! Balallces
Sales Ledger 
Bought 
Cash 

Difference in Balance as assumed in Example 

SELF-BALANCING LEDGERS 

• i 
I 

• i 
I 

£ I 
3,1I5 I 

s._:; 
i50 

15.035 ' 

1,009 
66 

20 i 
2,076 

£ 
iO 

1,125 

351 
13,805 

2,350 

3,693 
6 

iSO 

22,156 22,181) 
24 

£22,180 . £22,180 

The abo,·e methods of location of error "·ill onh· reduce the area 
of operation to one class of ledger. For example. if a business 
necessitates the emplo~ment of, say, three Sales Ledgers, there 
is no method of reducing the area of operations beyond the three 
Ledgers unles~ the books are specially adapted for tht>. :o,urpose. 
Ha,ing reduced the area of possible error by the method descrit.,d 
abow to the Sales Ledgers, it \\ill be obserwd that in order to 
discowr in which of these Ledgers tl1e error lies it \\ill be necessary 
to analy:::e either tJ1e whole of the Ledgers in the manner described 
aboYe or the whole of the subsidian· books. The system of 
self-balancing Ledgers is the latter of the hro altematin:s. 

Each subsidiary book is pro,icled \\ith analysis colwnns so that 
the items as they are posted into the Ledger may be extended 
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into the colunm provided for that Ledger. The Sales Day Book 
might be ruled after the following manner-: 

SALES DAY BOOK 

The total of column (1) will equal the totals of columns (2), (3) 
and (4). Column (1) is posted in detail to the Sales Ledgers, the 
items being extended to the appropriate column of Nos. (2), (3) and 
(4), which latter are used in preparing separate adjustment accounts 
for each of the Sales Ledgers. The following form of Cash Received 
Book is of interest in this connection. The destination of the totals 
of the various columns will be found at the foot of each. For 
balancing, the totals of columns (1) and (2) will equal the totals 
of columns (3), (4) and (5), each item of cash and discount being 
added and the total amount credited to the customer being entered 
in the analysis column. 

CASH RECEIVED BOOK. 

LEDGERS; 
Date. Particulars. 

19 .. 
• A/16 3 6 6 16 6 7 -
• B/147 I 10 - 58 tO - 60 - -
• C/981 100 - - 100 - -

Dec. I {V~~t!l~wn • 
D.Jones •• --- - - -

_:_ :m~~:. -;~:·~· tl. £ ~:: d.~' £ ~:: ~~- £ 'ic .. :: -;;:. 
£113 6 165 6 6 £7 - - £60 - - 100 - -1------1------- - ------ --

Posted to Posted to 
u A " Sales II B n Sales 

Ledger Ledger 
Adjust· Adjust· 

'meot A/e. meot A/c. 

Posted to 
"C" Sales 

Ledger 
Adjust· 

mentA/c. 

it has been advocated that these Adjustment Accounts be entered 
in the Private Ledger, with the total debit balances shown on the 
debit side and the remaining items treated in the appropriate manner 
and, to complete the. double entry, the account be repeated in 
each Sales Ledger with the whole of the entries reversed. This 
method is to be commended, but it ~ould be pointed out that the 
books may be made to balance without entering these accounts in 
the Ledgers, and so keeping them as Memorandum Accounts. 



CIL\PTER nr 
SINGLE ENTRY 

THERE is an impression that there exist two s\·stems of book
keeping, one, an inferior method known as single entry, and the 
other, a more or less complicated method known as double entn·. 
We do not suggest that the reader holds such an opinion, but make 
the statement in the belief t11at it is a correct interpretation of the 
ideas of the general public on the subject. Thus. the adwrti5allent 
columns of the morning papers rewa! the fact that a gentleman 
who is ·• thoroughly conwrsant with accounts kept on the double 
entry and single entry systems" is in search of an appointment. 
Again we find in one of the WaYerley :\'owls that a character is 
" fully \·ersed in the arts of book-keeping by single and double 
entry." There is but one system of book-keeping and it is 
the one described in preceding chapters, but it is the custom to 
designate certain computations made up from such records as are 
ayailable as single entry, though it is impo;;;;ible to describe the 
process as a system. 

Converting Single Entry into Double Entry. In those cases in 
which there is no system of book-keeping in Yogue.and it is necessarY 
to ascertain the profits of the business, the possibility of obtaining 
the information required, or iB reliability when ascertained, is 
naturally dependent upon the amount of material aYailable. It 
may be po;;;;ible, "ith a little judicious handling, to conwrt such 
records as haYe been made into a complete system of book-keeping, 
and, if such is possible, it should be done. If, for example, a trader 
doing a cash business has kept a record of his purch<L"t's and the 
settlements therefor, also a record of his receipts and pa~ments. 
by assuming the record of receipts and pa\ments to be the Cash 
BcXlks and the record of purchases and settlements as the Bought 
Ledger, b\· making a smarized Purchase Journal and completel~
pc>sting the Cash Book, the double entry may be completed and 
accounts made up in the usual manner. · 

Another Plan. On the other hand, assunting that the trader is a 
person who has ne,·er kept any records in the past and apparentlY 
intends to continue on the same sinlple plan in the future. a method 
such as the follo"in~ must be adopted. .\ statement of his assets 
and liabilities must be prepared, sho"ing the amount of the capital 
which is in the business; ha,ing done this the accountant "ill 
wait until a period has elapsed, when he prepares a sin1ilar statement 
sho"ing the capital at the end of the period. The profit for the 

S9 
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period is then ,assumed to be the amount of the drawings plus the 
increase in capital, or less the decrease as the case may be. It is 
fortunate that those persons who adopt -such slipshod methods 
are rapidly diminishing in numbers, and that those who do remain 
are usually in a very small way of business. We give an example 
of such a working, but wish to preface it by urging that it is not 
used except in very exceptional circumstances, as for example, 
where the trader is an illiterate person quite incapable of keeping 
the books himself, and the business is not of sufficient size to 
justify the expense involved in clerical assistance. 

EXAMPLE 1 
Assume that the assets and liabilities of Jones are as stated 

below-
STATEMENT OF AFFAIRS. 

Liabilities. 11~~~·g.1 1~~~gl' Assets. 

I 
£ £ 

Creditors for Goods . 1,000 1,200 Cash in hand 
,. Exps. . 10 30 ,. at Bank 

Rent accrued owing ·1--6 __ 5_ Stock . 

1,01611,235 Debtors for Goods. 
Rates prepaid . 

Balance being Capita1.

1
1,234 1,360 Fixtures ', 

1 £2,250\£2,595 
,--,--

Dec. 31 Dec. 31 
1919. 1920. 

£ £ 
16 12 

382 476 
1,380 1,610 

380 410 
12 11 
80 76 

£2,250 £2,595 
F===--==-= 

If Jones has drawn out of the business during the year £20.0 in 
cash and £12 in goods, then the profits will be as follows--

SrArEMENT oF PRoFIT. 

Capital at 31st Dec., 1919 . 1~234 Capital at 31st Dec., 1920 • 
Bal. being profit for the year . 338 Drawings-

Cash. . . £200 
Goods . 12 

£ 
1,360 

212 

Profit and Loss Account from the Cash Account. It is a common 
experience to find that records exist sufficient to make up a fairly 
reliable Cash Account. If such is the case it will be possible to 
make up a Profit and Loss Account in the usual form by analysing 
the Cash Account according to the various headings appearing 
in the Profit and Loss Account. It is necessary, of course, to adjust 
the various totals appearing in the summary of the analysis, by the 
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amount of the opening and closing reserves, and to assume that 
the sales are represented by the difference between the sum of 
the debtors at the close of the period and the cash received for 
goods, and the amount of the debtors at the commencement of the 
period, also that the. purchases are represented by the difference 
between the sum of the final creditors, plus the cash paid for goods, 
less the creditors at the commencement of the period. 

Example No. 1 is continued assuming that it has been possible 
to prepare a Cash Account of which a summary is given in the 
second example. It will be seen that this method, though 
superior to the first, has many disadvantages. The information 
revealed by the accounts is not, as a rule, of a reliable nature, 
since the whole calculation is made upon the strength of such 
records as are available, and whether sucli records are complete 
is a question which there is very little opportunity of determining 
satisfactorily. 

Continuing Example 1, assume that the following is the summary 
of the cash and bank accounts-

Dr. 

To Initial Balance . . . 
11 Cash received from Drs. 
, " deposited in Bank 
, Bank Interest . . . 
, Cash drawn from Bank 

EXAMPLE 2 
SUMMARY OF RECEIPTS AND PAYMENTS. 

Cash. Bank. Total. 

250 

4,500 
3 

ana wss A ccoum anti Balance Sheel, see pages 62 and 63. 

Cr. 

Possibilities of Sales and Bought Ledgers.-If a Sales Ledger is 
kept and also a Bought Ledger, a Profit and Loss Account might 
be obtained by analysing these Ledgers, thereby ascertaining the 
following particulars-

}. From the Sales Ledger
(a) the initial balances ; 
(b) the sales for the period ; 
(c) total cash paid by debtors during the period ; 
(d) sales returns ; 
(e) bad debts ; 
(f) the final balances. 

The totals of items (a) and (b) should be equal to the totals of 
items (c), (d), (e) and (/). 



WILLIAM JONES. 
DY. TRADING AND PROFIT AND 

' £ 
LOSS ACCOUNT POR THE YEAR ENDING 31sT DEC., 1920. 

(a) Creditors31/l2{20! 1,200 To Initial Stock. • 
.Cash paid • • 4,057 ., Purchases . • .(a) 

Less Crs. 31f12/19 

., Transfer-to 
Drawings 

(b) Crs. 31{12/20 
Cash paid 

Less Crs.3lf12/19 

(c) Owing 31 (12/20 . 
Prepaid 31/12/1 
Cash paid 

5,257 
1,000 

4,257 

12 

£4,245 

91 

,. Balance Gross Profit 
carried down • 

To Wages • . . 
, General Expenses • (b) 
, Rent, Rates, etc. • (') 
, Depreciation of Fixtures 
, Bank Commissinn • 

Balance Net Profit 
carried to Capital Ajc. 

£ £ i 
1,380 By Sale~ • • • • (d) 4,870 (d) Debtors 31/12{20 410 
4,245 ., Final Stock • • 1,610 Cash received . 4,840 

855 

240 By Balance brought down. 
194 ., Bank Interest . 
74 
8 
4 

338 

£6,480 

855 
3 

Less Drs. 
31fl2fl9 

5,250 

380 

4,870 



BALANCE SHEET-31sT DECEMBER, 1920. 

Liabilities. 
Sundry Creditors • • • • • 
Capital Account Balance (31st Dec., 1919) 

Less Drawings • 

'Add Profit for the year to date 

Assets. 
Cash in hand and at Bank 
Stock 
Sundry Debtors 
Prepaid Rates 
Fixtures: Balance (31st Dec., I919) 

Additions during the year . 

Less Depreciation 10% 

·I 
£8)1 

4 I 

84 
8 

£ 488 
I,6IO 

4IO 
II 

1-- ~~ 
---------------------1£2,595 ~------------'-----------1£2,595 

1-
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· 2. From the Bought Ledger
(a) the initial balances ; 
(b) the purchases for the period; 
(c) cash paid to creditors; · 
(d) purchase returns ; · 
(e) final balances. 

The totals of items (a) and (b) will equal the totals of items (c), 
(d), (e). 

The summary of cash rec;eived and paid may then be made up 
by debiting the initial balance and the cash received from debtors 
as well as any other debits which may arise for cash received from 
other sources, and crediting the cash paid to creditors, together with 
the ,amount paid for expenses and drawings for which evidence 
is available, and the final balance. The final result will usually 
be found to show a discrepancy in the Cash Account ; this should 
be included in the Profit and Loss Account after an attempt has 
been made to reduce the difference to as small an amount a5 possible. 
Example No. 3 extends example No. 1 with the assumption that 
Sales Ledgers and Bought Ledgers are available and that an 
analysis has been m~de. The additional items inCluded in the 
cash summary in this example are taken at the same figures as in 
the second example. 

In addition to the provisions made in examples 1 and 2 it is 
proposed to reserve for discount 5 per cent. on Debtors, 2! per cent. 
Creditors, also to charge interest on Capital at 5 per cent. and £200 
for Proprietor's Salary to Profit and Loss Account. All calculations 
are made to the nearest £. 

EXAMPLE 3. 
Dr. ANALYSIS OF SALES LEDGER. Cr. 

To Initial Balances 
· , Sales 

£ 
. 380 
. 5,262 

By Cash received from Drs. 
Discount allowed 

, Returns . 
, Bad Debts • . • 
, Contras to Bought Ledger. 

Final Balances • . 

£ 
4,840 

130 
80 
55 

127 
410 

1-----'--------1£5,642 

Dr. ANALYSIS OF BoUGHT LEDGER. Cr. 

To Cash paid to Creditors 
Discounts received . 

, Returns • • • 
,. Contras to Sales Ledger 
,. Final Balances 

l £ 
.: 4,231 
. ~ 205 
.

1 

160 
. 127 
. 1,230 

1£5,953 

By Initial Balances 1,§10 
., Purchases . . • 4,749 
.. Invoices for General Exps. 194 

£5,953 



WILLIAM JONES. 

Dr. TRADING AND PROFIT AND 

£ 
LOSS ACCOUNT FOR THE YEAR ENDING 31ST DEC., 1920. Cr. 

To Initial Stock . 
Purchases less Returns 
Balance Gross Profit 

carried down 

·il.fso By Sales less Returns .II 5.f82 
. 4,577 , Final Stock • . 1,610 

835 I __ · 
,----------1£6,792 :£6,792 

I To Wages . . . 
(1) As per Analyses 

of Bought Led. 
(2) Reserve on Final 

Balances: 
5% on £410 

Allowed 

I , General Expenses (I) 
II , Rent, Rates, etc. . 
, , Discount on Sales (2) 
1 , Bad Debts 

21 Bank Commission • 
130 , Depreciation on Fixtures. 

, Interest on Capital 
1-rn~ " Proprietor's Salary 

Less Reserve on I ·., Balance: Net Profit car-
Initial Bal. : ried to Capital Account 
5% on £380 • 19 

>£132 

240 
194 
74 

132 
55 

4 
8 

62 
200 

80 

By Balance brought down ·I 
, Discount on Purchases (3)1 
., Bank Interest . . 

I 

835 
211 ' 

3 

£1,049:l-----------£1,0491 

£ 

i 
. I 

(3) Reserve on i'Fina1 
Balances: 
£1.23o ® 2!% I 31 
Received ·I 205 

Less Reserve on 
Initial Bal. : 

£1,010@ 2!% 

, __ 
236 

25 

£2Il 
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WILLIAM JONES. 
BALANCE SHEET--31ST DECEMBER, 1920. 

Liabilities. £ 
Sundry Creditoxs and Reserves

Less Reserve for Discounts. 

CaK~\~~eccoa~t;r Statement 
prepared at 31st Dec., 1919 

A<id Adjustments-
Reserve on Creditors . 25 
Less Reserve on Debtors 19 

Less Drawings 

£ 
1,235 

3! 

1,234 

1,240 
12 

1,228 
62 
so 

Assets. 
Cash ill band and at Bank 
Stock . • . 

1,204 Sundry Debtors • . , 

1,370 

Less Reserve for Discounts . 

Prepaid Rates 
Fixtures-

Balance (31st Dec., 1919) . 
Additions during the year • 

Less Depreciation 10% 

This method of making up the accounts is probably the best 
that could be devised short of a complete set of accounts; indeed, 
if the various summaries were journalized and the totals posted 
·to Ledger Accounts, the result might be considered to be a complete 
set of accounts. 



CHAPTER VIII 

PARTNERSHIP 

THE principal Act of Parliament relating to partnerships is the 
Partnership Act, 1890. This Act is very simply drafted and may 
be understood by the average business man, and it is therefore 
recommended that those who are contemplating partnership 
should procure a copy from· a law stationer before completing 
their arrangements. 

The definition of partnership given in Section 1 is "the relation 
which subsists between persons carrying on business in common 
with a view of profit," but the relation between members of any 
company or association which is-

(a) registered as a company under the ComparVes Act, 1862 
(now the Companies Consolidation Act, 1908) ; 

(b) formed or incorporated by or in pursuance of any other 
Act of Parliament or Letters Patent or Royal Charter ; or 

(c) a company engaged in working mines within the 
jurisdiction of the Stannaries, 

is not that of partnership within the meaning of the Act. 
Partnership Agreement. Various sections in the Act lay down 

the conditions which shall be observed in cases where there is no 
partnership agreement, or in cases where there is a partnership 
agreement which does not contemplate the specific points raised. 
The more general rules are given, from which it will be seen that 
in the majority of cases it is absolutely essential to have some 
agreement before the partnership is entered into ; and in order 
that there may be no doubt as to what the agreement really amounts 
to, it is advisable that it be reduced to writing. 

The Act lays down that, in the absence of an agreement, the 
following rules shall apply-

(i) All partners are entitled to share equally in the capital and profits 
of the business, and must contribute towards the losses. 

(ii) The firm must indemnify every partner in respect of liabilities incurred 
in carrying on the business. 

(ill) Partners are to be reimbursed out of the general funds for any advance 
beyond the capital introduced, and are entitled to interest at 5 per cent 
per annum thereon. 

(iv) A partner is not entitled to interest on capital. 
, (v) Every partner may take part in the partnership business; but 

(vi) No partner is entitled to remuneration therefor. 
(vii) No person may be introduced as a partner without the consent of all 

the existing partners. 
(viii) Differences arising out of ordinary matters of business are to be 

67 
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decided by the majority. For this purpose, a change in the nature of the 
business is not an ordinary matter. 

(i:x) The partnership books are to be kept at the principal place of busi
ness, and every partner is entitled· to inspect and take a copy of them. 
[It appears that, arising out of this rule, a partner is entitled to employ 
an unobjectionable ageqt to inspect the books on !:lis. behalf (Trego v. 
H1ml).) 

(x) No partner can be expelled unless he agrees thereto. 
(xi) A partnership may be determined by one partner giving notice. 

Where the partnership is by deed, this may be done by giving notice in 
·writing. For the purpose of this rule, where a partnership has been entered 
into by agreement for a fixed term and that term has been allowed to expire 
without any new agreement being made, it may be determined in the manner 
laid down in this rule. 

In preparing a partnership agreement regard must be had 
to the above rules since they will apply to any partnership 
unless the agreement expressly modifi~ or excludes them. 
It is also advisable that provisions be made in the agree
ment for a periodical stocktaking and agreement of accounts 
between partJilers, and also that the agreement contains a provision 
that disputes be settled by arbitration. 

Goodwill and its Treatment. The special matters of 3:ccounting 
considered in this chapter will arise (l) where two or more persons 
jointly acquire a business ; (2) where a sole trader takes another 
into partnership with him ; (3) where businesses are amalgamated. 
In all these cases there will arise special considerations relating 
to goodwill, and it is therefore proposed to offer a few suggestions 
as to the valuation of this particular type of asset before explaining 
the necessary entries. The term has been difficult to define, but 
two judicial attempts have been made· which tpgether fairly well 
describe what the asset consists of. Lord Lindley described it 
as "The benefit arising from connection and reputation," and 
another judge in an old case described it as " The probability of 
'the old customers going to the new firm." 

In making a valuation careful attention must be paid to the 
following points-- . 

(1) The business which would accrue to a retail trader by reason 
of his occupation of premises in a popular portion of the city is 
not goodwill, but rather a particular value attaching to the land 
for which a rent will have to be paid. . . 

(2) A well-known trade name which carries with it considerable 
sales, such as Pears' Soap, is not goodwill, but value attaching to 
a trade name which can be dissociated from the business and sold 
separately. 

(3) In valuing goodwill on the basis of the profits it is necessary 
to take into consideration the amount of capital which is required 
to produce the profits ; also the amount of salary or remuneration 
which is payable to the manager of the business. This point is 
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particularly important in arri,ing at the value of good\\ill of two 
or more businesses for the purpose of amalgamation. 

The most usual method of valuation is to take as the worth in 
money of good,,ill, so many years' purchase of the annual profits 
calculated on an average ; thus good\\ill might be valued at three 
times the average of the profits of the fi,·e preceding years. In 
arri,ing at the profits, of course, it is necessary to take into con
sideration the various points mentioned above. In all cases of 
an1algamation it is also necessary to adopt the same method of 
accounting in both businesses, e.g. if A and B, sole traders, decide 
to amalgamate their busines..~s and carry the two on in partnership 
and A has calculated his profits after deduction of 5 per cent. for 
depreciation and B has allowed 7! per cent. depreciation, it is 
necessary either to pro\ide 7i per cent. in A's accounts or 5 per 
cent. in B's. 

Opening Books of a Partnership. \\nere two or more persons 
jointly acquire a business, entries \\ill be made in the books of the· 
new partnership exactly the same as if a single indi,idual purchases 
the business, \\ith the exception that two or more Capital Accounts 
are required according to the number of persons entering upon the 
,·enture, each indi,idual's Capital Account being credited "ith the 
amount of cash he pro,ides towards purchasing the business. 
Example 1 !a} shows the principal entries which are necessary in 
such a case. 

The usual plan is for the purchasers to pay an agreed sum for 
the business, including all or certain specified assets, but before 
the business is acquired it is neces..--ary to make a valuation 
of such assets. The difference between the \isible assets less 
liabilities and the amount paid for the business must, should the 
latter exceed the former, be regarded as the amount paid for 
good"ill, such amount being written off as soon as the books are 
opened by debiting the various partners \\ith their shares of 
this amount calculated in the manner in which they share profits. 

Should the values placed on the as..<;ets be found to exceed the 
sum of the liabilities and the amount paid for the business, the 
difference should be placed to a Resen·e or Suspense Account, 
such account being used to write off any loss which may arise 
when the assets are finally disposed of. It is not correct to di\ide 
the excess of value of assets between the partners by crediting 
their Capital Accounts, since such an entry could only be made 
on the assumption that a profit had been made, which assumption 
is at fault, since "ith few exceptions no profit can be regarded as 
ha,ing been made until the whole business is completed (see 
Foslc'r v. Lake Trinidad .Asphalte Co., Ltd.). 

Example I (a). Smith and Brown acquire the business, including 
a,;sets and liabilities, of Jones as at 30~h June, 19 .. , for £10.000, 
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Smith provides £6,000 and Brown £4,000. The Balance Sheet 
of Jones as at 30th June, 19 .. was as follows-

BALANCE SHEET, 30TH JUNE, 19 .• 

Sundry Creditors 
Jones's Capital Account 

£ 
6,000 
8,500 

Cash in hand . 
Sundry Debtors 
Stock-in-Trade . • 
Office and Shop Fixtures 
Machinery and Plant. 

£10 
3,790 
6,000 

200 
4,500 

11----------- £14,500 

Under the above arrangement the entries in the books of Smith 
and Brown would be-

£ s. d. £ s. d. 
Cash • . . . . . Dr. 10,000 

To Smith : Capital Account 6,000 
, Brown : .. , . . 4,000 

(For cash introduced as capital in the business) 

Sundry Assets • . . Dr. 
To Sundry Liabilities

Cash 
Sundry Debtors 
Stock-in-Trade . . 
Office and Shop Fixtures 
Machinery and Plant. 
Goodwill . . . 

To Sundry Creditors 
, Jone.~ . . . . . . 

(For sundry assets acquired and liabilities 
assumed from Jones, as per Agreement 
dated ............................................................... . 
Value of assets and liabilities as shown in 
Balance Sheet of Jones dated 30th June, 
19 .. ) 

Jones . . Dr. 
To Cash . . . . . • 

(For amount paid to Jones under Agreement 
dated .............................. , .......... ) 

10 
3,790 
6,000 

200 -
4,500 
1,500 -

10,000 

6,000 
10,000 -

10,000 - -

Assuming that Smith and Brown have agreed to share profits 
and losses equally, the amount of goodwill will be written off in the 
following manner-

Smith : Capital Account 
Brown: ,, H 

To Goodwill Account , • 
(For transfer of amount paid 

Goodwill to Capital Acco11nts.) 

DY. 

. 
for 

7,0 s. d. 

750 - -

f.. 

1,500 
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SMITH & BROWN. 
BALANCE SHEET, 30TH JuNE, 19 .• 

(After the above entries have been posted to the Ledger)-
Liabilities. £ s. d. Assets. £ s. d. 

Sundry Creditors 6,000 Cash in hand . 10 
Smith : Cap. Afc 5,250 Sundry Debtors 3,790 
Brown; 3,250 Stock-in-Trade. . 6,000 

Office & Shop Fixtures 200 
Machinery and Plant 4,500 

£14,500 £14,500 -

In example I (b) we repeat the transactions in example I (a), 
with the difference that instead of the assets acquired being taken 
at the valuations in the vendor's Balance Sheet, all assets and 
liabilities are re-valued and the re-valuation figure included in the 
books of the new firm. 

Example I (b). Assume that the assets and liabilities after 
re-valuation are as follows-

Cash in hand 
Sundry Debtors 
Stock . . . . 
Office and Shop Fixtures. 
Machinery and Plant 

Less Sundry Creditors 

The entries in the books would be-

Cash. . . . . . Dr. 
To Smith: Capital Account 
., Brown: ,, ,, 

(For Cash introduced as capital in the 
business.) 
Sundry Assets . . . Dr. 

To Sundry Liabilities-
Cash . • 
Sundry Debtors 
Stock . . • . 
Office and Shop Fixtures 
Machinery and Plant 

Sundry Creditors 
Jones • . . . . 

(For Sundry Assets acquired and liabilities 
assumed from Jones as per agreement 
dated ............................................................... . 
Assets valued as per valuers' certificate 
dated .................................... ) 

Jones . . Dr. 
To Cash . . . • . . 

(For amount paid to Jones under agreement 
dated ................................ ) 

£ 
10,000 

'£ 
10 

3,790 
7,000 

300 
4,900 

£16,000 
6,000 

S. d. I 

- -I 
£ 

6,000 
4,000 

10 - -
3,790 - -
7,ooo - I 

300 
4,900 

10,000 -

I 6,000 
1 10,000 

i 

110,000 

s. d. 
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BALANCE SHEET,· 30m JuNE, 19 .. 

Sundry Creditors • 
Smith : Capital Account 
Brown: 

£ -
6,000 Cash. • • 
6,000 Sundry Debtors 
4,000 Stock . • • 

£16,000 

Office and Shop Fixtures 
Machinery 11.nd Plant. 

£10 
3,790 
7,000 

300 
4,900 

£16,000 

An Agreement to Purchase. A common form of agreement for 
the acquisition of a business is for the purchasers to contract to 
acquire all the assets in the business with the exception of the 
debtors and creditors. The primary object of this arrangement 
is to save the stamp duty on the purchase agreement since there 
is a duty payable of 1 per cent. of the total amount of debtors, 
the total amount of creditors being treated as part of the purchase 
price. This arrangement necessarily involves the appointment of 
the purchasers of the business. as agents of the vendor, for the 
purpose of the collection of the book debts and payment of the 
creditors. In such a case it is customary to continue the old 
Debtors' and Creditors' Ledgers, but to credit the vendor in a 
Suspense Account with the total amount of the debtors, and debit 
the same account with the total amount of the creditors. These 
entries are necessary to maintain the balance of the books, ~fter 
incorporation of the Debit and Credit Ledgers into the general system. 

When the cash is received in payment of the debtors, the amount 
will be entered in the books in the usual way, but transfers must 
be made periodically for the total cash received from debtors, ' 
debiting the Suspense Account and crediting the Current Account 
of the vendor, since, as the money is collected the vendor is entitled 
to receive payment of it. Similar reasoning will show that when 
creditors are paid a transfer is necessary debiting the vendor's 
Current Account and crediting the Suspense Account. In order 
to balance the Suspense Account it is necessary to make the 
following transfers-

1. For discounts allowed to debtors of the vendor, debit the 
Suspense Account and credit the Discount Account. 

2. For discounts received on payment of creditors, credit the 
Suspense Account and debit the Discount Account. 

3. For allowances made and chargeable to the purchasers of 
the business which have been claimed by debtors of the vendor, 
debit the Suspense Account and credit the vendor's Current Account 
since these allowances are, to the vendor, equivalent to payment 
of cash. · 

4. Where allowances are chargeable to the vendor and are entered 
in the usual Sales Returns Book it will be seen that an error has 
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arisen, the profits having been charged with losses which in reality 
should be borne by the vendor ; the correct entry for these items is 
to debit the Suspense Account and credit sales. 

5. If debts owing to the vendor become irrecoverable, the amount 
of the debt should be debited to the Suspense Account and not to 
bad debts. 

6. Where converse transactions arise in settlement with creditors 
of the vendor similar to those indicated in clauses 3, 4 and 5, above, 
it is obvious that converse entries must be made. 

Example I (c). Assuming that it is decided that Smith and 
Brown should collect the book debts and discharge the liabilities 
as agents for Jones, the entries in the books would then be as 
follows-

JOURNAL. 

Cash . . . . Dr. 1o.8oo s. d. 
To Smith : Capital Account 
,, Brown : , , . . . 

(For Cash introduced as capital into the business.) 

{, 

6,000 
4,000 

s. d. 

Sundry Assets- . Dr . . J 

To Jones . 12,210 - -
Cash in hand. 
Stock-in-Trade . . : :I 
Office and Shop Fixtures . • . .I 
Machinery and Plant . . . · ·I 

(For Assets acquired from Jones under agreement 
dated ......................... Assets valued as per valuers' I 
certificate dated ......................... ) 

Jones's Suspense Account • ·. Dr . . I 
To Sundry Creditors . 

Sundry Debtors . . . Dr. I 

To Jones's Suspense Account . . ' • 
(For Sundry Debtors, as per Debtors' Ledger, ! 

owing to Jones, agreed to be collected as agents 1

• 

for Jones ; and Sundry Creditors as per Creditors' 
Ledger, agreed to be paid as agents of Jones.) ' 

. Dr. 

6,000 

3,790 

Jones . 
To Cash . . • • • 10,000 - -

(For Cash paid on account of Assets acquired 
under agreement dated ........................ ) 

Sundry Creditors . 
Jones: Current Account 
Smith : Capital Account 
Brown: 

BALANC;E SHEET. 

£ 
6,000 
2,210 
6,000 
4,000 

Cash in hand 
Sundry Debtors . 
Jones : Suspense Account 
Stock-in-Trade . . 
Office and Shop Fixtures 
Machinery and Plant. 

£ 
10 

3,790 
2,210 
7,000 

300 
4,900 

£18,210 1',--------- £18,210 
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NOTE.-An example of the entries after opening the Suspense 
Account will be found in example 4 (b). • 

Another Form of Partnership. Where a sole trader takes into 
partnership another person the usual arrangement is for 
the incoming partner to introduce certain capital and to 
receive . a definite proportion of the profits. It is usually 
necessary to adjust the accounts of the sole trader before 
the incomer is admitted, for the purpose of re-valuation of 
assets where necessary, and also to raise a Goodwill Account. 
The entries for the re-valuation of assets are to debit the increases 
in value to the various Asset Accounts and credit the Capital 
Account, and credit the decreases in value and debit the Capital 
Account. To raise the Goodwill Account it is necessary to debit 
goodwill ·with the agreed value and credit the Capital Account 
of the sole trader. After the new partner has been admitted, 
the Goodwill Account will be written off by debiting both 
partners with goodwill divided in the manner in which they share 
profits. 

In example 2 (b) will be found a convenient method of dealing 
with partners' shares where the firm consists of a number of persons. 
By this means the business is divided into a number of "shares" 
as if it were a joint stock company, and changes in the constitution 
ofr the firm or in the partners' shares are effected by transfer of the 
requisite number of "shares." The term "Goodwill value" is 
intended in the question to mean the value of the share over and 
above the original value. 

Example 2 (a). Assume that A, whose Balance Sheet is as under, 
decides to take B into partnership on the following terms-

• (a) B to bring in £3,000 cash as capital and to receive a one-third 
share of the profits. 1 

(b) The assets to be valued as per A's Balance Sheet, with the 
exception of machinery and plant which is to be valued at £4,000, 
and goodwill which is to be valued at £1,500. 

A. 

BALANCE SHEET, 30TH JuNE, 19 .. 

Sundry Creditors . 
" A " Capital Account 

£ 
8,000 
4,000 

Cash and Bank Balances 
Sundry Debtors 
Stock • • • 
Machinery and Plant. 

£ 
1,000 
4,500 
3,000 
3,500 

11--;_....------£12,000 



PARTNERSHIP 75 

The entries in the books will be as follows-

JOURNAL. 

Machinery and Plant. • Dr. 
£ 1 s. d. £ s. d. 
500 

I,5ool Goodwill Account . . • Dr. 
To " A " Capital Account . . . 

(To adjust the value of Assets and raise Goodwill 
Account in accordance with agreement with B 
dated ..................... : .. ) 

Cash. . . . . • • Dr. 3,000 
To " B's " Capital Account . . . 

(For Cash introduced as capital by B, under 
partnership agreement dated ........................ ) 

" A " Capital Account 
UBI) 

To G~odwill . . . 
(To write off Goodwill Account.) 

Dr. 1,000 
Dr. 

500 I 

BALANCE SHEET. 

Sundry Creditors . 
" A " Capital Account 
"B" 

£ 
8,000 
5,000 
2,500 

Cash and Bank Balances 
Sundry Debtors 
Stock . . 
Machinery and Plant. 

2,000 

3,000 - -

1,500 

£ 
4,000 
4,500 
3,000 
4,000 

£15,500 

A similar result would be obtained if B had paid into the business 
the £3,000, £500 of which was to be credited to A on consideration 
for goodwill. The entries in the Journal would in this case be as 
follows, but the Balance Sheet afterwards would be the same. 

JOURNAL. 

Machinery and Plant Account 
To " A " Capital Account . . . 

(To increase value of Machinery and Plant to £4,000, 
the value agreed upon for purpose of agreement 
dated ................................ ) 

Cash. . . • . . Dr. 
To :: A :: Capital Account 
•• B ,, ,, . . • 

(For Cash, £3,000 introduced by B under agree-
ment dated ........................ , of which £2,500 is 
capital and £500 paid to credit of the Capital 
Account of A on settlement of one-third share 
goodwill.) 

£ £ 
500 

500 

3,000 
500 

2,500 

Example 2 (b). On 31st December, 1914, Jones, Brown and 
Smith are in partnership. No goodwill is included in their accounts, 
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. but by agreement the business is divided into 100 "Shares," of 
which Jones is entitled to 50, Brown 30, and Smith 20, the goodwill 
value of a Share being £200. The Capital is £4,000, contributed 
in the above proportions, and ·represented by tangible assets. 
There are no liabilities. 

They admit into partnership their managing clerk, Williams, as 
from 1st January, ·1915. Jones is to sell to Williams 15 Shares 
and to Smith 5 Shares, and Brown is to sell to Williams 5 Shares, 
the Capital to be contributed in the new proportions. Williams 
pays in cash £2,400, being one half of the total sum he had to pay, 
and Smith pays for his new Shares in full. Out of the amounts 
so paid in, Jones and Brown draw the proportions to which they 
were entitled. , 

Each Partner has a separate fixed Capital Account and a Current 
Account, and the above transactions are all shown, as on 1st 
January, 1915, in the books of the firm. 

No Interest is charged on Capital or Drawings, but 5 per cent. 
per annum is charged to Williams and credited to the Partners 
entitlea thereto on the amount unpaid by him. They draw during 
the year £60 in respect of each Share held'. The Profit for 1915 is 
£9,000. 

Show the Partners' Capital and Current Accounts for the year 
1915 ; and the final position, when Jones, Brown and Smith have 
drawn the balances to their credit on Current Account, which 

·leaves the assets, other than the amount due from Williams, at 
£4,000. 

(Institute of Chartered AcC(mntants' Final Examination, 
November, 1916.) 

For Cqpital Accouttts and Cu"ent Accounts, see page 77. 

BALANCE SHEET, 31s:r D:eCBMBER, 1915, 

Liabililies. I. I. Assm. I. 
Capital Accounts- ~undry Assets • 4,000 

Jones • 1,200 urrmt Accounts-
Brown 1,000 (Balance due, bein~ a.mt. 
Smith. 1,000 unpaid on shares 
Williams 800 Williams • 2,400 

.. 4,000 
Current Accounts-

(Balances due from W!l-
Iiams, being amount 
unpaid on shares)-

Jones 1,800 
Brown 600 

£6,400 £6,400 



Dr. CAPITAL ACCOUNTS. Cr. 

' ll JoNEs. I BRowN. II SMITH. H WJLL!AMS. ! joNES. ~~-Bnow0J -S~~~- { WILLIAMS. 

]~::\ To Transfer: ri-Sh_a_res-lli_C_·;-h-.,-Sh_ar_es_ -c-.;-h-. !I-Sh-a-res- -c-.£-.h-.. ii-Sh-a-rc-,1·7 ~~:43! By Balances Sh:es . :~;:~ ISh:~ ·:§:~ 'l:sh:es 7o~ 
1

sharcs Cat 

Smith . . , S 200 1 ·I 1 I Transfer ' 

,;"*;~:S~er ,'' 15 i 600 i j I ! 1~~~n. :I I I 5 200 :, 1~ ~g 
Will1ams . i I 5 200 .l i : 1 1 
, Bal.cjd . L ... :~ 1,200 ~ 1,000 ~~ 1,000 ~~~ 800 1 ____ \ ____ , ____ ··--.--

j 50 £2.000 30 £1.200 I 25 £1.00011 20 I £800 1-----r 50 £2.000 

1
~ 30 £!.200. 25 £1.000, 20 : £800 

1----IJ,. --1,-- ----·~---~~~~.--·1~ 1915. ----1~---·----:--i-
Jan. 1 By Dais. h/<1 30 1,200 25 1,000 25 1,000! 20 I 800 

CURRENT ACCOUNTS. 

jones. 1
1 Brown. Smith. :Williams 

I 
jl Jones. I Brown. Smith. ~Williams 

1915. 1 ~-£- -£--£-~~~ 
Jan. 1 To Transfer for Shares a('quired: !~ 

£ 
1915. 

1915. 
Jan. 1 
Dec.31 

jones: lSshares~l£240 per sh. i 3,600 
Brown: 5 , , £240 , .J 1,200 

, Transfer for Shares acquired : :1 
Jones: 5shares(!!•£240persh .. l, 1,200 

, Cash . . . . . ,j 3,000 600 
, Balance earned down . 1 1,800 600 . . I .. 

'------11-
4,800 £! ,200 £1,200 £4,800 
--- ---.~~-11-

~~ ~!!~n~'l;i~b~~~r?no;'~~ year: 1,800 1,500 1,500 I i:~gg 
n Transfer for Interest on llalance 

unpaid on shares : 

Jan. I 

1915. 
Jan. 1 
Dec. 31 

By Transfer from \Villiams per 
contra . . . . a.soo 

, Transfer trom Smith per contra 1,200 
Cash . . . . 
Balances carried down . 

By Balances brought down. .
1 ., Transfer to WiUiams for Int. 

on balance unpaid on shares. 

1,800 

90 

1,200 

600 

30 

1,200 2,400 
2,400 

Jones . 
Brown 

, Cash . . . 
, Balance carried down 

990 
1,800 

780 
600 

750 

90 
30 

480 

Profit and Loss Account : 
Balance of Profit divided 

between the partners 
n Balance carried down . 2,400 

2,700 . 2,250 2,250 ,. 1,800 

II £4,590 £2,880 £2,250 £4,200 I £4,590 :1 £2,8~0 £2,250 I £4,200 

1915. 1'~---------!- 1915. II' I 

Dec. 31 , To Balance brought down • .J 2,400 Dec. 31 By Balance brought down . . I ,800 600 ! 
----~--------------~~--~--~~--~--~----~--------------~---
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Amalgamations, Where businesses are amalgamated, after 
deciding upon the value of the assets and liabilities, including 
goodwill, it is necessary in order to open the books of tbe partner
ship, to credit each partner's Capital Account with the difference . 
between the assets and the liabilities introduced into the business. 
Apart from this the entries are exactly the same as where two or 
more persons jointly acquire a business. An example is given of 
an amalgamation, but it must be understood that exactly the 
same complications can arise as are described and exemplified in 
examples 1 (a), 1 (b), 1 (c), with the exception that the entries in 
the books and accounts raised are duplicated to maintain uniformity 
between all the persons engaged in the transaction. 

Example 3· A and B, two traders, decide to amalgamate, terms 
(inter alia) being- · · 

(i) Profits to be shared, A two-fifths, B three-fifths. 
(ii) Assets and liabilities to be included at the following values-

Sundry Debtors 
Stock . . . 
Machinery and Plant 
Goodwill. 

Less Sundry Creditors 

The Journal entries will be
Sundry Assets 

To Sundry Liabilities : 
Sundry Debtors 
Stock . . , 
Machinery and Plant 
Goodwill . . , 

Sundry Creditors . 

A. B. 

. 1,000 2,000 

.. 4,000 4,500 
• i 2,000 2,500 
. ' 1,500 2,000 
If---+---
' 8,500 11,000 

. 2,500 8,000 

6,000 ~8,000 
.~ 

Dr. 
£ 

1,000 
4,000 
2,000 
1,500 

" A " Capital Account . , . • • 
(For assets and liabilities introduced into business by A.) 

Sundry Assets Dr. 
To Sundry Liabilities

Sundry Debtors 
Stock . . • 
Machinery and Plant 
Goodwill • . • 

Sundry Creditors . 
" B " Capital Account . • . , . 

(For assets and liabilities introduced into the business by 

" A " Capital Account 
"B" 

To~will., • . . 
(To write off Goodwill Account.) 

2,000 
4,500 
2,500 
2,000 

1,400 
2,100 

2,500 
6,000 

3,000 
8,000 

3,500. 



Sundry Creditors . 
" A "Gapital Account . 
"B" 

'I'ARTN:E:RSHIP 

BALANCE SHEET. 

£ 
. 5,500 Sundry Debtors 
. 4,600 Stock . . . 
• 5,900 Machinery and Plant. 

£16,000 

79 

3~00 
8,500 
4,500 

£16,000 

Special Points. After opening the books it is necessary to pay 
attention to certain points which arise and which are peculiar to 
partnership. In particular, it will be seen that after arriving at 
the profits of the business it is necessary to continue the Profit 
and Loss Account in order to show the manner in which the available 
profits are to be divided ; thus, if the partners are entitled to 
interest on capital under the agreement, then such interest should 
be debited against the available profits and credited to the individual 
partners ; also, if one or more partners are entitled to a salary in 
consideration of their services, such salary should be debited 
against the profits and credited to the individual partner. It will 
be found convenient to make these adjustments after the net profit 
of the business excluding these items has been ascertained, since 
such incidental matters as interest on capital and salaries to partners 
merely indicate the manner in which profits are to be divided, 
and do not represent an actual charge against the profits of the 
business. 

It is recommended that the amounts to which the partners 
become entitled for interest, salary, and share of profits be credited 
to Current Accounts opened for each partner and not to the Capital 
Account, since the amount of capital introduced into the business 
is the subject of special agreement between the partners and should 
not be modified without a further special agreement. If the 
reader will carefully study the Partnership Act, he will find that the 
method recommended, complies more closely with the intention 
of the legislature than the method, which is more frequently adopted, 
of including in one account the whole of the moneys which fall due 
to the partners. It will follow, of course, that sums drawn out 
by the partners on account of the interest, salary or profit should 
be debited to this Current Account. Examples are given shov.ing 
the manner of preparation of Trading and Profit and Loss Account 
and Balance Sheet recommended for partnership. 

Example 4 (a). Smith and Brown's agreement provides for
(i) Interest on Capital at 5 per cent. 

(ii) Smith to receive a salary of £300 per annum. 
(iii) Ultimate profits to be divided equally. 
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TRIAL BALANCE, 81ST DECEMBER, 19 ... 

Snuth: Capital Account-30th June, 19 .. 
I, 

iooo 
Brown: -30th June, 19 .. 4,000 
Purchases 16,000· 
Sales 18,000 
Sundry Debtors . 4,000 

.. Creditors 
l 

5,000 
Stock, 30th June, 19 .. •I 7,000 
Discounts . 280 207 
Office and Shop Fixtures 300 
Machinery and Plant • 4,900 
General Expenses 520 
Drawings-Smith 300 

-Brown 300 
Bank overdraft . 393 

Adjustments-
1,7,500 Stock on hand, 31st December, 19.. . 

Depreciation-Machinery and Plant • 10% per annum 
6% .. .. -Office and Shop Fixtures. 

Discounts -Reserve . 5% on Debtors 
21:% on Creditors 

Dr. TRADING AND PROFIT AND LOSS ACCOUNT 

FoR THE HALF· YEAR ENDING 31sT DECEMBER, 19 .• 

19... £· 19 .. 
June30 To Stock on hand • 7,000 Dec. 31 By Sales • • 
De<:. 31 , Purchases . . . 16,000 ., Stock on hand 

., Balance : Gross Profit cfd . 2,500 

19 .. 
Dec. 31 To General Expenses • 

.• Discounts on Sales . . 

19 .• 

" Del{';."~~& Plant £245 
Office & Shop Fixtures 9 

.. Balance: Net Profit c/d 

Dec. 31 To Interest on Capital-
Smith • • .£!50 
Brown • . 100 

.. PartnetS' Salary . . 

., Balance of Pro!it divided 
as follows-

Smith : one moiety £589 
Brown: 589 

19 .. 
Dec. 31 By Balance brought down • 

u Disco nts on Purchases. 

19 .. 
Dec. 31 By Balance brought down • 

Cr. 

I. 
• 18,000 
• 7,500 

1,578 

1----------l£1,578 
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SMITH & BROWN, 
BALANCE SHEET-31ST DECEMBER, 19 .• 

Li.abilities. 
S1mdr1.' Creditors . . 

Wi Resenre for Discounts 

BaHk O:·C'fdra(t 
(ap£taJ A.CCOIHI/S-

• £5,000 
125 

Smith . • 6,000 
Brovm . . 4,000 

C1trrt11t Accolmt'i-
Smi:h-

Interest on (o:\p.for ~ ~T.to date 150 
Srtlary for! year to date . ISO 
Share of Profit fori )T. to date 589 

Less Dmwings 

Bro;<.·ll-
lnt. on Cap. for l vNlr to date 
Share of Profit for-i )T. to date 

Less Dra'\\ings 

£ Assds. 

4,875 
393 

10,000 

S rmdrJ' De.Nors . . 
Ltss ReserYe for Disoount 

• £4,000 
200 

Stock 011 htmd . . . 
0 /}i<~ a ..a Shop Fixt11res . . 

Less Depreciation 6~0 per an• 
num fori Y"" • 

300 

!t/achinct)' and Phmt . 4,900 
Uss Depreciation 10~~ per 

annum fori year 245 

81 

291 

4,655 

£: 16,246 16,246 
I 

The accounts shown in example 4 are repeated in the following 
example with modifications which are necessary where it is assumed 
that the new partners in the business are collecting the book debts, 
and paying the creditors, as agents for the vendor as in example 1 (c). 
In such a case, it is recommended that a statement be prepared, 
showing the amount of the debtors which are outstanding at the 
date of change of ownership, together v.'ith the manner in "·hich 
those debts have been collected. A similar statement \\ill be 
required to show the manner in which the creditors have been 
discharged. The ruling on page 82 has been found in practice 
to be of considerable advantage, and is repeated, sho\\ing the total 
of each column, and the manner in which the anah·sis is entered 
in the books of account. The Suspense Account ·is also given, 
the vendor's Current Account and the Discount Account, and 
also the trading and Profit and Loss Account, amended to meet the 
requirements of the particular case. 
STATEMENT SHOWING PAYMENT OF CREDITORS OF JONES. 

SUMMARY, 

Cash paid 

Allowances made to Smith & Brown claimed 
in reduction of accounts owing by Jones. 

Allowances made to Jones since the date 
of the last accounts claimed in reduction 
of accounts of Jones 

Discounts 

Credit Balances written off 

6-(1410F) 

£5 ..,00 s Dr. JoNES 
•• ( Cr. SusPENSE Afc 

1 Dr. JoNES 
70 (Cr. SusPENSE A/c 

{Dr. PuRCHASES 

30 {Cr. SusPENSE Afc 

ISO ! Dr. DISCOUNT 
( Cr. SusPENSE A(c 

..,0 S Dr. INDI\'TDUAL Ajcs 
- t Cr. SUSPENSE Ajc 

£n,OOO 



Fol. Name. 

Robinson & Co. 
etc. 

Total 

! 

STATEMENT SHOWING REALIZATION OF DEBTORS OF JONES. 

Amount. 
1 

f. s. d. 
6 8 1 

a Allowances by 
Smith & Brown 

claimed from 
Debts of Jones 

\ 
2 3 

b Allowances to 
debtors in respect 

of transactions 
entered into by 

Jones 

I 
Credits. 

4 5 6 Total I 
I ~---~ ' Credits. l Ba!a.x:lces 

forward. 

___ _1_~:--f---!--r--1 --~- -
• 3,790 --

i~~<~~~t ;~1-£ ~~rn - 29 "' 4 I I · : ~ tl! IJ..: . ..!. 1.:.: ~ 1 ... - ~- ~ .;;1.,: _ u _ = 

i 
' 

I 
Dr. SusPENSE A/c I 

Cr. JoNES 

r I 
I 
Dr. SUSPENSE A/c 

Cr. JoNES 

T 
I 

I Dr. SusPENSE A/c I 
Cr. lNDIVIDUALA/c 

I 
Dr. SUSPENSE A/c 

Cr. DISCOUNT I 
Dr. SuSPENSE A/c I 

Cr. SALES 
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Dr, 

19 .. 
JONES. SUNDRY DEBTORS' AND CREDITORS' SUSPENSE ACCOUNT. 

june 30 To Amount of Creditors of Jones 
outstanding at this date and 
payable by Sm.th & Browu 

19 .. 
Dec. 31 

as agents. 

To Jones1S Current Account: 
Cash paid to Smith & Brown 
by Debtors of Jones for half 
year as per Schedule pre-

" AJfo~c~1;,ade by S,;ith & 
Jones and claimed bv deduc· 
tion by debtors of Jones in 
settlement of accounts 

To Sales Account : 
Allowances entered in Sale-s 

Returns Books and which 
are allowances chargeable 
to ] ones in reduction of 
accounts owing to him 

To Discount Account : 
Discounts allowed to debtors 
of ] ones and included in 
general account of discounts 

To A B, and C: 
Balance appearing in Letlger 

as owing to ] ones being 
irrecoverable, now written 
off as bad 

£ 19 .. 

6,000 
19 .. 

Dec. 31 

3,500 

30 

20 

170 

70 

1------------1£9,790 

By Amount of Debtors of Jones 
outstanding at this date 
and payable to Smith & 
Browu as agen Is 

By Jones's Current Account: 
Cash paid by Smith &Brown 

to Creditors of Jones for 
ball-year as per Schedule 
prepared fol. , , . 

Allowances made to Smith & 
Jones and claimed by 
them by deduction from 
creditors of Jones in settle
ment of accounts . 

By Purchases Account: 
Allowances entered in Pur
chase Returns Book and 
which are allowances to 
jones in reduction of 
accounts owing by him . 

By Di..o;count AccoJmt
Discounts ailowed by cred
itors of Jones and included 
in general account of discts 

By X, Y, and Z: 
BaJ;.mce appearing in Led. 

as owing by Jones and 
being undaimed now 
written off 

83 

Cr. 
£ 

3,790 

5,700 

70 

30 

ISO 

20 

Dr. 
19 .. 

JONES'S CURRENT ACCOUNT. Cr. 

July I 

19 .. 
Dec. 31 

£ 19 .. 
To Cash , • 10,000 June 30 By Sundry A:;sets acquired 

To Amounts paid on ac.count of 
Suotlrv Creditors : 

Cash. · . . 
Contra accounts 

5,700 
70 

19 .. 
Dec. 31 

under agrccm('nt dated 
Cash in hand 
Stock~in·Tra.de . . 
Office and Shop Fixtures . 
Machinery and Plant 

By Amnunt realit<'d on account 
of Sundry Debtors : 

Cash . . 
Contra account-s . 

Balance carried down. 

£ 

10 
7,000 

300 
4,900 

12,210 

3,500 
30 
30 

1---------- £15,770 ---------£15,770 

To Balance brought down 30 

Dr. DISCOUNT ACCOUNT. Cr. 

19 .. I . £ 19 .• 
Dec. 31 To Discounts allowed to debtors. 280 Dec. 31 By Discounts received from 

, Jones's Suspense Account . 180 creditors 207 

1 

, Reserve for Discount on 11 Jones's Suspens~ Acdmnt : 170 
debtors carried down . j 197 , Reserve for Dis<'oun t on 

" Profit and Loss Account: 1 creditors carried down . 124 
I Discounts received . . i 151 ,. Profit and Loss Account: 

I : 
Discounts allowed • 307 

I I £~08 £808 
I 

19 .. 1 
I 

19 .. 
Dec. 31 I o Reserve brougb t down I 124 Dec, 31 By Reserve brought down {197 
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Dr. TRADING-AND PROFIT. AND LOSS ACCOUNT 
, FoR THE HALF~ YEAR. ENDJNC 31sT DaauDU, 19 •• 

19 .. 
June30 To Stock. . • • 
Dec. 31 u Purchases • , . 

., Balonce Groes Profit c{d 

{, 19 .• 
. 7,000 Dec. 31 By Sales • • 
. 16,030 ., Stock on b011d • 
• 2,49(1 
-

1------------------t,~ 

19 .. 19 .. 
Dec. 31 To General Expenses 

, Discounts on Sales 
u Depreciation-

~~ Dee. 31 -~; ~~:.:!'g,~::,. 

19 .. 

~jf,~~'1h~ ~i~~J24~ 
11 Balance: Net Profit c!d 

254 
1,560 

1----------i£'"2.641 . -
Dee. 31 To Interest on Capital : 

Smith , • .£150 
Brown . • tOO 

,, Partners' Salaries: 
Smith . , . . , ISO 

., Balance of Profit dl\>ided as 
follows: 

Smith: one moi•ty .£580 
Brown : • 580 

1,160 -
~ 

19 .. 
Dee. 31 By Balance brought down 

BALANCE SHEET--3isT DECEMBER, 19,. 
Lt.o\Bll.lTlES. l l ASSETS. 

Sur..,. Crulilcn • • • £4,960 SuHdty Dllblms • • 
lAs ResetVe fm: Discounts 124 /A$ Reserve for Discounts 

Ba11k Ov.-rdrafl , • 
Capital AM>Mnls-Smith • 

Brown. 
Curfenl Accou,lls---smitT' 

Tnt. on Cap. fort year to date. 
Salary for i year to date . 
Share of Pront lor l year to date 

4,856 
393 SW<k on lraHd • • • , 

6,000 0 f}ia anti Silop Fiold""ts • , ' 
4,000 10,000 /A$ DepreclaUon 6% per ann. 

fori year. . . , 
ISO 
150 Maehiu.-ry anti Plant • • 4,900 

C1. 

. ts}lO 

. 7,500 

1,560 

[1,560 

291 

580 Las Depreciation 10% per ann. 
fort year . . • • 245 

/A$ Drawings • 

8-n--
Int. on Cap. for! year to date. 

_Share of Proot fm:! year to date 

Las Drawin115 , 

Jones's c:um..t Acoount , 
4,855 

30 

£16,209 

Calculation of Interest on Drawings. It is the common practice 
for partners in a business to withdraw moneys as and when they 
requite them, and in such a case the partners should be recommended 
to adopt a system whereby they are to be charged with interest 
on such sums withdrawn. The calculation of such interest is, in 
practice, not a difficult matter, provided a good book of interest 
tables is available, but methods of calculation of interest have been 
recommended and, presumably on account of their complication, 
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favoured by leading examiners in book-keeping and accounting, 
and for that reason alone are described here. Their inventors 
advocate them on the ground of economy in working, but it will be 
found in practice that the quickest way of calculating interest 
will be to use interest tables, the only disadvantage being the 
cost of the interest table book. 

In preparing Current Accounts, both methods employ the 
addition of columns to the ordinary£ s. d. columns for the number 
of days and products, and work on the principle that, inasmuch 
as certain of the divisors in interest calculations are common to all 
such calculations, provided the rate be the same, we may add the 
products of those items in the calculation which are not common 
to all, and divide or multiply by those figures which are common 
to all. The final result will be the same as if each amount of interest 
were calculated separately. The first method is to calculate 
the number of days from the date the cash was withdrawn to the 
end of the accounting period, and multiply the number of days 
by the amount withdrawn in each case, and this multiplied by 

Rate% '11 · h · · d If 'd · 
36

,
500 

WI g~ve t e mterest m poun s. sums are pa1 m, or 

there is an opening balance, the balance of interest will be given 
if the credit products be calculated similarly, and deducted from the 
debit products. 

The alternative method is to calculate the number of days from 
the commencement of the period instead of from the end, and 
arrive at the products in exactly the same manner. To find the 
actual interest it is necessary to calculate the product on the final 
balance for the whole period, and place it on the opposite side of 
the account in the products column to which the balance appears 
in the sterling columns. This adjustment may be proved by 
taking a single entry thus : if interest is required from 3rd August 
to 31st December on £150, then the product is £150 x ISO days 
following the first method ; or following the second method is 
(ISO x 184)- (150 X 34) which, of course, comes to the same result. 

If these methods of calculating interest are adopted, careful 
attention must be paid to the calculation of interest on salaries 
which, as a general rule, are withdrawable by the partners who are 
entitled to them by monthly instalments. The total amount of the 
salary must be multiplied by the average number of days -which 
have accrued on each monthly instalment, the number of days 
must be calculated in the first method from the date the instalment 
became due to the end of the period, and in the second method be 
calculated from the commencement of the period to the date the 
instalment became due. In Example 5 we show the Current 
Account with the interest calculated in products by both methods. It 
will be seen that the interest and products are identical in both cases. 



86 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY 

Example 5· Calculation of interest on capital and drawings by 
products method. 

Assume that the Capital Account of Robinson (a partner in the 
firm of Brown and Robinson) at 30th June, 19 .. , stood at £4,000, 
the Current Account at £382 (to Credit of Robinson), and the 
following sums drawn 3rd August, £150, lOth September, £200, 
6th October, £100, 24th December, £250, also that under the 
partnership agreement he is entitled to a salary of £300 per annum 
payable in monthly instalments, which salary he has not drawn, 
and that interest is to be calculated on capital and drawings at 
5 per cent. Robinson's share of profit for the half year to 31st 
December, 19 .. , is £180. 

The following will be Robinson's Current Account-
Dr ROBINSON · CURRENT ACCOUNT Cr 

19 .. Amount. Days. Pro~ Amount. !Days. 
Pro· 

ducts. ducts. 

: ~b ·~ ~= £ •. d. 
Aug. 3 To Cash . ISO 22,500 June30 By Balance 382 - 184 70,288 
Sept.IO .. .. 112 22,400 Dec.31 ,. Salary . 150 - - 76! 11,475 
Oct. 6 .. .. 86 8,600 " Interest 

on Gap. 100 - - -
Dec. 24 , " .. 250 - - 7 1,750 , 1 Current 

,. Balanceof A/c -
Products 26,513 265•)3• .. 31 n Balance 3 12 8 
car.down 115 12 8 73 

., P. & I .. 
Sh. of Profit 180 - - -

1----
£815 12 8 

~~~ 
£815 12 8 -1"·'" ~ ~---

19. 
Dec. 31 By Bal. b/d. 115 12 8 

·-·--

Alternative method. CalculatlOn of interest from commencement 
of pe1 "iod-

Amount. !Days. I %:Cis. Amount. ~ ~~is. 
19 •• 19 .. £ s. d. 

,fo s. d. 
Aug. 3 To Cash . - - 34 5,100 June30 By Balance. 382 - -
Sept.IO .. .. 200 72 l~:~gg Dec.31 , Salary . ISO - 107i 16,125 
Oct. 6 .. .. 100 - - 98 ---
Dec. 24 .. .. 250 - 117 44,250 532 -- 11 Int. on 

700 - - Bal.£168 184 30,912 .. 81 u Bal. c,ld 115 12 8 ,. Int. on 
, Cur. A 8 12 8 - 26,513. 

265•13° 
73 

"lnt.on 

,. P.C:t.,; 100 - -
ISO -

Sh.o!Profit --:,., 12. 8 73,550 73,550 £815 12 8 
~ f.--

19 .. 
Dec. 31 By Bal. b/d. liS 12 8 

• Se• next page 
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Th f 
. 265·13 . . 

N.B.- e racbon -r.r-· lS arnved at as follows-

Given P Principle 

then 

R =Rate 
D 

X 

p X D = 26513 
R= 5 

26513 X 5 
I 365 X 100 

I 
265·13 X 6 

ass 
73 

87 

Termination of Partnership. When a partnership is dissolved the 
assets and liabilities must be dealt with in the manner laid down 
in the partnership agreement. In default of directions in the 
agreement the following rules are to be observed-

!. Losses including losses and deficiencies of capital must be paid
(a) out of profits ; 
(b) next out of capital ; 
(c) by ihe partners individually in the proportions in which 

they are entitled to share profits. 
2. The assets of the firm are to be applied

(a) in paying the liabilities; 
(b) in repaying partners sums advanced as distinguished from 

capital; 
(c) repaying capital ; 
(d) the ultimate residue, if any, divided pro rata to the profits. 

Where a partner retires and the business is continued by the 
remaining partners it is not necessary, as a rule, to open a new set 
of books. The accounts should be made up at the date of the 
retirement, and the value of the assets adjusted where necessary. 
It is also necessary to make a valuation of goodwill in order to 
ascertain the retiring partner's share. When the value has been 
agreed, entries must be made in the books debiting Goodwill 
Account with the agreed value, and crediting the partners' Capital 
Accounts, including the retiring partner's, with the amount divided 
between them in the manner in which they share profits. Increases 
and decreases in the value of the assets will be adjusted in the same 
manner as in the case of the introduction of a new partner. When 
the amount due to the retiring partner has been so ascertained, 
the Goodwill Account may be closed by debiting the remaining 
partners with the amount of goodwill, divided in the manner in 
which they now share profits, and crediting goodwill. 
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Example 8 (a). A, B and C are partners sharing profits in the 
proportions of 5, 3 and 2 respectively. A retires on 31st December, 
19 .. , on the following terms : 

(i) The Balance Sheet subjoined is to be taken as the basis of 
valuation of the assets. 

(ii) Goodwill is to be valued at £6,000. 
(iii) A is to allow two-thirds of the moneys due to him to remain 

in the business as a loan bearing interest at 6 per cent. 

B and C are to carry on the business sharing profits in their 
former proportions. 

A, B, AND c. 
BALANCE SHEET-31sT DECEMBER, 19 .. 

Sundry Creditors 
Capital Accounts

A 
B 
c 

Curre;nt Accounts
A 
B 
c 

£5,000 
3,000 
2,000 

£1,000 
. 300 

so 

£ 
3,000 

10.000 

1,380 

Cash in hand and at Bank. 
Sundry Debtors 
Stock on hand • . • 
Office Furniture & Fixtures 

£ 
3,100 
5,000 
6,200 

so 

-------- £ 14,3SO 11--------- £14,380 

If the above arrangements are carried out the Journal entries 
will be as follows-

G<>odwill Account . • .· Dr. ·\·.·lls.§oo l. 
To " A " Capital Account 3,000 
,. "B" 1,800 
.. .. c .. .. .. • . . • . . 1 1,2oo 

(To ~edit A, B and C with value of goodwill as agreed upon : 
retirement of "A.") 

" A " Current Account . . • Dr. 1,000 
To " A " Capital Account • • , . • 1,000 

(Transfer of balance of Current Account to Capital Account.) 

" B " Current Account . . • Dr. 300 
To " B " Capital Account • • • • • 300 

(Transfer of balance of Current Account to Capital Account.) 

" C " Current Account . • • Dr. 80 
To" C" Capital Account • • . . . 80 

(Transfer of balance of Current Account to Capital Account.) 
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£ £ 

9,0oo 
. 3,000 

•· A" Capital Account . Dr. 
To Cash • • 

6,000 .. " A " Loan Account . . 
(For dL«:harge of amount due to" A" (who now retires) on i 

Capital Account.) 

" B " Capital Account 
"C" 

To ~will Account 

3.600 
2,400 

To 

6,000 
write off Goodwill .'!.ocotmt.J 

The Capital .\ccounts of the partners ''ill appear as follow::;-

Dr. C.\PIT.\L .\CCOlC\1'5. 

~~~· r.\. 3 n·•) B\'" Balance * 5J)•)) 3.(•)t) 2.~•:10 
b.•-...111) ,; (..voaWJ11 Aocount . 3 t•'n l.~.~~tl 1,:!(() 

::! 41'• • • Cut"re!lt .-\ccounts . I.•J~.l\.1 31)J {'JU 
,;,(• 

------
·9 vntt• ~5.l••l :_3 :.!SI• ~·9.00.": {5.1('-) {3.:!80 ---- B; B.liance brouzht down I, "loU &;0 

B. 

£ 

B A.'-o C. 
BA.LAXCE SHEET : 
1st January, 19 .. 

Sundrv Creditors . 
" A " ·Loan Account 
Capital Accounts--

£ 
3,000 
6,000 

Cash in hand and at Bank. 
Sundrv Debtors 
Stock 'on hand • . • . 
Office Furniture and Fixtures 

£ 
100 

5,000 
6,200 

80 B 
c 

1,500 
880 

2,380 

£11,380 £11,380 

Retirement of Partner. Where one partner retires and another 
is introduced, the old books of account can still be continued, 
and adjustments made in the same manner as if the new partner 
had been brought into the business, "ith the qualification that the 
good,,ill, instead of being dhided between the remaining partners, 
"ill be dhided between those partners including the new partners. 
These adjustments "ill meet the needs of the case where good"ill 
is nlued for the purpose of the introduction of the new partner. 
\\'here this is not so it is recommended that the Goodwill .\ccount 
be clo;;ed after the retirement of the old partner, and re-opened 
as an entirely new transaction for the purpose of the introduction 
of the new partner. 

Example 8 (b). .\ssurning the same facts as in example 8 (a) and 
in addition that Dis admitted as a partner on the follo\\ing term:>

(i) D is to introduce i2.UOO cash into the business. 
(ii) Good"ill is to be ;.alued at £6,000 as before. 
(iii) D is to haw one-si~'th shaye of the total profits. 
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The entries in the Journal would be the same as in Example 8 (a), 
except the lasf item, for which would be substituted the latter of 
the following entries-

ADDITIONAL JOURNAL ENTRIES. 

Cash . . • • . . • . Dr. 2,000 
I 

£ £ 
2,000 To " D " Capital Account • . , . 

(For cash paid in by " D " on Capital Account.) 

" B " Capital Account . 
"C" 
unu U H • 

To Goodwill Account . 
(To write of! Goodwill Account.) 

To Cash • 
,. Loan Afc. 
.. Goodwill A/c 
.. Balance c/d 

CAPITAL ACCOUNTS. 

------
. 3,000 By Balance . l

A. B. C.~-
. 6,000 u Goodwill A/c 
. 3,000 2,000 1,000 u Current Afcs 
. 2,100 1,280 1,000 , Cash . ------

9,000 £5,100 £3,280 £2,000 
~--~ 

By Balance b/d 

B, C, AND D. 
BALANCE SHEET, 

lsi ]anuaYy, 19 .. 

3,000 
2,000 
1,000 

6,000 

A. B. C ~ . 5,000 3,000 2,~ . 
. 3,000 !,SOO 1,200 
. 1,000 300 so 
. 2,000 

~£5,1oo£3.2;io £2,000 

2,100 1,280 1,000 

Sundry Creditors • 
" A " Loan Account 
Capital Accounts-

£ £ 
3,000 
6,000 

Cash in hand and at Bank. 
Sundry Debtors , 

£ 
2.100 
5,000 
6,200 

B 
c 
D 

2,100 
1,280 
1,000 

4,380 

£13,380 

Stock on hand • . • • 
Office Furniture and Fixtures 80 

£13,380 

Winding Up a Business. Where it is decided to wind up a business 
the books of the partnership must be closed entirely. The method 
recommended is to transfer all the assets and liabilities which are 
to be realized or paid off, to a Realization Account. The amount of 
cash obtained by selling all the assets will be debited to cash and 
credited to Realization Account, the amount paid in discharge 
of the liabilities, together with the expenses of realization, will be 
credited to cash and debited to Realization Account, The resulting 
profit or loss on realization will be divided pro rata to profits. These 
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adjustments will close all the Asset Accounts and Liabilities with 
the exception of the Cash Account and the Capital Accounts. 
It will then be found that the amounts due to partners on Capital 
and Currents Accounts will equal the amount of cash available for 
payment, so that when the cash is paid the whole of the accounts 
in the books will be closed. In order to show that the provisions 
of the Act have been strictly complied with, the Current Accounts 
should be entered in the Cash Book as having been paid first, 
because these are advances as distinct from capital, and the Capital 
Accounts afterwards. 

The method of distributing the available cash in accordance 
with. the provisions of the Partnership Act is illustrated in the 
next example. In this case it should be noted that although the 
question states that the capitals of the partners are fixed, yet the 
final Balance Sheet as shown gives the Capital Accounts at quite 
different figures. In this event it is recommended that the available 
cash be applied in the following order-

(i) In paying to those partners whose Capital Accounts are 
in excess of the agreed fixed amount the amount of the excess ; 
next 

(ii) In paying to those partners whose Capital Accounts now 
equal the fixed capital such amounts as will make their capitals 
equal rateably to the Partners' Capital Account which is short 
of the agreed fixed capital, then in the same manner until the 
next Partners' Account is reached ; and so on until 

(iii) The whole of the accounts have reached their proper 
proportions, whereupon the division continues as in the 
Partnership Act. 
This method avoids what would otherwise be the necessity of 

the partners whose Current Accounts are in debit, bringing in such 
amount in cash which, in many cases, would be a matter of 
considerable inconvenience. 

Example 9 (a). X, Y and Z are partners sharing profits in the 
proportions of 5, 4 and 3, and dissolve on 31st December, 19 .. , the 
date of the Balance Sheet shown on page 92 

The facts assumed are-
(i) The assets are realized, producing~ 

Machinery and Plant 
Stock on hand . 
Sundry Debtors • 
Office Fixtures 

£ 
1,800 
3,670 
3,885 

10 

(ii) The creditvrs are discharged by payment of £2,385. 
(iii) The costs of realization and expenses incurred <.luring 

the period are £126. 
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Sundry Creditors 
Capital Accounts

X 
Y. 
z 

C11rrent Accounts
X 
Y. 
z 

To Balance • • . 
, Realization A/c ; 
,. Machinery & Plant 
,. Stock on hand 
,. Sundry Debtors 
,. Office FU.."i:ures 

£ 

2,500 
2,000 
1,500 

600 
300 
200 

£ 

X, Y, AND z. 
BALANCE SHEET, 

31st December, 19 .. 

6,000 

1,100 

£9,600 

Cash in hand and at Bank. 
Machinery and Plant 
Stock on hand . 
Sundry Debtors . 
Office Fixtures . 

CASH ACCOUNT. 

Sundry Creditors . . 
1so l By Realization Afc: 

1,800 ,. Expenses on Realization . 
3,670 ,. Current Accounts: X. 
3,885 y. 

10 z . 
9,365 .. Capital Accounts : X . 

£9,515 

REALIZATION ACCOUNT. 

Y. 
z. 

£ 
150 

2,000 
3,500 
3,900 

50 

£9,600 

£ 
2,385 

126 
600 
300 
200 

2,460 
1,968 
1 47., 

£9,515 

To Machinery and Plant 
,. Stock on hand . 

£ 
2,000 
3,500 
3,900 

·By Sundry Creditors 
,. Cash. . . • . 

£ £ 
2,500 
9,365 

., Sundry Debtors 
,. Office Fixtures 
,. Cash . . . . . . 

,. Expenses of Realiza
tion 

To Loss on Realization 
u Cash . 

50 
2,385 

126 

., Transfer to Cap. A/cs, 
being loss on realization: 

X 40 
y . 32 
z . 24 

96 

£11,961 
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Example 9 (b). A, B and C were in partnership with a capital 
of £3,000, contributed in the proportions of one-half, one-third, 
and one-sixth respectively, and sharing profits and losses in the 
same proportions. The partnership was dissolved on 31st March, 
19 .. , the position being-

" A " Capital Account 
£ £ 

2,000 Cash, 400 
"B" 1,000 Debtors. 4,200 ucu 200 Stock 1,600 
Creditors 3,000 

£6,200 £6,200 

It was arranged that the net realizations should be distributed, 
in their due order, at the end of each calendar month. The 
realizations and expenses were-

Debtors. Stock. Expenses. 
£ £ £ 

April 800 400 100 
May 1,200 600 80 
June 700 300 70 
July 1,000 100 50 
August 200 350 50 

£3,900 £1,750 £350 

The Stock having been completely disposed of, it was agreed that 
C should take over the remaining debts at £60. Set out the 
accounts, showing how the cash realized was distributed month by 
month. 

(Institute of Chartered Accountants' Intermediate Examination, 
November, 1916.) 

For answer, see pages 94 and 75. 

A variation in the usual method of dividing the available cash, 
after the whole of the assets have been realized, arises where one or 
more partners are insolvent and have overdrawn their Capital 
Accounts. It was decided in a well-known case (Garner v. Murray) 
that such loss was a loss of capital, and must not be divided between 
the remaining partners pro rata to profits, but that the available 
cash must be divided between the partners according to their 
respective accounts. This decision involves the solvent partners 



CASH ACCOUNT. 

l c~~·~~: Ad· Total. 
varu:es. 

19 •• ' £ £ ~00 19 •. £ I £ £' £ 
Mar.31 To Balance Apr.30 By Realization Account-
Apr.30 •~ Reali2ation • Accoim.t 800 400 1,200 Expenses 100 I May31 

" " " 
1,200 600 1,600 Creditozs 1,500 1,600 

June30 .. " .. ; 700 300 1,000 MayS!, u Realization Acco~t 
july 31 .. " .. 1,600 100 1,100 Expenses 80 
Aug.31 .. .. .. 200 350 550 

I 
Creditors 1,500 

, A: for portion o(adva~ce in'" 

' 
excess of capital 220 1,800 

I June30 n Realization Accouht-
Expenses • • • 70 

I h A : for balance of advance in 
excess of capital . . 280 

, Balance in pcoportion to 
~ital-
• ~ of £650 • .£'390· 
/ 5 of 650 • , 260 

650 1,600 
,JulyS! n Realization ACCQunt .. 50 

I 
A: Capital Ac<;ount 510 

(~t l!equired'' to bring. 
340 

accounts of A, B. and C 
in tbe proportions of 

I 3 'f; ~tal Account 100 
B: .. .. 66 
C: ., " 34 1,100 

A.,g.31 ,. Realization ACCOWlt- 50 
A ~ Capital Account 280 
B: " , . 186 
C: ,. , £94 

Less amount agreed for 
payment of debts SO 

- 34 550 

£3,900 £1,750 £6,050 £'350 £3,ooo 1 £2,700 £6,050 

R.A/c R.A/o R. Afc I R. A/c ! 



Dr. CAPITAL ACCOUNTS. Cr. 

19 .. 
May 31 To Cash. 
June30 

!+-++ 19 .. 1+-++ 
• 220 Mar. 31 By Balances ' 2,000 1,000 200 

July 31 

Aug. 31 
,. T;a~fer t~ Reallzatio~ Afc., 

for balance of debts out- ' 
standing • • . , 

Realization Account for loss ' 
transferred 

280 260 
390 
510 
100 
280 

220 

340 
67 

186 

147 

33 
34 

60 

73. 

£2,000 £1,000 £200 
~~~~~ 

Dr. 

Mar. 31 To Sundry Debtors 19.. I 
, Stock . • 

Aug. 31 , Cash-
Expenses of Realization 
Sjlndry Creditors 

REALIZATION ACCOUNT. 
£ 19 .. 

4,200 Mar. 31 
1,600 Aug. 31 

350 
3,000 

By Creditors 
,. Cash • . • 

Sundry Debtors 
Stock . . 

,. C : Capital Accounts
Balance of Debtors 

,. Capital Accounts-
Loss on realization divisible: 

A: ! 
B: ! 
C: 1; 

Cr. 

I £ 
•, 3,000 

.£220 I 

3,900 
1,750 

60 

-- 440 

r----------------'£9,150 

: ~~~ II 

:----------------£9,150 

~~ 
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in bringing into the business as cash their share of the loss on 
realization, if any. The final division between the partners who 
are solvent will therefore be to add to the available cash the 
proportion of the loss on realization which all the solvent partners 
should introduce, divide this sum between them Pro rata to their 
capitals before such loss on realization is debited, and to deduct 
from the sums so ascertained the varying proportions of loss on 
realization which should be brought in by the solvent partners in 
cash. It will be seen that after these adjustments have been made 
the only balance outstanding in the books will be . the amount 
of the debit of the Capital Account of the insolvent partner, and 
the amounts to the credit of the Ca~ital Accounts of the solvent 
partners. If the amount to the debtt of the insolvent partner is 
divided between the solvent partners in the same manner as the 
cash was divided, it will be seen that the whole of the accounts 
will be closed. · 

Example io. The following is the Balance Sheet of G, M and W 
(eq~tal partners) after all the assets have been realized and the 
liabilities paid off, but before the loss on realization i!! divided-

Capital Account : G 
:M 

BALANCE SHEET, 

£ 
• 9,000 Cash • • • • • • 
• 1,000 W: Capital overdrawn 

Loss on Realization • 

£10,000 

£ 
5,000 

• 3,500 
• 1,500 

£10,000 

The division of the £5,000 cash between G and M, following the 
decision of Garner v. Murray, will be-

G 1~ of £6,000-£500 = 4,&o 
M 1'Jlfl./tr of £6,000-£500 = 100 

£5,000 

The loss of W's capital £4,000 (£3,500 as per Balance Sheet above, 
plu} 9J>.e-third of loss on realization chargeable to W) is as fo~ows-

G iiMIIr x £4,ooo = a;\oo 
M n'\111\r X £4,000 - 400 

£4,000 
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The closing of the books might be illustrated by showing the 
Partner's Capital Accounts as follows-

Dr. 

To Balance . . 
11 Loss on Realization 
" Cash . , . . 
, Contra division of W's 

deficiency 

CAPITAL ACCOUNTS. Cr. 
G. M. W. G. M. W. 

3,500 By Balances . 
500 

. 10,000 1,000 
500 

4,900 

3,600 

500 
100 

400 
., Contra deficiency di~ 

vided between G & M. 4,000 

[1,000 £4,000 £ 10,000 £!,000 £4,000 

Where arrangements are made for payment of a composition 
to creditors, the abatement allowed should be credited to the 
Partners' Capital Accounts in the proportions in which they share 
profits and debited, together with the composition paid, to the 
Realization Account. Any ultimate balance to 'the debit of a 
partner who has no funds available to meet the deficiency is a loss 
which must be borne by the remaining partners in the manner 
explained above. If there be one partner only, then his balance 
to the credit must be reduced by the balance to the debit of the 
insolvent partner (for such he is), and it will then be found that 
the credit balance on Capital Account is equal to the available 
cash. 

Example II, A and B, in partnership, sharing profits two-thirds 
and one-third, call a meeting of creditors and produce the following 
Statement of Assets and Liabilities as on 30th June, 19 .. -

Liabilities. £ 
Unsecured Creditors . . . 8,600 
Creditors secured on Freehold 

Premises . . . • . • 1,000 
Bank Overdraft (unsecured) . 1,800 

£ 11,400 

\ 

Cash. 
Stock 

Assets. 

Book Debts. • 
Freehold Premises . 
Plant 

A. Deficit 
B. 

£10 
2,700 
3,400 
1,400 
2,190 

£9,700 
• 1,580 

120 

£ 11,400 

The unsecured creditors agreed to accept 12s. 6d. in the £ on 
their claims. The Freehold Premises realized £1,300 net ; Stock, 
£2,400; Book Debts, £2,800; and Plant, £1,550. The expenses 
of realization were £400. Close the accounts; and show the 
final position of A and B, neither of them having any other property. 

(Institute of Chartered Accountants' Final Examination, 
November, 1916.) 

1-(1410r) 
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JOURNAL. 

Sundries . . Dr. 
To Sundries-

Sundry Creditors . . . • 
Creditor secured on Freehold Premises 
Bank Overdraft 

Stock • 
Book Debts . 
Freehold Premises 
Plant . . . 
Realization Account . . . . . 

(For Sundry Assets and Liabilities transferred to Realization 
Account.) 

Realization Account . . . . Dr. 
To Creditors' Composition Account 
., Profit and Loss Account. . . . . . 

(To give effect to agreement for composition of 12s. 6d. in the 
£, on £10,400 unsecured creditors at this date.) 

Profit and Los.~ Account . . Dr. 
To Realization Account 

(Being loss on realization of assets, including expenses of 
realization.) 

£ 
8,600 
1,000 
1,800 

10,400 

2,040 

Profit and Loss Account • . Dt·. 1,860 

2,700 
3,400 
1,400 
2,190 
1,710 

6,500 
3,900 

2,040 

To;; A:: Capital Account 1,240 
, B ,. .. . 620 

(Division of final balance of Profit and Loss Account in 
accordance with agreement.) 

"B" Capital Account • . . Dr. 
To " A " Capital Account . . . . • . 

(Deficiency of " A " on Capital Account, which, being 
coverable from A, is now transferred to debit of Bas .loss.) 

CAPITAL ACCOUNTS 

A. B. 

To Balance • . 1,580 120 
., " A " Capital Afc • 340 
., Cash • 160 

CREDITORS' COMPOSITION ACCOUNT. 

To Cash, • 6~00 I By Realization Account 

340 
340 

£ 
6,500 
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REALIZATION ACCOUNT. 

£ £ 
2,700' To Stock 

Book Debts. . . 
Freehold Premises . 
Plant . 

., Creditors' Composi
tion Account . 

, Profit and Loss Afc. 
6,500 
3,900 

3.400 
1.400 
2,190 

10,400 
(For settlement under 
agreement of composi-
tion with creditors.) 

.. Cash (paid to secured Cred-
itor) . 1,000 

., Expenses of Realization 400 

By Sundry Creditors 
Creditor secured on 

Freehold Premises 
Bank Overdraft 

., Cash (received on 
sale of assets) : 

Freehold Premises 
Stock • 
Book Debts 
Plant . 

., Profit and Loss Aje 

1,300 
2,400 
2,800 
1,550 

99 

£ 
8,600 

1,000 
1,800 

8,050 
2,040 

£21,490 £21,490 

To Balance. 
., Realization Account 

(being amount re
C€' "ed on sale of 
assets as follows) : 
Freehold Premises 
Stock . 
Book Debts 
Plant. 

CASH ACCOUNT. 

£ 

1,300 
2,400 
2,800 
1,550 

£ 10 By Realization Account: 

8,050 

£8,060 

Cash paid to secured cred
itor 

, Realization Afc : Expenses 
of realization . . 

, Creditors' Composition Afc 
., " B " Capital A/c : 

Balance of cash applied in 
settlement of B's afc so 
far as possible . 

PROFIT AND LOSS ACCOUNT. 

£ £ 
To Realization Account : By Realization Account: 

Abatement of 7s. 6d. in 

£ 

1,000 

400 
6,500 

160 

£8,060 

£ 
Loss on realization 

of assets, includ
ing expenses of 

the £ by unsecured cred
itorsamountingto£10,400 3,900 

realization . 2,040 
Capital Accounts: 

Balance transferred : 
A if 1,240 
B . t 620 

1,860 

£3,900 ---------£3,900 

Arrangements under the Partnership Act, Section 2, Subsection 3a. 
It is the common practice in cases where a sole trader or firm is 
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in financial difficulties, for one or more of the creditors to agree to 
accept payment of their accounts by instalments varying with the 
profits. Such circumstances are contemplated in the Partnership 
Act, section 2, which provides that, whereas the receipt of the share 
of the profits of a business by a person is prima facie evidence that 
he is a partner in .the business, the receipt by a person of a debt 
by instalment varying with the profits, does not make that person 
a partner. Nevertheless from the point of view of accounting the 
conditions are so closely connected with partnership that they are 
dealt with under this heading. At the end of each period the 
accounts should show the amount which is immediately due to the 
particular creditors as distinguished from the amount which· is 
presently due, the proportion of the profits being debited to the 
General Account and credited to the Instalment Account. The 
following exercise was set at an advanced book-keeping examina
tion of the Royal Society of Arts, and the solution explains. the · 
method of accounting in such a case. 

Example 12. · Jones, a trader, finding that, owing to his liabilities, 
he was unable successfully to carry on his business, executed a 
deed of assignment on 30th June, 19 .. , in favour of his creditors, 
under which the creditors agreed to accept ls. in the £ in full 
satisfaction of their debts. Brown, the largest creditor (his debt 
amounting to £1,000) arranged with Jones to take over the business 
and to pay in £300 in cash, in order to provide sufficient to pay the 
Is. in the £ to the creditors, other than himself, and to furnish the 
necessary working capital for carrying on the business ; and a 
legal agreement was, in due course, entered into between Brown 
and Jones whereby it was agreed that Brown should carry on the 
business until such time as Brown should, from profits earned, 
have recouped himself his old debt of £1,000 and the £300 advanced 
by him to Jones, together with the further sums it mi~ht be 
necessary for him to pay in in order to carry on the busiriess. 
Jones was to manage the business during that time at a salary of 
£1 lOs. Od. a week and 5 per cent. commission on the net profits. 
When· the profits had reached the amount necessary to recoup 
Brown for his original debt and subsequent advances it was agreed 
that the business should revert to Jones. The creditors on 30th 
June, 19 •. , including Brown, amounted to £4,000; the Debtors, 
which were all presumed to be good, to £500'; the Stock was 
valued at £200 and the Furniture and Fixtures at £20, Make the 
Journal entries necessary for opening the new books for Brown, 
as on 30th June, 19... Presuming that, on 31st December, 1908, 
Brown's books showed Creditors of £80 (not including Jones's 
commission for the half-year) ; Debtors of £700 ; Furniture and 
Fixtures, after additions and depreciation had been taken into 
consideration, of £25 ; and Cash at the Bank and in hand £200 : 



PARTXERSHIP 101 

draw Brown's Balance Sheet as on that date, taking the Stock 
at a valuation of £150. It is necessary, in accordance \\ith the 
terms of the Agreement, for the Balance Sheet to show the amount 
then due to Brown. · 

Sundries . Dr. 
To Sundnes·

Debtors 
Stock . . 
Furniture and Fixtures 
Jones's Deficiency Account 

£ £ 

500 
200 

20 
430 

To Brown . 1,000 
., Creditors' Composition Account 

(For assets and liabilities outstanding, including composition 
of Is. in the £. payable to creditors of Jones.) 

Cash . Dr. 
To Brown 

(For cash paid into the business by Brown as working capital.) 

!50 

300 
300 

STATE:\IEXT SHO\YIXG XET PROFIT FOR THE H.-\LF-YEAR TO 
31sT DECE:\IBER, 19 .. 

ASSETS IN THE BusiNESS AT 31sT DECEMBER, !9 .. -

£ £ £ s. d. 
Debtors 700 
Stock !50 
Fixtures. I 25 
Ca-sh at Bank and in hand 200 

1,015 
Less Creditors 80 

Amount due to Brown 1,300 
1,3SO 

Jones's deficiency of assets at 31st Dec., 19 .. 305 
30th June, 19 .. 430 

Balance being Profit for half-year . 125 
Of which so;, is payable to Jones as Commission. 6 5 
And the Balance payable to Brown 118 15 

BALAXCE SHEET, 
31sT DECEMBER, 19., 

L L £ L L L L L L 
Cash at B::mk and on 

hand ~00 
86 5 - Debtors . . . 700 

Stock . . • • ISO 
Fixtures • . • ~5 
Joces: 

Det1dency at june 
1,181 5 - 301., . . 430 

Uss Profit for! )T. 125 
-----

118 15 - 305 ~ 

Add Commission Jue 6 
311 5 -

£!,386 5 £1,386 5 
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Limited Partnerships. The Limited Partnership Act of 1907 
provides means whereby a person can become a partner in a concern, 
but at the same time be liable only for a limited sum. This Act 
was immediately followed in the same parliamentary session by an 
Act making it possible to form limited companies with a: membership 
of two or more persons. This latter Act has, to a great extent, 
supplanted the Limited Partnership Act, which was passed with 
similar objects, and is now practica:Ily a dead letter. Where a 
person becomes a limited partner in a limited partnership, he is 
required to agree to subscribe a certain fixed sum, and it is recom
mended that in the accounts this certain fixed sum shall-be debited 
to an account opened specially for the purpose and credited to his 
Capital Account. When the moneys are paid on account of this 
capital, the amount will be- credited to this Special Account, so 
that it will show the amount still to be paid by the limited partner 
from time· to time. In the Balance Sheet the balance of this 
account will be deducted from the Capital Account, thus. showing 
the amount of cash he has actually paid in. Comparison will show 
that this treatment is analogous to the treatment of the Capital 
Account in the case of a limited company. 



CHAPTER IX 

COMPANIES 

IN the preceding chapter we discussed a method whereby two 
or more persons may jointly enter into a business and share the 
profits by means of partnership. For many generations this was 
the only form of business co-operation permitted by the law, with 
the result that large enterprises demanding a heavy capital 
expenditure were practically unknown. Later, however, public 
necessity demanded that certain businesses which were beyond the 
power of any small body of traders to manage should be under
taken, and in consequence there grew up the practice of granting 
Royal Charters and Letters Patent permitting companies of traders 
to combine in a mercantile venture under the terms and conditions 
set out in their charter. Examples of such companies are to be 
found in the Bank of England and in the old East India Company, 
which was formed to develop the country from which it derived its 
name. This practice is still followed, and charters have been 
granted in comparatively recent times to companies formed with 
the object of developing the resources of certain of the British 
Colonies. 

Later, Parliament undertook the practice of forming companies for 
public purposes, and by this means the majority, if not all, of the 
railway companies in England were formed. Companies so formed 
are numerous, and it will be found that there are on the Statute 
Book a large number of general Acts for their regulation. 
Consideration will be given to these statutes in their proper places. 

Limited Liability Companies. In 1862 an Act was passed whereby 
traders could, by filing the necessary information, create a company 
which should be a separate and distinct legal entity from the 
persons composing it. The capital of such companies was to be 
divided into shares, and the members composing them could take 
up such a number as they required, and the general public could 
be invited to participate and become members, the liability of each 
member being limited to the nominal value of the shares which were 
allotted to him. This Act (the Companies Act, 1862) had a far
reaching effect, for it was possible to embark upon enterprises 
which previously were impossible on account of the fact that their 
nature was too hazardous for any small body of persons to enter 
upon. Furthermore, large partnerships were prohibited, and every 
association of persons consisting of more than twenty, who wished 
to carry on business, were required to register as a company under 
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the Act with or without limited liability. In the case of banking 
businesses, the limit of numbers was ten and not twenty. 

The Companies (Consolidation) Act, 1908. The provisions of the 
Act of 1862 were amended and supplemented by a large number 
of enactments, and in 1908 the whole law was consolidated in the 
Companies (Consolidation) Act, 1908, which contains the whole of 
the statutory rules relating to companies with the exception of 
two small Acts passed in 1913 and 1917, and a few emergency war 
provisions introduced since August, 1914. Any references made 
in tlus section must be understood to be to the Companies 
(Consolidation) Act, 1908. 

Limited companies formed under the Act are of two k.inds-
1. Public Companies. 
2. Private Companies. 

A private company is required to limit the number of its members, 
with certain exceptions, to fifty, to restrict the member's right to 
transfer his shares, and to prohibit any invitation to the public to 
subscribe for srares or debentures in the company. As a com
pensation for these restriction,s a private company has certain 
advantages over a public company. In particular, the minimum 
number of members is two (the minimum for a public company is 
seven), and the extent of the requirements of the registrar of 
companies is very much less. 

It has been mentioned that the capital of a limited company is 
divided into shares. The right of a shareholder is to participate 
in the profits by receiving a dividend and, in the event of the 
company being wound up, to a share of the assets. The extent of 
the interest is contained in the company's regulations, and as such 
regulations vary considerably, it is proposed to set out the types 
of share which are more familiar. 

The Various Classes of Shares. A share which has no special 
privilege over any other share in the company, and is under no 
disadvantage as compared with any other class of shares in that 
company, is known as an Ordinary Share. A company which 
issues only one cl~ss of share must perforce issue Ordinary 
Shares, though in such a case it is not the custom to describe them 
in that manner, but as shares pure arid simple. Shares which have. 
an advantage over the Ordinary Shares are known as Preference 
Shares~ The advantage may be the right to a certain dividend 
out of the profits before the ordinary shareholders have a dividend, 
or to be repaid their capital value in the event of liquidation before 
the ordinary shareholders, or both. In cases in which the 
Preference Shares are entitled to a preferential dividend, the rate 
of the dividend is usually indicated in describing the share, thus : 
5 per cent. Preference Shares, or 6 per cent. Preference Shares. 
In cases where, in the event of the profits in any one year being 
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insufficient to pay the dividend, and the arrears are to be made 
up out of the profits of subsequent years, the dividend is cumula
tive and the shares are described as Cumulative Preference Shares ; 
if the dividend cannot be so carried fonvard, then the shares arc 
Xon-cumulative Preference Shares, though they are seldom so 
described. The question as to whether the shares are cumulative 
or not depends on the company's regulations. 

If, in addition to the preferential dividend, the Preference jhares 
give a right to a share in the balance of the profits left after such 
dividend has been paid, they are knmm as Participating Preference 
Shares, and it will readily be seen that they may be either cumulati\'e 
or non-cumulative as regards the preferential dividend. 

Deferred Shares mav be issued which are not entitled to a dividend 
until the Ordinary Sliares receive a dividend of a certain amount. 
Such are frequently issued to holders of shares in a company which 
is reconstructed, as consideration for the sale of the assets. Their 
right is, of course, to receive a di\idend after the persons introducing 
new money have receiwd a fair return for their investment. It 
should be noted that the special right of the ordinary shareholders 
may be cumulative or non-cumulative, but is usually the latter. 
A similar type of share, kno,m as Founders' Shares, is issued to 
vendors of businesses or of patents, as consideration for the sale 
of the good\\ill or patent rights. 

The intention, in issuing Founders' Shares, is usually to give the 
persons to whom it is proposed to allot the shares a certain definite 
proportion of the profits or of the surplus above a certain amount. 
This being the case it will be seen that the nominal value of the 

·shares is not material, provided their rights are clearly defined, 
and for this reason it will be found that Founders' Shares are, as a 
general rule, of small denomination and of small total nominal 
value, since there is no object in setting a high value upon them 
and pa)ing in consequence heavier duties. · 

Formation of the Company. Reasons for the formation of a 
company are many, but for the purpose of illustration it is proposed 
to outline a few familiar cases and to trace the various transactions 
through the books. 

Let us assume a simple case of a trader who wishes that his 
business be continued by a limited company of which he himself 
is to be the principal shareholder. The advantages of such a step 
are many. In the first place, he can, by giving his employees an 
interest in the business in the form of shares, ensure, so far as is 
possible, the continuance of his business after his death. Again, 
should he wish to bequeath his bu<;iness by \\ill, he may do so by 
granting legacies of shares and thereby make a number of persons 
participants in the profits. A further advantage is gained, since 
capital may be introduced giving the lender a proportion of the 
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profit of the business in the form of shares without that person 
incurring any liability beyond the sum he has agreed to subscribe 
for the shares which are allotted to him. 

In such a case, a private company may be formed by the trader 
with one other person. That other person may be the trader's 
wife or some other relation, since the second person is only required 
in order to provide the statutory minimum, i.e. two. These two 
perSOl(J> are required ta-

l. Sign the Memorandum and Articles of Association of the 
company. 

2. Take up and pay for in cash at least one share each in the 
company. 
The Memorandum of Association, above mentioned, is a document 

which defines the type of company formed, and contains in addi
tion to the subscription clause, which sets out the subscribers' 
desire to be formed into a limited company and their agreement 
to subscribe for shares, the following information-

!. The name of the company with " Limited " as the last word 
of such name. 

2. A statement to the effect that the liability of the members 
is limited. 

3. The objects for which the company is formed. 
4. The situation of the registered office, i.e. whether it is to be 

in England, Scotland or Ireland. 
5. The amount of the nominal capital of the company and the 

shares into which it is divided. · 
When these documents have been completed, it is necessary to 

obtain the following official forms which, when completed and 
filed with the Registrar of Companies, and the duties on registration 
paid, will enable the company to carry on business, assuming that 
it is a private company-

!. Statement of the nominal capital of the company. 
2. List of directors or managers. 
3. Notice of the situation of the registered office. The precise 

address is required in this case. 
4. Declaration on oath that all the requirements of the Act have 

been complied with. This declaration is required from the solicitor 
who has been engaged upon the case or alternatively by some 
person who is mentioned in the Articles of Association as a Director 
or Secretary of the company. 

If the above documents are found to be correct, the registrar of 
companies will issue a certificate of incorporation, and henceforward 
the company may carry on business. 

Transferring the Business. The next step is for the trader to 
transfer his business and assets to the company. This is done in 
exactly the same manner as if the business were being sold to another 
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individual, the only difference being that the trader will agree 
to take shares in the company as payment, in full or in p<~rt, for 
the sale of the business. 

The entries in the books to record such a transaction will be to 
credit the vendor with the agreed price of the assets, debiting 
the various Asset Accounts, and to debit the vendor with 
the nominal value of the shares and credit the Share Capital 
Accounts. 

We wish to draw particular attention to the fact that the shares 
subscribed for by the signatories to the Memorandum of Association 
must be taken up and paid for in cash and that, inasmuch as it 
would be difficult for such signatories to repudiate liability in the 
event of winding up the company, particular care should be taken 
to see that the shares for which the signatories subscribe are duly 
registered in their names in the books and that the cash is duly 
paid. It is recommended that this transaction should be the first 
one to be recorded in the books. The entry necessary is to debit 
cash and credit Share Capital Account. 

It should be noted that the Capital Account of a limited company 
is fixed, and is made up of the amounts subscribed either in cash or 
in kind in exchange for shares. It follows, therefore, that the 
Profit and Loss Account must be carried forward from year to 
year in the Balance Sheet, on the debit side if a surplus of profit, 
and on the credit side if a deficiency. 

Issue of Capital. If it is desired to issue capital to proposed 
investors in the company, it is competent for the company to issue 
the shares in exchange for the cash representing their nominal 
value immediately, to arrange for payment by instalments, or to 
arrange for payment of a portion of the sum due at stated times 
and the balance as and when d.lled for by the company. The 
general custom, particularly in the case of public issues, is for a 
proportion to be paid on application for the shares, a further 
sum to be paid on allotment of the shares and the balance either 
at stated intervals or when called by the directors. In the case 
of large issues in which the applications exceed the number of 
shares available, certain of the applications must be refused either 
wholly or in part. In such a case the problem of selection will 
be one of some difficulty and must be decided by the directors 
of the company. To those persons to whom shares are allotted 
a " letter of allotment " is sent, setting out the number of shares 
allotted and the balance payable. To those persons whose applica
tions have been refused, a "letter of regret" is sent returning the 
amount paid on application. 

The entries in the books are made on the assumption that the 
shareholders will become debtors for the instalments as they 
become due, and accounts are opened for each instalment with 
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the exception of the amounts payable on application and allotment 
which it is recommended should be entered in one account. 

The amount paid on application is debited to cash and credited 
to an Application and Allotment Account, and when the shares 
have been allotted the total amount payable on application and 
allotment is debited to that account and credited to the Share 
Capital Account. When a call is made on the shares the amount 
due is debited to a Call Account (first, second, third, etc., as the 
case may be), and credited to Share Capital Account. The cash, 
as received in payment of amount due on the shares, is debited 
to Cash Account and credited to the particular Call Account which 
is discharged by the payment. 

From this it will be seen that the Share Capital Account shows 
the amount called up on the shares ; and the various Call Accounts, 
including the Application and Allotment Account, show the pro
portion of the amount called which has actually been paid up. 
The debit balances, if any, on these Call Accounts represent calls 
in arrear and should be deducted from the Share Capital Account 
in the Balance Sheet. 

Capital. The term "Capital" is used in various senses in the 
accounts of a limited company. The amount of the capital as 
set out in the· Memorandum of Association is the amount which 
it is authorized to issue, and is therefore described as the Authorized 
or Nominal Capital of the company. In a well drawn Balance 
Sheet this amount will Be stated on the liability side as a note, 
though there is no entry in the books in support. The nominal 
value of the shares issued is stated in the Balance Sheet as the 
Issued or Subscribed Capital and the proportion called up is kno\Yn 
as the Called up Ca:pital. Dedu,cting from this latter the amount 
of the calls in arrear we get the Paid up Capital, which amount is 
extended into the effective cash column in the Balance Sheet. 

Example 1 (a) is an illustration of a familiar arrangement in 
cases of conversion of a traders' business into a private limited 
company. Example I (b) shows the same arrangement with the 
addition of particulars of collection of book debts and payment of 
creditors in the books of the vendor. The whole of the entries 
are very similar to those which are made in the case of a transfer 
of a business such as have been described in the section devoted 
to partnership, with the following modi:fications, which are 
important-

!. When shares are issued, the company exchanges one form of 
liability for another, so that, instead of paying for the assets, it 
issues to the vendor documents in the form of share certificates 
which carry with them certain rights to participate in the assets 
of the company. Such rights are considered by some not to be 

. liabilities on the part of the company, but however true this may 
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be, it is certain that the amount considered as paid up on shares 
issued must be treated in the accounts as a liabilin·. To'Overcome 
the scruples of those persons who cannot regard the share 
capital as a liability, it is a common practice to head the debit 
side of the Balance Sheet with the words " Caj>it,zl a11d Liabilitit's" 
instead of the one word "Liabilities" as in the case of a priYate 
trader or partnership. 

2 .• -\mounts paid for g,1od\\ill. and diff10rences which it is proposed 
to write off assets, cannot be \\Titten off out of the Capital Account 
but must remain in the Balance Sheet in susp10nse until the Profit 
and Loss Account has grown in credit to a sufficient extent to enable 
the company to \\Tite off the amount out of profits. 

3. The difference betw10en the value of the shares all(ltted under 
the agreement of sale. and the nlue of the assets transferred, must 
be regarded either as an amount due to, or by, the vendor, or as a 
reserve (if a credit bahnce), or pa~ment on account of good\\ill 
(if a debit bal::mce). It should be particularly noted that in no 
case can the balance be treated as capital unless there is a definite 
agreement \\ith the vendor to tl1at effect and shares have been 
actually issued. 

JOHX BRO\YX. 
BAL.'I.:S'CE SHEET, 

:Wth ]mu, 19:.'!0. 
i £ 

SundrY Trade Creditors 7 )LlO 
L~ Resen·e for Dis-

counts . 

Amounts accrued owin2; 
John Brown: Cap . .-\,c 

375 
7.1~:; 

3:25 
!5,0Ll\) 

Ca;;h in hand 
at funk 

"0 
!?,3tH) 

SundrY Dc:btors l~. · ''.,1ll 
Lr!sS Re$erve i~.."'~r l:·i5~ 

counts,\: h:.d Gt"brs \5ll0 

Stoc~-in-Tra ... !e- • • • 
\bchinen· and Fl'>.at • 
t.)ait.."e & S:121:" F:x'tcre..; 
Sundry amt:;: prep!-1 . 

5 ~llll 
S,~)l1·J 

:::: l'\10 
l:Lllll) 

j\10 

Example 1 (a). Bro\m, whose Balance Sheet on 30th June. 1920, 
appeared as abo,·e, decided to wnwrf his business into a limited 
company as on that date under the following arrangement-

(i) The stock-in-trade, machinery and plant. and fixtures 
to be sold to tl1e company at the Balance Sheet valuation. 

(ii) The company to pay BrO\m by the is:>ue of 9,998 shares, 
and the balance to remain on lL'an at 6 per cent. 

(iii) The compam• to collect the book debts O\\ing to Bro\\n 
and pay the creditors O\\ing by him, charging the amounts 
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paid and crediting the amounts received, to Brown's Loan 
Account. · 

(iv) The company is formed with a nominal capital of £12,000, 
divided into 12,000 shares of £1 each, and the memorandum is 
subscribed by John Brown and his wife Amelia Brown, who each 
take up and pay for one share. 

(v) Brown advances to the company the balances of cash in 
hand and at bank, for which he is given credit in the Loan 
Account. 

(vi) The amounts accrued, prepaid, and owing are to be 
adjusted in the accounts of the new company at the Balance 
Sheet figures. 

(vii) The name of the company is John Brown (1920) Limited. 

JOURNAL. 

Cash . . . . . Dr. 
To Share Capital Account . . . . . 

(For amount paid by subscribers to Memorandum of Associa
tion for shares subscribed for by them as follows-

John Brown One share 
Amelia Brown ) 

Sundries- Dr. 
To Sundries-

Stock-in-Trade . 
Machinery and Plant 
Office and Shop Fixtures. '.. 

Share Capital Account • 
John Brown : Loan Account . . 

(For assets acquired under agreement dated 30th June, 1920, 
by this company, and consideration given therefor being 
9,998 shares of £1 each and the balance £4,002 lent by 
vendor to the company.) -

Sundries- Dr. 
To Sundries-

Cash Account . 
Bank Account. . . 
Sundry prepaid amounts . . 

Amounts accrued owing . 
John Brown: Loan Account • . 

(For assets and liabilities outstanding at 30th June, 1920, due 
or owing to vendor transferred to the company.) 

Sundries- Dr. 

1:. 
2 

5,000 
8,000 
1,000 

50 
2,300 

700 

To Sundries-
Sundry Debtors . . • i ~·~22 

£ 
2 

9,998 
4,002 

325 
2,725 

John Brown~ Suspense Account . • i:soo 
To Sundry Creditors . . • • • 7,500 

(For debtors and creditors of the vendor agreed to be col-
lected by the company.) 



Capiwl and Liabilities. 
Nomi•tal Capital-

) 2,000 Shares of fl each 

Subscribtd Capital-

COMPA.NIES 

JOHN BROWN (1920), LTD. 

!2,000 

BALANCE SHEET, 

30th June, 1920. 
{, Assds. 

Machinery and Plant • 
Office and Shop Fixtures 
Stock-in-Trade . 
Sundry Debtors . . 

10.000 Shares of£! each, fully paid 
]nhn Brown Loan Account . 

10,000 
6,727 

325 
7,500 

, Prepaid Amounts 
Cash at Bank 

" in band . . . 
John Brown: Suspense Account 

A mounts ac~ued Oii:->ing 
Sundry Credttors 

{,24,552 

111 

{, 
8,000 
),000 
5,000 
6,000 

700 
2,300 

52 
1,500 

£24,552 

Example I (b). Assuming the facts given in Example 1 (a), 
and in addition that the company had collected the book debts 
and paid the creditors in the following manner, then to close Brown's 
Books, the entries would be as set out hereunder-

STATEMENT SHOWING PAYMENT OF DEBTS. 
Cash collected . £5,510 
Discount allowed . 430 
Bad Debts . 60 

£6,000 

STATEMENT SHOWING DISCHARGE OF LIABILITIES. 
Cash paid . . £7,080 
Discounts allowed 400 
Amounts written off 20 

£7,500 
JOURNAL. 

Sundries-- Dr. 
To Sundries: 

John Brown (1!:120), Ltd. 
Sundry amounts accrued owing 
Stock-in-Trade j 
Machinery and Plant (a) 
Office and Shop Fixtures 
Cash Account . 
Bank Account . 
Sundry prepaid amounts 

(For assets transferred by agreement dated 30th June, 
1920, to John Brown (19~0), Ltd., and marked (a) above, ' 
and additional assets acquired, and liabilities assumed by I 

that company on that date.) 1 

John Brown (1920), Ltd. Shares Account. . Dr. 
.. .. Loan Account . . Dr. 

To John Brown (1920), Ltd. . . . 
(For 9,998 shares allotted in part consideration for sale of 

assets to John Brown (1920), Ltd.; also transfer of balance 
agreed to remain on loan to John Brown (1920), Ltd.) 

£ £ 

6,725 
325 

9,998 
6,727 

5,000 
8,000 
1,000 

50 
2,300 

700 

16,725 
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John Brown (1920), Ltd. Loan Account 
Discount Account • • Dr. 
Bad Debt Account . . Dr. 

To Sundry Debtors . . . . . . . 
(For cash collected by John Brown (1920), Ltd., from debtors 

as my agent, discount allowed, and to wfi.te off bad debts.) 

Sundry Creditors . . • . . . Dr·. 
To John Brown (1920), Ltd. Loan Account 
.. Discount Account . 
.. Bad Debt Account . • . . . . 

(For cash paid by John Brown (1920), Ltd., to creditors as my. 
agent, discount allowed by creditors, and to write ofi un-
claimed balance.) · 

Profit and Loss Account . 
To Bad Debt Account 

Discount Account • • . 
To Profit and Loss Account 

Profit and Loss Account . 
To Capital Account . • . . . . 

(For nominal accounts outstanding transferred to Profit and 
Loss Account and balance of profit (on realization) trans
ferred to Capital Account.) 

Capital Account . • . • . • 
To John Brown (1920), Ltd. Share Account 
u ,. , , , Loan.Account 

(For assets remaining in business taken in discharge 
Account.) 

5,510 
430 
60 

7,500 

40 

195 

155 

6,000 

7,080 
400 

20 

40 

195 

155 

9,998 
5,157 

In the next example given it will be noted that two classes of 
shares are issued. This necessitates two Share Capital Accounts, 
one for each class of share. Attention is also called to the point 
arising upon the return of cash to persons whose applications have 
been refused. The entry, it will be observed, is to credit cash 
and debit the Application and Allotment Account. 

Example 2. The X Y Z Company, Limited, is formed with a. 
nominal c~;~.pital of £100,000 divided into 50,000 Ordinary Shares 
and 50,000 8 per cent. Cumulative Preference Shares of £1 each, 
the whole of which is offered for subscription to the public on the 
following terms-

l'.ayable per share on Application • 
,. Allotment . . 

3 months after Allotment 
as and when called 

Ora. Prej. 
Shares. Shares. 
I. s d. I. s. d. 

1 - 2 6 
4 - 5 -

12 6 
15 -

.£1 - - .£1 - -
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Applications are received for 62,780 Ordinary Shares and 47,600 
Preference Shares. Allotments are made to the Preference Share 
applicants in full, and of the Ordinary Shares, applications for 
780 shares are refused, and the amount paid returned, and applica
tions for 24,000 shares are accepted to the extent of 50 per cent., 
the balance of the applications receiving allotments in full. 

JOURNAL. 

Cash • . Dr. 
To Application and Allotments (Ordinary Share~) A/c 

(For cash received on application for 62,780 Ordinary Shares 
at the rate of Is. per share under terms and conditions of 
prospectus dated .... .... .... .... ) 

Cash . . Dr. 
To Application and Allotments (Preference Shares) 

(For cash received on application for 47,600 Preference Shares 
at the rate of 2s. 6d. per share under terms and conditions 
of prospectu's dated ................................ ) 

Applications and Allotments (Ordinary Shares) Account Dr. It 
To Ordinary Share Capital Account . . 

(For amount payable on application and allotment of 50,000 
Ordinary Shares at the rate of 5s. per share under terms 
and conditions of prospectus dated ........................ and in 
accordance with resolution of the Board dated 
Minute Book folio ................ ) 

Applications and Allotments (Preference Shares) A/c . Dr. II 
To Preference Share Capital Account . . . 

(For amount payable on application and allotment of 47,600 
Preference Shares at the rate of 7s. 6d. per share under 
terms and conditions of prospectus dated .................... and 
in accordance with resolution of the Board dated ........ . 
Minute Book folio ................ ) 

£ 
3,139 

5,950 

£ 
3,139 

5,950 

12,500 

17,850 

Applications and Allotments (Ordinary Shares) Account Dr. 39 
To Cash . . . . . . . . 39 

(For amount paid on application for 780 shares repaid to 
applicants, such applications having been refused by 
resolution of the Board dated .... Minute Book ........ ) 

Cash . . . . . . Dr. 9,400 
To Applications and Allotments (Ordinary Shares) A/c. 9,400 

(For cash received on allotment of 50,000 shares at the 
following rates-

4s. per share upon allotments of 38,000 shares 
made in full . . . . . . £7,600 

3s. per share upon allotments of 12,000 shares 
made at the rate of 50% of the applications 1,800 

9,400 

8-(1410F) 
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JOURNAL-(contd.) 

. li £ I £ Cash . . . . . • . • . Dr. 11,900 
To Applications and Allotments (Preference Shaxes) Afc· 11,900 

(For cash received on allotment of 47,600 shaxes at the rate 
of Ss. per share.) 

Call (Preference Shares) Account • . Dr. 
To Preference Share Capital Account . • . 29,750 

(For amount payable on 47,600 Preference Shares at the 
rate of 12s. 6d. per share in accordance with terms and 
conditions of prospectus dated ........................ ) 

Cash . . . • . . . . . Dr. 29,750 
To Call (Preference Shares) Account . . . 29,750 

(For cash received in discharge of call on 47,600 Preference 
Shares at the rate of 12s. 6d. per share.) 

Df. CASH ACCOUNT. Cr. 

! 
To Applications and Allotments (Onlin· 

,. A;;fi~'::).!f"Alfo~m;,..ts (Prefer: 
enc:e Shares) Account . . . 

,. Applications and Allotments (Onlin· 
ary Shares) Account . . • 

., Applications and Allotments (Prefer· 
ence Shares) Account . . 

., CaU (Preference Shares) Account 

€ 
3,139 

5,950 

9,400 

11,900 
29_750 

To Balance brought down , 

[60,139 

• 60,100 

By Applications and Allotments (Onlln· 

, B~!~.t~,:t :' : : GO,Igg 

£60,139 

Dr. ORDINARY SHARE CAPITAL ACCOUNT. Cr. 

£ I By Application and Allotment Aceount : !. 
Amount payable oo application 

and aiiCltment of 50,000 share$ 
at the rate of SS. per share • 12,500 

Dr. PREFERENCE SHARE CAPITAL ACCOUNT. Cr. 
{. . {. 

By Application and Allotment Account:. 
Amouot payable on opplicatioo 

and allotment of 47,600 shaces 
at the rate of 7s. 6d. per share. 17,850 

., Call Account : 
Amount payable on 47,600 shares 

at the rate of 12s. Gd. per share. 29,750 

{.47,600 

~- APPLICATIONS AND ALLOTMENTS (ORDINARY SHARES) ACCOUNT. Cr. 

· To Onllnary Share Capital Account : 
Amount payable on application 

and allotment of 50,000 shares 
at the rate of SS. per sh..., • 

Cash: 
Amount "'Paid to applicants for 

780 shares at the rate of Is. per 
share, to whom no shares -.. 
allotted ..• 

[ 

12,500 

39 

£12,539 

By Cash: 
Amount paid by applicants for 

62,780 shares at the rate of Is. 
por share 

Cash: ' 
Balances paid on allotment of 

50,000 shares . 

f. 

3.139 

9,400 

£12,539 -
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Dr. APPLICATIONS AND ALLODIE:\"TS (PREFERE:o;CE SHARES) ACCOl:l'iT. Cr. 

To Preference Share Capital Account; 
Amount payable on application 

and allotment of 47,600 shares 

{ 

at the rate of 7s. 6<1. per share. 17,850 

£17,850 

By Cash: 
Amount paid by applicants for 

47.600 shares at the rate of 
25. 6d. JX"T share . 

By Cash: 
Amount paid on allotment of 

47,600 shares at the rate of 5s. 
per share 

Dr. CALL (PREFERE:o;CE SHARES) ACCOUNT. 

To Preference Share Co pita! Account: {. I By Cash: 
Amount payable on 47,600 shares Amount paid on 47,600 

at the rate of 12s. 6<1. per share ~ the rate of 12s. 60. per 

BALA.-.;CE SHEET. 
C4pita1 and Lialnlities. 

.VounnaJ Capttal~ 
.;o.ooo Ord. Shares of £I each 50,000 
5o,OOO 8°·0 Cumulati\·e Prefer-

ence Shares of£! each 50,000 

£100.000 £100,000 

~ub5cn'bfd Cabitai-
5U,OOO Ordinary Shares of [1 

each, upon which there 
has been called and 
paid up 5s. per share 12,500 

47,600 S0
0 Cumulative Preft"r~ 
ence Shares of £1 each 
fully paiJ 47,600 

! 

-- 60,100 

£60,100 

ASSETS, 
Cash at Bank 

at 

5,950 

11,900 

£17,8.';0 

Cr. 

29.750 

{. 
60,100 

£60.100 

Forfeiture of Shares. In the event of a member failing to pay 
the calls when demanded, the directors of the company usually 
have the alternative rights of either suing the defaulting shareholder 
as for a debt, or of forfeiting the shares. In the latter case it \\ill 
be seen that the capital is reduced by the amount of the shares 
forfeited and entries are necessary to adjust the accounts. The 
correct method is to debit the Share Capital Account with the 
amount which has been called up on the forfeited shares, credit 
the various Call Accounts in respect of which default has been made, 
and credit a Forfeited Shares Account with the amount which has 
been paid. It will be noted that these entries \\ill make a balancing 
Journal entry, since the amount paid plus the amount unpaid 
must be equal to the total amount called. 

In cases where shares are forfeited, the company may re-issue 
them to another person at a price less than the amount considered 
as paid up, provided the amount paid by the previous holder, 
plus the amount paid by the present holder, is equal to, or in excess 
of, the amount considered as paid. 

"l1ere shares are re-issued in this manner and a discount is 
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allowed to the new holder, the correct entry is to debit cash with 
the amount actually paid by him, debit Forfeited Shares Account 
with the discount allowed and. credit Share Capital Account with 
the total, i.e. the amount considered as paid up. It should be noted 
that on account of the rule above stated, the Forfeited Shares 
Account can never show a debit balance. 

Example 3· Following Example 2, it is assumed that an applicant, 
Mary Jones, fails to pay up the balance unpaid on the shares 
when it is called and that the directors under power in the Articles 
of Association forfeit them. The shares are subsequently re-issued 
as fully paid to Henry Brown, who pays 17s. per share. 

JOURNAL. 

Ordinary Share Capital Account . n,.. 
To Call Account . . 
,. Forfeited Shares Account . . . 

(For forfeiture of 50 Ordinary Shares allotted to Mary 
· Jones, upon which there had been paid £12 lOs. (5s. 
per share) and upon which there was an unpaid call 
amounting to £37 lOs. (15s. per share) as per Minutes 
of the Board dated ...................... :.) 

Cash . • . . DY. 
Forfeited Shares Account. . . . . ,. 

To Ordinary Share Capital Account . . . 
(For re-issue of 50 Ordinary Shares previously for· 

feited, to Henry Brown, who paid £42 lOs. (17s. per 
share), the shares to be considered as fully paid up 
as per Minute of the Board dated ................ ) 

£ $. d. 
50 

42 10 
7 10 

£ s. d. 

37 10 -
12 10 -

50 

Premiums on Shares. A company cannot issue shares at a 
discount, but there is nothing to prevent it from issuing them at a 
premium if it finds that it is in a position to do so. In such a case, 
it will be noted that the company receives a sum of money for the 
shares which is in excess of the nominal value, and it has been sug
gested that the company has thereby made a profit on the trans
action ; in fact, it is believed that, legally, the company is entitled 
to distribute the amount ofthe premium amongst its shareholders 
in the form of dividend. However true this ma.y be in law, it 
appears clear that from an accountancy point of Vlew it is wrong. 
Assuming for the time being that the transaction has resulted 
in a profit, a contention which the authors are not prepared to admit 
for reasons which wilrbe stated later, it cannot possibly be regarded 
as current revenue, and therefore does not appear to be profit 
available for dividend. If it is a profit in any sense it is clearly 
a Capital profit, and therefore not available for the payment of 
dividends .. Further, due regard must be had to the fact that the 
company has raised capital to the amount of the cash received, by 
issue of the shares, and although the no-minal capital issued is less, 
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the actual amount of capital introduced does not. appear to be 
affected in the least. Again, the allottee of such shares must, subject 
to market fluctuations, regard the value of the shares as the actual 
capital paid into the company. The conte.1tion that a profi,t has 
been made can be reduced to a patent absurdity, taking an extreme 
example, e.g. if a trader sells his business worth £10,000 to a 
company for 100 Founders' Shares of the nominal value of £1 
each and a premium of 100 times their face value, a proposal which 
is not in any way outside the range of possibility, it would be 
absurd to assume that the company has made a profit of £9,900 
on the transaction. 

Nominal Capital. At this point it is perhaps convenient to remind 
the reader that the nominal capital is nominal capital, and bears 
no relation whatever to the value of the shares. We wish to 
emphasize this fact because it will prevent many of the errors 
which so frequently apse in dealing with matters of this kind. 
In the books of account the premium on the shares is shown 
separately from the nominal value of the shares issued, since it is 
desirable that the company should show in its Balance Sheet the 
proportion of the authorized capital which it has actually issued. 
The terms of issue usually provide that the amount payable on 
allotment shall include the premium paid, so that the entries in the 
books should be varied from the form already shown, by debiting 
the Application and Allotment Account ·with the amount payable, 
crediting the Share Capital Account with the portion of the nominal 
value which is to be discharged by the amount payable on 
application and allotment, and crediting the Premium on Shares 
Account with the amount of the premium which is to be discharged. 
The example given shO\vs the working of such a case. 

It should be noted that in the event of the forfeiture of shares 
which have been issued at a premium, the usual entries will be 
varied slightly, the entries upon forfeiture being a debit to Share 
Capital Account for the proportion of the nominal capital called 
up, a debit to the Premium on Shares Account for the premium 
called up, credits to the Call Accounts which are unpaid, and credit 
to the Forfeited Shares Account for the calls which are paid. A 
re-issue will require similar modifications. 

The ABC Company issue 10,000 shares of £1 each at a premium 
of Ss. per share payable-

On Application 
.. Allotment. 

Three months after 
Allotment . 

£ s. d. 
2 6 per share 

10 - , (including premium of Ss.: 

12 6 

£1 5 
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Applications are received for 12,000 shares ; applications for 
1,000 shares are rejected, the cash being returned, and applicants 
for 4,000 shares re~eive allotments to the extent of 75 per cent. 

JOUfu"'AL. 

Cash . . . . • Dr. 
To Application and Allotment Account . 

(Cash received on application for 12,000 shares, at 2s. 6d. per 
share, under terms and conditions of prospectus dated ........ ) 

Application and Allotment Account . • Dr. 
To Share Capital Account . . 
, Premium on Shares Account . . 

(For amount payable on application and allotment of 10,000 
shares at the rate of 12s. 6d. per share, including premium 

·on issue of 5s. per share under tenns and cQJJ.ditions of 
prospectus dated........................ and in accordance with 
resolution of the Board dated ........................ ) 

Application and Allotment Account . . Dr. 
To Cash . . . • . 

(For cash returned to applicants to whom no shares have 
been allotted.) 

£ 
1,500 

6,250 

125 

Cash . . . . . . . Dr. 4,875 

£ 

1,500 

3,750 
2,500 

125 

To Application and Allotment A/c • 4,S75 
(For cash received from allottees of shares-

7,000 shares@ lOs. Od. per share £3,500 
3,000 .. " .. £!,500 

in respect of which there has 
been paid on application £500 
And upon which there 
'vas payable. 375 

Overpaid £125 £125 1,375 

Dr. APPLICATION AND ALLOTMENT ACCOUNT. 

To Share Capital Acrount • 
u Premium on Shares Account 
~ Casb • 

£ 
• 3,750 By C3sh (on application) 
. 2,500 ,. n (on allotment) 

125 

£6,375 

6,250 

6,250 

6,250 

6,250 

£6,375 
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SHARE CAPITAL ACCOlJKT. 

£ 
By Application and Allotment Account 
, Call Account. 

119 

£10,000 

Dt. PREMIUM ON SHARES ACCOUNT. Cr. 

By Application and Allotment Account 2~00 

Dr. O.LL ACCOUNT. Cr. 

To Share Capital Account . £6)so ! By Cash £6Sso 

Dr. 

To AppliC"tion and Allotment Account 

:; Call Ac~~unt. 

=t 

CASH ACCOI.)NT. 

£ 
1,500 By Application and Allotment Account 
4,875 , Balance carried doV¥'11 . 
6,250 

To Balanc(' brought down 

£12,625 

. 12,500 

Cr. 

\zs 
12,500 

£12,625 

Formation Expenses. The expense incurred in the fonnation 
of a company is in many cases a considerable sum. Inasmuch as 
the earlier years of the company are not always productive of 
large profits, a practice has been followed, for a considerable period, 
of treating such expenditure as capital and writing it off out of 
profits over a period of years. This custom is to be commended 
on the ground of expediency, and may be justified by reason of the 
fact that it is a custom well kno\\n and familiar to the investing 
public ; but the suggestion which is made in its favour in some 
quarters that it is, in fact, capital expenditure and therefore 
properly regarded as an asset in the Balance Sheet, cannot logically 
be pressed. If it is, in fact, a capital asset, it does not appear 
necessary to write it out of the Balance Sheet. On the other 
hand, i(it does not represent a capital asset, the whole expenditure 
should be met out of current revenue without keeping anything 
in suspense. We are of the opinion that the whole expense 
should be written off out of profits, as we fail to see how the 
expenditure can be regarded as an asset under any circumstances, 
for surely an asset should be capable of either being turned. into 
cash, or of producing an income, and preliminary expenses are 
capable of neither. For income tax purposes, preliminarj expenses 
are not allowed as a deduction from profits on the ground that 
they are capital expenditure. In cases in which it is decided to 
keep preliminary expenses in suspense, care should be taken to 
see that the account contains only those items which can properly 
be regarded as preliminary expenses. These will include-

1. Cost of preparation and printing the Memorandum and 
Articles of Association. 
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· 2. Stamps and ad valorem duties payable on registration of the 
company, including the cost of fonns, etc. 

3. Cost of preparation, stamping and filing the vendors' agreement. 
4. Cost of issue of prospectus, if any . 

. 5. Commission paid to underwriters and also to brokers and 
other persons for influencing applications for shares. 

6. Charges of accountants, valuers and the like for services and 
certificates issued in the prospectus. 

7. Cost of, and stamps on letters of allotment. 
8. Cost of statutory books and registers. 
9. Cost of preparation and filing the Statutory Report and 

holding the Statutory Meeting. · 
· 10. Charges of the solicitors, and accountants engaged upon the 
fonnation of the company. 

Profits Earned for and oq behalf of the Company prior to Incor
poration. It is the general\ custom in cases in which a business is 
transferred to a limited company for the transfer to take place 
as from the date of the last Balance Sheet which has been prepared 
for the business, and it frequently happens that the date of this 
Balance Sheet is prior to the date borne by the certificate of 
incorporation, In such a case it is necessarJ to apportion the 
profits of the business during the succeeding period of account, 
as at the date of incorporation. The reason for this apportionment 
is found in the fact that, inasmuch as the company was not in 
existence prior to the date of incorporation,· it is impossible for 
such company to make any profits, and any portion of the profits 
of the business which may come to the company in this way is not 
profit earned by the company but rather consists of additional 
assets acquired under the purchase agreement, and in conse
quence reduces the price paid for the other assets acquired. The 
correct method to adopt after having determined the amount 
of the profits earned prior to incorporation is to debit the Profit 
and Loss Account with that amount, and credit it to a Reserve 
Account. The reserve so formed is available for writing off 
preliminary expenses, or any asset which it is not necessary to 
write down out of the subsequent profits of the company. A 
Goodwill Account, if such exists, would be a suitable asset for, this 
purpose. It should be noted that if we reduce the value of an asset 
which it is the custom to write off out of profits, we are in effect 
treating the reserve as profits available for dividend, since we 
automatically reduce the subsequent debits to Profit and Loss 
Account. 

Various methods are employed to arrive at the proportion of 
profits earned prior to the company's fonnation according to the 
nature of the business and the infonn~ttion available. If accounts 
are prepared at the date of the change, the problem is simple, for 



COMPANIES 121 

we then have the exact amount of the profits as disclosed 
by the accounts, but in the majority of cases the transactions of 
the business are allowed to continue without any accounts being 
prepared until the expiration of the usual date of stocktaking. 
In the latter case an estimate must be made. 

Apportionment of Profits. The most direct method is to divide' 
the profits of the period in proportion to the periods which have 
elapsed from the date of the last Balance Sheet to the date of 
incorporation, and from that date to the date of the first Balance 
Sheet prepared by the company. Thus, if a company acquires 
a business as from 31st December, 1919, and is incorporated on the 
30th of April in the following year, and assuming that the accounts 
for the year to 31st December, 1920, disclose a profit of £6,000, 
then on this basis the profits earned prior to incorporation amount 
to £2,000, i.e. 4 out of 12 months at £6,000 per annum. 

It will be noted that this apportionment is based on the 
assumption that the profit is earned at an uniform rate, and therefore 
cannot be said to be strictly accurate, since profits are, in the 
majority of cases, of a fluctuating character. The alternative 
is to divide the profits pro rata to the turnover of the two periods, 
and this method has advantages over the first, inasmuch as turnover 
&rives a closer estimate· than time. This is also at fault in principle, 
since, by so dividing the net profit, we divide all the expenses 
whether they vary with the turnover, or accrue from day to day 
at an uniform rate. To overcome this difficulty, it is suggested 
that the gross profit be divided pro rata to turnover, and the expenses 
apportioned according to the following rules. 

1. Where it is possible to apply any of the expenses drfinitely 
to one period or another, then such expenses should be debited to 
the period in which they arise. Thus, office and warehou:::e wagrs. 
travelling expenses, petty cash payments, and the like may be 
appropriated to the period in which the expense was actually 
incurred. Again, any interest paid to the vendor in lieu of profits 
for the broken period will be chargeable against the period prior 
to incorporation, as will the preliminary expenses if such be written 
off out of profits. 

2. Those expenses which in their nature fluctuate according to 
the turnover will be divided pro rata to turnover. These would 
include such items as carriage outwards, packing expenses and the 
like. 

3. Standing charges for rent, rates, etc., will be divided in 
proportion to time. 

The expenses incurred prior to incorporation determined in the 
above manner will be deducted from the gross profit earned in the 
same period, and the balance, which as a general rule is the nearest 
possible approach to the true profits, is regarded as the profits 
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earned prior to incorporation, and treated in the books in the 
manner indicated above. · 

It has been suggested that the date of the apportionment should 
be the date of execution of the purchase agreement instead of the 
date of incorporation, and this contention would be correct if the 
negotiations for purchase were made after the formation of the 
company. This latter event is not a common occurrence, for it 
will be found that the arrangements are usually entered into and 
completed before the company is .formed and an agreement prepared 
and signed for the purposes of identification by some person 
connected with the proposed formation Of the company, the whole 
matter being referred to in the objects clause of the :Memorandum 
of Association. In these circumstances it ~ill be seen that the 
company,. as a fact, becomes possessed ofthe business the moment 
that it is incorporated, and the fact that the transfer is not 
completed by the seal of the company is a formality which should 
not be allowed. to affect the entries in the books of account. 

Profit and Loss Account and Balance Sheet. In considering the 
final accounts of a limited company, it will be found that the 
decisions in the courts appear to be considerably at variance with 
sound accotmting principles, and it is proposed to compare the 
variations in order that so far as is possible- a prope~ case can be 
put before the reader. 

From a commercial point of view, a profit is made if the revenue 
earned is in excess of the expense of getting it, plus a sufficient 
provision for depreciation or amortization of assets employed 
during the period. To this must be added that, in the case of a 
company particularly,. no profit is available for distribution unless 
ther.e are assets in the business at least equal to the capital plus the 
liabilities. 

Stated generally, the legal aspect appears to be that the profits 
are the excess of the current revenue over expenditure regardless 
of the value of the fixed assets, provided that the company·s 
business is maintained in an efficient state, any renewals of fixed 
assets which are necessary for this latter purpose being regarded 
as expenditure. 

These c6ntending principles have naturally led to many con
tentious cases. It will be noted, for example, that the legal mind 
does not contemplate depreciation, and it is therefore not surprising 
to find that a number of cases which have been before the courts 
have established that there is no necessity for a company to provide 
for depreciation of fixed assets before ascertaining its divisible 
profits unless it is required so to do by its Articles of Association. 
Such reasoning will explain the attitude taken in the case in which 
it was decided that an investment company, whose investments 
had diminished considerably in value, could pay a dividend without 



COMPANIES 123 

making good the loss out of subsequent income, and also that 
which enabled a company which \Vorked a tramway system, to pay 
dividends without writing off the cost of a means of locomotion 
which had been entirely discarded. All these decisions are clearly 
at variance with commercial ideas, but the inconsistency must be 
considered as due entirely to the difference in the principles 
followed, and not be regarded as any error in application of those 
principles. 

A comparison of the two principles of accounting \Vill be found 
in the section devoted to the Double Account System, which is 
bas edentirely on legal principles, and there is no doubt that the 
reader will be convinced that there is no necessity to depart from 
the general principles of accounting in favour of that which has the 
support of legal opinion. 

The Profit and Loss Account is entirely distinct from the capital 
of the company, and it will be obvious that the balance of profits 
in one year must (subject to the appropriations made out of those 
profits) be carried forward to the next. 

The general custom is to prepare an account showing the profit 
exactly as previously explained, and to carry the balance of the 
account to a Profit and Loss Appropriation Account. Any 
appropriations of the profit are debited to this account, and credited 
to the account affected. Thus, if the company pays a dividend 
to its shareholders, the entry necessary is to debit the Appropriation 
Account and credit the Dividend Account with the amount of 
dividend proposed. In the Dividend Account it is the custom to 
debit the total amount of cash paid and income tax deducted 
before payment and credit the Appropriate Accounts. (It should 
be noted that inasmuch as the whole of the company's profit is 
assessed for income tax, the dividends are paid out of taxed income, 
and therefore the tax should be deducted before payment, unless 
the terms of the declaration expressly provide otherwise.) 

Example. If a company declares a diVidend at the rate of 
5 per cent. on Share Capital of £100,000 for the year ending 30th 
September, 1921, the entries in the books will be as follows-

Profit and Loss Appropriation Account . Dr. £5,000 
To Dividend Account . . . . . . £5,000 

(For dividend at the rate of 5% on share capital as recom-
mended by the Board at a meeting held ............... , 
and as per resolution of the Company at the annual general 
meeting held the .. . .. ) 

Dividend Account . Dr. 5,000 
To Cash 3,500 
,. Income Tax Account . . . . 1,500 

(Payment of dividend @ 5% on share eapital, less Income 
Tax @ 6s. in the f) 
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The above method of dealing with dividends finds the most 
general favour but is not entirely free from criticism. The entries, 
it will be noted, have the effect of appropriating out of profits 
which have already been charged with income tax a sum which 
is not so charged, the income tax deducted being applied in relief 
of the income tax charge in the next year's accounts. The effect, 
therefore, is that a sum (in the above example, £1,500) is taken 
from profits already ascertained as appropriable and credited to 
the Profit and Loss Account of the following period, thus show
ing the profits· to be greater than, in fact, is the case. Taking 
the facts assumed in the above example and assuming that in the 
two years ending 30th September, 1921 and 1922, the profits, 
before charging income tax, are £7,000 in each year and the income 
tax £1,800, and then following the above method, the entries will 
result in the following-

PROFIT AND LOSS ACCOUNT. 

1921. 1922. 1921. 1922. 

£ £ £ £ 
To Income Tax 1,800 300 By Profit 7,000 7,000 
,. Balance to Appro-

priation A/c . 5,200 6,700 
-====--=-== = ==-=--

Income Tax charge-
able . • . .! 1,800 

L=""d"'"l from dividends . 1,500 
1-

£300 
~ 

Note should be made of the result which shows the profit in' the 
accounts £1,500 more 'in the second year than the first, though we 
started on the hypothesis that the profits were the same, which 
suggests, by example at all events, that the method is at fault. 
It will, of course, be observed that where dividends are regularly paid, 
the fault is not so perceptible since each year's accounts are credited 
with the tax deducted in the previous year, though not by the 
same amount. Two other methods will sttggest themselves, the first 
being to regard the income tax payable as an appropriation of and 
not a charge against profits, and then treat the dividends in the 
manner indicated above. This plan avoids the mathematical 
fault, since the profits, as shown by the accounts, may be properly 
compared one year with another, though it is doubtful whether 
the omission of the income tax: from .the Profit and Loss Account 
is right in principle. 
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The other method, which we consider to be the more correct, 
is to debit the Appropriation Account with the net amount of 
dividend payable, and credit the Dividend Account. In this 
method the amount of cash paid or posted to the Dividend Account 
will close it without further entries in the books. 

The following extract from the report of a well-knO\m insurance 
company shows the treatment recommended for dividends paid 
subject to income tax. 

The amount at the credit of the Profit and Loss Account, after pay-
ment of the Final Dividend for the year 19 .. , was £1,049,555 7s. ld. 

To which have been added
From Fire Account 

Marine Account . 

r 

! 

, Employers' Liability Afc 
Shareholders' proportion Qf Life 

. ' 

Profits . . . ' 

Interest, less Income Tax, not 
carried to other Accounts 

Less-
Income Tax on Profits 

Amounts carried to
General Contingencies Fund 
Superannuation Fund 

Less

i 

II 

II 
INTEREST ON DEBENTURE STOCK 

Paid 1st July, 19.. . 
Provision for amount due 

and paid 1st January, 19. :! 
DIVIDEND-

Interim : 14s. per share, less 
Income Tax, paid 14th Nov., 
19.. . . . . 

Provision for Final Dividend: 
12s. per Share, less Income 
Tax, from Fire, Marine, and 
Accident Profits, and Interest 

£160,116 19 6 
2s. per Share, less Income 
Tax, from Life Profits : 

£26,686 3 3 

Balance of Profit and Loss Afc as 
per Balance Sheet . 

I 

I 

i 

I 

£ 

252,782 
92,808 
50,000 

130,000 

318,509 

£844,100 
39,965 

300,000 
25,000 

15,821 ! 

15,329 i 

£31, ISO i 

193,674 

186,803 

·S. d. £ s. ; d. 

7 3 I 

19 6 
- -

- -

8 3 ! 

I 

IS - ', 
I 

9 6 
51 804,135 6 

£1,853,690 121 7 

I - -
I - -

325,000 - i -
£1,528,690 12 

1 
7 

5 - I 

I 

1 I - I 

I 

6 -

I 

1 5 I 

I 

I i 

I 

2 9 
411,627 10 2 

£1,117,063 
1

: 2 5 
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Reserves and Reserve Funds. Another form of appropriation 
is to transfer certain of the profits to a " reserve " or " reserve 
fund." This procedure is adopted in cases in which it is considered 
desirable to withhold certain of the profits from the shareholders, 
in order that the balance of the Profit and Loss Appropriation 
Account may not show so large a figure in-the Balance Sheet as to 
cause the shareholders to feel aggrieved that the dividends paid 
are not larger. A certain difference of opinion exists as to the 
precise character and title of this provision in the accounts, and 
we propose to outline the contending opinions held on this 
subject. · 

One p"oint of view favoured by a large nuinber of leading 
accountants is stated by MJi. F. \V. Pixley, F.C.A., in his work on 
the Duties o_t Auditors in the following terms : "A reserve is merely 
the surplus of the credit side of the Balance Sheet over its debit 
side, although perhaps the ' Reserve' may be divided under two 
or three more headings, such as ' Reserve ' and ' Balance of Profit 
and Loss Account can·ied forward.' A reserve of this nature is 
either a provision against loss of capital or a reserve for the 
equalization of dividends, or a reserve as an extra inducement 
to those with whom the company may do business to give credit. 
A'' Reserve Fund," however, is not merely a surplus shovvn on the 
debit side of the Balance Sheet, but must be represented by special 
investments, which may or may not be shown distinctly on the 
Balance Sheet. If, therefore, the reserve is used in the general 
business of the company it is not a ' Reserve Fund ' although, 
perhaps, the term might be properly so used if some stock, used 
in the ordinary course of business, was speciaJly set aside and when 
made use of represented by cash set aside until re-invested in 
further stocks and specially earmarked." 

It will be seen that this view contemplates as a reserve any of 
those sums which are commonly voted by shareholders at their 
meeting to reserve out of the surplus of profits, but a reserve fund, 
in the opinion of those who follow .Mr. Pixley, is something which 
is entirelv detached-from the business. Whether such detachment 
is possibie is a matter which does not appear to have been con
templated, and we shall have more to state on this point in our 
compari'?on with the second view, which is to the effect that a sum 
set aside out of profits solely for the purpose of providing against 
losses, which are not at the time either contemplated or threatened, 
is a reserve fund, and the mere fact that it is not specifically 
represented by earmarked investments is immaterial. The view 
of those who support this opinion is that the term " reserve " is 
properly applied to a deduction made from the profits to meet 
losses either expected or contingent. · 

So far the discussion is merely one of terminology and does not 
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appear to be of much practical importance except that the general 
public, being, for the greater part, ignorant of the divergence of 
opinion, might be pardoned if they arrive at conclusions in reading 
a Balance Sheet which are at variance with the facts. For example, 
in noting that the company had a " Reserve Fund" of so much, 
a prospective investor may form the opinion that the company 
possesses investments outside the business, though this may 
or may not be the fact. It is a matter of regret that greater 
uniformity has not previously been possible, particularly as the 
question appears to raise a matter of principle which is rather 
important. 

For the first view it should be stated that if a company is faced 
by unforeseen losses its ability to stand the strain will ultimately 
depend on its cash resources. Thus, if an industry is threatened 
by a prolonged strike of workpeople or severe foreign competition, 
the, company which will emerge from the fight with its activities 
least impaired will be the company which has the largest amount 
of cash at its disposal as compared with others in the same industry, 
regard being had to the proportionate sizes of the concerns. 

The objects of such a reserve are more varied, however, and may 
be roughly summarized as follows-

1. To equalize dividends. 
2. To take advantage of good years to tide over less successful 

periods. 
3. To provide for unknown contingencies. 
4. To provide working capital by the accumulation of 

revenue. 
5. Generally to lend stability to the company. 
Taking these various cases it will be seen that purposes (1), 

(2) and (3) will be served if the funds are available, whether they are 
in the business or out of it. For purpose (4) it is essential that the 
money be in the business, otherwise the object for which the fund is 
created will be defeated. For purpose (5) it is advisable to invest 
outside the business, provided a. sufficiency of working capital is 
retained in the business. 

The following example is of interest in connection with this 
subject. Assume that a Balance Sheet in the following form shows 
the position of a company at a certain date. 

Capital (paid up). 
Reserve Fund • 

BALANCE SHEET (No. 1). 

£ 
100,000 Sundry Assets 

10,000 Another Asset . . 
Reserve Fund Investment . 

£110,000 

£ 
90,000 
10,000 
!0,000 

£1!0,000 
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Now assume that the asset £10,000 is totally lost and the 
Balance Sheet would now appear as follows-

BALANCE SHEET (No. 2). 

Capital (paid up) 
£ 

. 100,000 Sundry Assets . . . . 
Reserve Fund Investment. 

£100.000 

£ 
90,000 
10,000 

£100,000 

Again, assume that the investment is sold at the stated value 
and the proceeds used in the business. Balance Sheet (No. 1) 
would now stand amended as follows-

Capital (paid up) 
Reserve Fund • 

BALANCE SHEET (No.3). 

£ 
. 100,000 Sundry Assets--

10,000 (£90,000 + £10,000) 
Another Asset . . 

£110,000 

The example reveals these facts-

£ 
wo:ooo 
10,000 

£110,000 

1. Balance Sheet (No. 2) shows that the reserve fund can be 
absorbed and the investment remain: hence the existence of 
the fund is not assured by the investment; 

2. Balance Sheet (No. 3) shows that the investment can be 
sold and the reserve fund remain : hence. the existence of the 
fund is not dependent on the investment ; 

thus leading us to the conclusion that a reserve fund is no less a 
reserve fund, even though it is not represented by investments 
outside the business. Such a course undoubtedly has the effect 
of strengthening the concern, and the advocates of the invest
ment of reserve funds have this in their favour. The respective 
opportunities of making the inv!:}stment and raising the fund are 
sometimes coincident, but merely because of this fact we cannot 
lay down the rule that a reserve fund must or ought to be invested, 
since it has been shown that the fund is no more secure merely 
because there is an outside investment among the assets, that the 
investment of moneys has no connection with the fund raised out 
of profits, and that there are a great number of obvious cases where 
it ought not to be invested. 

Secret Reserves. The " reserve " or " reserve fund " referred to 
in the preceding paragraphs' is disclosed on the liabilities side of the 
Balance Sheet. In certain cases, however, it is contended, rightly 
or wrongly, that although a reserve should be raised, the fact 
should not be disclosed on the Balance Sheet. Such a reserve is 



COMPANIES 129 

termed a "Secret Reserve." . There are several methods adopted 
of creating such a reserve. In particular might be mentioned-

(i) To include the stock-in-trade at a figure less than that which 
is considered its true value with the object of creating a reserve 
such as would be created if the stock were included at its true 
figure and a transfer made out of Profit and Loss Account of an 
amount equal to the reserve required. Care should be taken 
to distinguish such a " Secret Reserve " from a reduction in 
value of the stock made with the object of providing against 
some contingent loss such as market fluctuation. Decision on 
the point as to whether the reduction is a Secret Reserve or not 
is dependent upon the object for which the deduction is made. 
In order to retain the reserve it is necessary to repeat the 
adjustment of the stock from year to year. 

(ii) To create a reserve for bad debts in excess of the amount 
considered adequate to meet the contingency, and show the 
debtors' balance~ in the accounts net, after deduction of such 
reserve. 

(iii) To include in the creditors' balances a reserve created in 
some such manner as debiting the Purchases Account and 
crediting the reserve. 

(iv) To write off out of profits a sum for depreciation in excess 
of the amount required with the object of creating a reserve 
thereby. It is doubtful whether a secret reserve will, as a 
fact, be created by this method, since by a careful analysis of the 
accounts the " secret " might be disclosed. 
Examination by a conscientious person of the " methods " of 

accounting above set forth will, in all probability, be sufficient to 
warrant condemnation. 

Considering the matter in the first place from a purely technical 
standpoint, it must be pointed out that the entries in the books are 
made with the object of deceiving those persons whose right or 
duty it is to inspect or report on the accounts produced from such 
books. Now, wrong accounts cannot be made right merely by 
stating that the object of so preparing them is justifiable or even 
laudable. 

That which is written in books of account should be, if not entirely 
facts, at least an honest attempt at the truth. Creation of a 
secret reserve necessitates entries which are not even fiction. 

Examination of the methods reveals the far reaching effect 
of the erroneous entries. Taking the first one detailed above, 
it will be seen that the creation of the reserve artificially reduces 
the amount and apparent percentage of gross profit, ~hus ma~ing 
it impossible to compare the profits of the year With preVIous 
years, or to use it as a comparison with future yea.rs without a 
number of adjustments. The second method discounts the 

9-{1410r) 
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possibility of estimating the averag~ state of credit of the customers 
of the company, and also artificially gives the impression that the 
credit given to customers is less than is the fact, since the total 
debtors as shown by the accounts show less in proportion to the 
turnover than the actual facts justify. It is conceivable that a 
secret reserve of this character might be used to conceal reckless 
trading in the form of excessive credit-giving. The third method 
gives rise to the same fault as the first, and all three have the effect 
of wrongly stating the amount of working capital available. 

Considering the matter on general lines a practice of publishing 
such accounts suggest:s--

. (i) That, prima fru;ie the directors are not acting towards their 
shareholders with the candour which their office should demand. 

(ii) That, unless the existence of the reserve is disclosed upon 
submitting accounts for income tax purposes, the revenue 
may be deprived of a certain amount in taxation to which it is 
entitled .. 

(iii) That, having admitted the propriety in certain circum
stances of publishing accounts intentionally inaccurate. in one 
direction, it might be difficult to resist a plausible argument 
offered in support of an error in another. 

(iv) That permission to issue incorrect accounts makes absurd 
the whole practice of publication. 

• The practice may, however, possess certain advantages. It is 
certainly a fact that a company whose profits are of a widely fluctu
ating nature may be able, by means of such a fund, to give an 
appearance of steadiness which is, in fact, not the case. Such 
proceedings might benefit those shareholders who, in selling the 
shares, might obtain a price based on the assumption that they 
represent a holding in a steady, instead of a speculative, concern. 
The buyer of the shares may not, however, be quite so satisfied 
with the arrangement. 

Probably the best form of secret reserve is that which is created 
with the object of meeting expenditure, which, if known to 
competitors, might be injurious to the company. 

Reserve Capital. There is a provision in the Act whereby a 
company may, by special resolution, declare that any portion of 
its uncalled capital shall not be called up, except in the event of the 
company being wound up. This reserve capital cannot be charged 
or dealt with by the directors, and only by leave of the court can it 
be converted into ordinary capital. 

If the company has passed a resolution such as this there does not 
appear to be any necessity to make any entries in the books, but 
a note should be made on the Balance Sheet explaining the 
facts. 

The Balance Sheet. The Balance Sheet given on page 134 
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illustrates the usual method of preparation adopted in the case of a 
limited company. 

Attention is drawn to the fact that the assets are stated in an 
order which is the reverse of the conventional method, the fixed 
assets being stated first and the floating assets afterwards. This 
method is adopted in order that the assets side of the Balance 
Sheet may be in conformity with the liabilities side, which, it will be 
noted, is written with the fixed liabilities stated first. 

The form given is made up on the lines of that which was printed 
in the Companies Act, 1862 (now repealed), as the form of Balance 
Sheet to be adopted by companies registered under the Act who 
adopted the model set of Articles of Association given in a schedule 
to that Act known as Table A. It may therefore be considered 
as the only official guide ever issued, since the revised Table A, 
issued in 1906, did not contain any such form. 

The reader must not assume that it is essential for companies 
to adopt such a form as is given. It is a good one, and has the 
advantage of being the one which is the most familiar to the general 
public, and therefore we suggest that it should be adopted in the 
majority of cases, although any form that discloses the true position 
with conciseness may be used. The company is required to cause 
every Balance Sheet issued to be signed by at least two directors, 
or, if there is only one director, then by that director, and the 
report of the auditors shall be attached to or referred to on the 
Balance Sheet. The duties of the auditors are set out in the Act 
in section 113, which requires them to examine the accounts and to 
report whether or not they have obtained all the information and 
explanations they have required, and whether, in their opinion, 
the Balance Sheet referred to in the report is properly drawn up 
so as to exhibit a true and correct view of the state of the company's 
affairs, according to the best of their information, and the 
explanations given them, and as shown by the books of the company. 
A company which adopts the clauses relating to the accounts 
set out in the revised Table A is required to make out a Balance 
Sheet in every year and lay the same before the general meeting 
not more than six months after the date of such Balance Sheet. 
The Balance Sheet is to be accompanied by a report of the directors 
as to the state of the company's affairs, and the amount which they 
recommend to pay away as dividend, and the amount, if any, 
which they propose to carry to a reserve fund. A copy of the 
Balance Sheet and report is to be sent seven clear days before the 
meeting to all persons entitled to receive notices. 

The form of Balance Sheet issued to shareholders is, as a general 
rule, considerably abridged, the information given being exceedingly 
meagre. The excuse offered by directors for the practice is that 
the publication of a fuller Balance Sheet might disclose to 
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competitors information which might be useful to them and 
detrimental to the company. If such is the case, it is difficult to raise 
objection to the practice, but it too frequently happens that this 
practice of abridging the accounts before publication encourages the 
tendency to conceal from the shareholders facts with which they 
ought to be acquainted. This practice appears to be carried to 
extremes, many Balance Sheets which are at present published 
withholding such an amount of detail that it is difficult to extract 
any information, useful or otherwise. We consider that the 
publication of such documents shows an attitude on the part of 
directors which is decidedly unsatisfactory. 

It is suggested that the minimum information which should be 
given is-

1. The value of fixed assets, distinguishing real property from 
personal, in order that an opportunity may be afforded to the 
shareholders to consider the adequacy of the allowance for 
depreciation. 

2. The value of the stock-in-trade as distinguished from debtors 
and cash articles. 

3. The value placed on goodwill and other intangible assets. 
4. The amount of the nominal, subscribed and paid-up capital. 
5. The amount of the debentures issued, with a note of the 

security held, if any. 
6. The amount of the floating liabilities, showing separately the 

amount, if any, due to bankers. 
7. A memorandum of any contingent liabilities outstanding. 
Example. Assuming the facts relating to the X Y Z Company, 

Limited, given in Examples 2 and 3, and in addition that the books 
at the end of the first calendar year are proved by the Trial Balance 
set out on the next page, the accounts will be shown as on 
pages 133 and 134, after making the following adjustments. 

(i) The final stock-in-trade amounted to £42,000. 
(ii) Provision is required for-

(a) Rates owing to date of balance, £100. 
(b) Insurance prepaid, £130. 
(c) Discount on Debtors 3 per cent., and on Creditors 2 per 

cent. Reserve for bad debts, £300. 
(iii) Depreciation to be written off-

(a) 2 per cent. on Land and Buildings. 
(b) 5 per cent. on Furniture and Fixtures. 
(c) 10 per cent. on Machinery and Plant. 

(iv) One-third of formation expenses to be charged against 
the year's profits. 

(v) Advertising charges to be transferred to a Suspense 
Account, one quarter only being written off in the accounts for 
this year. 



X Y Z COMPANY, LIMITED. 
TRIAL BALANCE, 31st Decemlrer, 19., 

Ordinary Share Capital Account . 
Preference Share Capital Account 
Forfeited Shares Account 
Purchases less Returns 
Wages . . 
Sales less Returns 
Discounts . . . . 
Rates, Taxes, and Insurance 
Office Salaries . 
Preliminary Expenses 
General Trade Expenses . 
Bank Interest and Charges. 
Bad Debts written off . 
Sundry Debtors . . 
Land and Buildings (at cost) . . 
Mortgage on Land and Buildings @ 5% 
Interest on Mortgage . 
Income Tax . . . 
Machinery and Plant (at cost) 
Furniture and Fixtures (at cost). 
Advertising Account 
Sundry Creditors 
Bills Payable 
Cash in hand . 
London Joint City & Midland Bank, Ltd. 

:I 

·' 

Dr. 
£ 

130,000 
10,000 

2,500 
1,400 
3,500 
3,600 
2,200 

300 
330 

43,300 
10,000 

300 
2,000 

40,000 
800 

5,600 

120 
4,530 

Cr. 

5&.ooo 
47,600 

5 

124,000 
1,800 

6,000 

75 

22,000 
9,000 

: £260,480 1£260.480 
:~.~ 

Dr. 
X Y Z COMPANY, LIMITED. 

TRADING AND PROFIT AND Loss ACCOUNT from lStb May, 19 •. 
(the date of incorporation of the Company) to 31st December, 19. 

D~~: Jl ! To Purchases, less Re- , I. 
1 

' 1 "· D~~.' :ii : By Sales, less Returns . 
, twns . . , 130,000 , StocK on tldt1d 
1

1 

, Wages • . . i 10,000 ,' -: 
1 

,, Balance; gross pr, fit · 1 1 
earned down 1 26,000 

D~~: Jl ' To Office Salaries . ij 
, Rates, Taxes, anti 

1 , Ge1nne5r~~~p:de' Exps. 
, Discount.c; on Sales 
,. Bad Debts . 
, Bank Int. & Charges ,I 

, Int. on Mortgage • 
Income Tax . 

'' 
0£f~~c~~fd;.- £200.'11 

Machinery & • 11 

Plant • 4,000 
Furniture & 

Fixtures . 40 

,, Amounts written off: 
Preliminary , 

Expenses £1,200 : 

4,240 I 

I 
Advertising I 
Suspense A/c 1,400: 

--I 2,600! -,-

,. Balance net profit '.i!i 20,930 ~-~~ 
carried to P. & L. · 
Appropriation Afc .. I 7,310 1 - 1 

19 ... 1 

Dec. 31 i By Balance b/d . 
" Discounts on Pur~ 

chases 

Cr. 

£ I •·' J. 124 000 _, -
42:ooo: 

£l66,00u, -' 

26,000' 

,,.,1 

i I 

_l_i_ 
~--------~1 £28,240 r-=1 ----', £28,240: -' ,-- :-!-,-



Dr. 
19 .. 

Mar. 1 

X Y Z COMPANY, LIMITED. 
BALANCS SHEET, 31$1 DetembeT, 19 ... 

CAPITAL AND LlABILl'flES. 
Nominal Capital--

{, {. AssE'I'S. £ 
50,000 Ord. Shares o! fl each 50,000 
50,000 S% Cumuhtive fufer-

ence Shares of £! each 50,000 

£100,000 £100,000 

SubsCTibed Capital-
50,000 Ord. Shares of £1 each, 

fully paid • . . . 50,000 
47.600 8% Cumulative l'r<'fer-

enco Shares of £1 each, 
fully paid. . • . 47,600 

-- 97,600 
Forfeited Shares Account • . . 5 
Mortgage on Land and B\illdings 6,000 
Sundry Creditors . • £22,000 · 

Less Reserve for Discts. 440 
--21,560 

Bills Payable . . . 9,000 
Amounts accruing due . 175 

-- 30,735 
Profit and Loss Appropriation A/o 7,310 

Land and Buildings (cost) • 
Less Depreciation, 2% . 

Machinery and Plant (cost) 
Less Depreciation, 10% • 

10,000 
200 

40,000 
4,000 

9,800 

-- 36,000 
Furniture and Fixtures (cost) . 600 

Less Depreciation 5% • 40 

Stock on hand • • . • • 
Sundry Debtors . • . £43,300 

Less Reserve for Bad 

760 
42,000 

Debts and Discount !,590 
--41,710 

Prepaid amounts 130 
--41,840 

120 Cash in hand. • • • • 
u atBauk .... 

Preliminary Expenses • • 
Less Amount written otl. 

Advertising Suspense Account 
Less Amount written off 

4,530 

3,600 
1,200 

4,650 

2,400 
5,600 
1,400 

4,200 

£!41,650 

Assuming that the company at its first Annual General Meeting, 
held 1st March, 19 .. , decided to approve of the directors' suggestion 
that the dividend be paid on the Preference Shares as for a full 
year, and a dividend of 10 per cent. be paid on the Ordinary Shares, 
both less tax at 6s. in the£, also that the sum of £1,000 be transferred 
to a Reserve Account to provide for any excess of income tax 
which may become payable in respect of the profits for the period, the 
Profit and Loss Appropriation Account would appear as follows-

PROFIT AND LOSS APPROPRIATION ACCOUNT. 
£ •. d. £ s. d. 19 .. 

Dec. 31 By Profit and Loss Afc ~ 

Cr. 
s. d. 

To l'r<'ference 
Share Divi
dend A/c •• 
Dividend @ 
8%on47,600 
shares for 
year to S1st 
Dec., 19 .. . 

~ Net profit for period to 
... date 7,310 - -

LAss Income 
Tu@ 6s. 
in the£ 

To Ordinary Sh. 
Dividend Afc 
Dividend @ 

10% on 
50,000 shares 

3,608 

1,082 8 -

for year to 
3!StDeo.,J9, 5,000 

Leu Income 
Tax @ 6s. 
in the£ . 1,500 

n Incortle Tax Reserve Ale 
" Balance carried down . 

2,525 12 

3,500 -
1,000 -

284 8 

7,310 7,810 
19 .. 

Mar. I By Balance brought down 284 8 • 
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~ote should be made of the special method of treating the 
income tax. The payment of £2,000 as shO\m by the Profit and 
Loss Account will be on a provisional assessment only, the practice 
being, in the case of new businesses, to assess the owners on the 
actual profits of the period. It is therefore impossible to determine 
the actual liability until after completion of the accounts. These 
abnormal conditions end as soon as it is possible to arrive at a 
three years' average. 

Debentures. A debenture is a document given by a company 
to persons from whom it has borrowed money as evidence of the 
fact. The document states the sum borrowed, the rate of interest 
and, usually, particulars of the security given, but this last is not 
invariable. As regards security, debentures vary considerably 
according to the extent and nature of the resources of the company. 
A general classification would divide them as follows-

!. .Xa.ked or Simple debentures giving no charge upon the 
company's assets. The holders of such are in the same position as 
the ordinary unsecured trade creditors in the event of the insolvency 
of the company. 

2. :Mortgage debentures giving a charge upon certain or all the 
assets of the company. 

Charges which a company may give to debenture holders are of 
two classes- . 

I. A fi.xed charge or mortgage upon a certain specified asset 
such as land and buildings. The debenture holders ha'\wg such a 
charge are entitled to be repaid the amount which is due to them, 
by way of principal and interest, in the event of a v.-inding-up, 
out of the proceeds of the property charged before such proceeds 
are applied in settlement of the claims of trade creditors. 

2. A floating charge upon a particular class or all the assets 
which the company possess from time to time. The holder of a 
debenture which gives a floating charge upon all the assets of the 
company is entitled to payment of the amount due to him as 
principal and interest out of the proceeds of the sale of the assets 
of the company before the claims of unsecured trade creditors. 
It should be noted that a floating charge may be given to a company 
upon any asset which it possesses or may become entitled to. 
Thus, floating charges have been made upon stock-in-trade, upon 
book debts and even upon uncalled capital. 

Interest upon debentures is a debt payable by the company and 
not, except in very special circumstances where it is provided 
otherwise, dependent upon profits being earned. An issue of 
debentures is not, therefore, part of the authorized capital of the 
company, and no duty is payable upon the amount issued, as in 
the case of an issue of shares. 

Pro-.ision is usu:tlly made in the Memorandum of Association 
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expressly giving the company power to borrow money, and for 
that purpose to mortgage or pledge and in any other manner charge 
its assets. This clause is inserted to remove the doubt which 
may otherwise exist as to whether the company has actually the 
powers required. A limit is also placed upon the extent to which 
the borrowing may be extended, but this is provided for in the 
Articles of Association. A sum borrowed beyond the limit pro
vided may lose the protection of the security offered, in which 
case the sum advanced may be demanded from the company forth
with, and the directors be held liable in damages for any loss 
sustained by the lender. For this reason it is recommended that 
both lender and the directors of the company should, before 
entering into such a transaction, satisfy themselves that the 
company is, in fact, authorized to make the issue. 

Debentures may be given to a single lender to secure an advance 
made by him. In such a case the debenture itself may contain the 
necessary clauses giving a charge upon the assets of the company, 
and the debenture holder will take possession of title deeds and 
similar documents relating to the assets pledged or mortgaged 
as security for the advance. Somewhat similar procedure is 
adopted in the case of a deposit of a debenture or series of 
debentures with a bank to secure an overdraft. 

In the case of an issue. of a series of debentures to the general 
public, or to several private lenders, it is the custom to appoint 
some person or body of persons to act as trustees for the debenture 
holders. In such a case the charge upon the assets is given by a 
trust deed, possession of title deeds is taken by the trustees 
appointed thereunder, and reference is made in the debentures 
issued to the actual lenders to the effect that they are secured by 
the trust deed. In such a case any action which it is desirable 
to take in the interests of debenture holders will be taken by the 
trustees. 

" Debenture '' and " Debenture Stock.'' A certain confusion 
exists as to the relative meanings of the terms " debenture " and 
"debenture stock." One view is that the former refers to the 
document itself and the latter to the amount of indebtedness 
created thereby. There is, however, a prevailing impression 
that the term "debenture" applies to an issue of debentures 
which are only transferable in amounts of the debentures, whereas 
"debenture stock" is transferable in any fraction; the same 
difference, in fact, as exists between shares and stock. The con
fusion in terms is unfortunate but does not materially affect the 
accounts. An issue of debentures has practically the same 
incidence as an issue of shares. Variations arise and it is proposed 
to note these variations, but a full explanation of all the entries 
would be for the most part repetition and is therefore omitted. 

I 
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Debentures, when issued, are usually either payable in full upon 
allotment, or bv certain definite instalments. It is therefore not 
necessary to consider th'e possibility of any uncalled liability on 
the part of the lenders. For the sake of conwnience it is 
suggested, howewr, that in the case of an issue payable by instal
ments Application and Allotment Accounts and Instalment 
Accounts (in place of Call Accounts) be used, so that definite 
information may be available as to the progress of the work of 
collecting the instalments. 

Debentures may be issued either at par, at a discount, or at a 
premium, and may be redeemed, regardless of the an1ount payable 
upon issue, at par, at a premium, or at a discount. It is therefore 
necessary to consider the additional element which is introduced 
bv issue' at a discount. 
·It "ill be noted that, although in an issue at a discount the 

company does not actually borrow the amount of the face value 
of the debenture, it is liable to repay at least the face value. It 
is therefore necessarv to make the Balance Sheet show the true 
liability regardless of the amount raised by the issue. The correct 
method is to credit the Debenture _-\ccount "ith the face value of 
the debentures, debit cash "ith the actual amount received and 
debit a discount on Debentures .-\ccount with the amount of the 
discount. In the Balance Sheet, the face value of the debentures 
"ill be shown as a liabilitY, and the discount, so far as it has not 
been written off out of profits, shmm on the assets side in the 
same manner as prelinllnary e:.\."Penses. 

If debentures are issued at a premium and repayable at par a 
similar method is adopted to that which is used in the case of an 
issue of shares at a premium, the only modification being that the 
profit made by issue at a premium might be legitimately regarded 
as a profit, inasmuch as it is, in effect, a reduction of the interest 
payable. If this \iew is taken it is suggested that the premium 
mav be written to the credit of Profit and Loss Account, in the 
san1e manner as the discount, in the case of an issue at a discount, 
is written off to the debit. 

"nere debentures are issued at par and redeemable at a premium, 
it is suggested that the amount of cash rt>cei,·ed, i.e. the par value 
of the issue, should be debited to cash and credited to Debentures 
Account and the amount of premium which "ill become payable 
upon redemption should be credited to a Premium on Redemption 
Account and debited to a Redemption Suspense Account. Inasmuch 
as the Redemption Suspense Account is in effect the same as a 
discount, the amount will be written off in the accounts in the 
same manner as if it were actuall\· a discount allowed upon issue. 
"nen the tinle comes for redemption, the amount of cash paid to 
the debenture holders "ill be the face value plus the premmm, so 
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that the entries required will be a debit to Debentures Account 
with the face value of the debentures, a debit to Premium on 
Redemption with the premium and a creilit to Cash Account for 
the total sum paid. Examples are given illustrating the entries 
suggested above. 

Example 5· The M N Company issues 1,000 debentures of £100 
each at par payable in full on allotment. 

JOURNAL. 

Sundry Debenture-holders . 
£ £ 

100,000 
To Debentures Account . . . . 100,000 

(For issue of 1,000 Debentures of £100 each at par under 
terms of trust deed dated ........................ in favour of 
Messrs. A & B as trustees for debenture-holders, and 
under prospectus dated ........................................ and as 
per minutes of the Board dated ........................ ) 

Cash . . . . . . . Dr. 100,000 
To Sundry Debenture-holders • . . . 100,000 

(P~~~~: ... ~~~ .. ~:~~.~ ~e;:.)es of £100, each issued I ' 

Example 6. The M N Company issues 1;000 debentures of 
£100 each at 95 payable in full on allotment. 

JOURNAL. 

Sundry Debenture-holders • • Dr. 
Discount on Debentures • 

siooo £ 
5,000 

To Debentures Account . • . . • 100,000 
(For issue of 1,000 Debentures of £100 each at £95 per 

Debenture under terms of trust deed dated ............... . 
in favour of Messrs. A & B as trustees for debenture-
holders, and under prospectus dated .......................... .. 
and as per minutes of the Board dated ........................ ) 

Cash. . . . • • • Dr. 95,000 
To Sundry Debenture-holders • • • • 

(Payment for 1,000 Debentures of £100 each at £95 per 
debenture issued ........................ ) 

95,000 
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Example 7· ... A company issues 1,000 debentures of £100 each 
at 105 repayable at par. 

£ 

I

I £ 
Sundry Debenture-holders . .. Dr .. : 105,000 

To Debentures Account . . 100,000 
, Premium on Debentures Account . . 5,000 

(For issue of 1,000 Debentures of £100 each at 105, re
payable at par under terms of trust deed dated............ , 
in favour of :i\Iessrs. A & B as trustees for debenture- 1 

holders, and under prospectus dated ............................ 
1

.' 

As per minutes of the Board dated ........................ ) 
1 

. Dr. I; 105,000 

. .I 
Cash. • . • . . 

To Sundry Debenture-holders . . 105,000 
@ £105 ~~ 

ir ------------------11 
(Payment for 1,000 Debentures of £100 each 

per debenture issued ................................ ) 

Example 8. A company issues 1,000 debentures of £100 each 
at par redeemable at 105. 

Sundry Debenture-holders • Dr. 
To Debenture Account . 

Redemption Suspense Account . . Dr. 
To Premium on Redemption Account . 

(For issue of 1,000 Debentures of £100 each at par, 
repayable at £105 per debenture under terms of trust 
deed dated ........................ in favour of Messrs. A & B 
as trustees for debenture-holders, prospectus dated 
................................ and as per minutes of the Board 
dated ................................ ) 

£ I £ 100,0GO 
100,000 

5,00i) 1 

5,000 

Cash . . . • . • • Dr. 100,000 
To Sundry Debenture-holders . 100,000 

(Payment for 1,000 Debentures of £100 each at par. 
Issued ................................ ) 

Where debentures are issued gnnng a charge on any of the 
assets of the company, a note should be made in the Balance Sheet 
under the entry for the debentures, describing generally the nature 
of the charge. 

Debentures as Security for Overdraft. It has been indicated 
that debentures are lodged occasionally to secure an overdraft at 
the bank. In such cases varying methods have been found in 
practice of dealing with the transaction. Where the bank have 
in their books treated the deposit of the debenture as securing a 
certain specific sum, then it is suggested that the Current Account 
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at the bank be debited with the amount of the loan and a Loan 
Account credited. In the Balance Sheet it is sug~sted that the 
balance to the debit of the bank on current account be deducted 
from the amount to the credit of the bank on loan account a note 
being made under the entry of the fact that the bank hold 
debentures of the company, specifying the face value of such 
debentures and the general na-ture of the charge created. It will 
be noted that the balance will then show the limit of the security 
held by the bank, the extent of that limit to which the bank is 
prepared to make advances,· and the amount which at the date of 
the Balance Sheet is actually advanced upon the security of the 
debentures, and therefore may be expected to be payable before 
the unsecured creditors. As to whether it is desirable to give 
all this information in the published Balance Sheet is a matter 
upon which the directors will exercise their discretion, but the 
fact that the debentures do exist should be clearly stated in the 
Balance Sheet, as should also particulars of the general nature 
of the charge created. 

Discount and Expenses of Issue. The expense of issue of 
debentures is frequently considerable, and if added to the discount 
on issue will represent a considerable charge which must be written 
off out of the profits. The practice is to write off this expense 
over the period covered by the debentures and the most conven~ent 
method to adopt is to write off an equal sum each year. If, for 
example, 1,000 debentures of £100 each are issued at 90, repayable 
in ten years, the expenses being £2,000, there must be written off 
out of profits an aggregate sum of £12,000 {expenses £2,000 plus 
10 per cent. on the total issue of £100,000), and by this method 
the sum of £1,200 will be written off each year. 

Although this is the most convenient method it should be noted 
that if a provision is made whereby a sinking fund is to be raised, 
or the debentures are to be repaid by instalments, each year will be 
charged with the same sum in spite of the fact that in the later 
years the company ha:s a much smaller sum owing and therefore 
a much smaller benefit from the issue. Assuming a simple case 
such as the preceding one and, in addition, that the issue is to be 
paid off by annual drawings of 10 per cent. of the issue, then it is 
suggested that the debenture expenses should be apportioned 
over the ten years according to the benefit obtained each year. 
This calculation would show that whereas in the first year the 
company owed £100,000, in the tenth year the sum owing would be 
£10,000 only, and therefore the first year would be made to bear 
ten times the expense of the tend\ year, other years being in 
proportion. Details of the calculation are as shown on the 
following page. 
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The amounts owing at the end of each year immeGiately before the 
drawing will be- i 

1st year 100,000 
2nd 90,000 
3rd 80,000 
4th 70,000 
5th 60,000 
6th 50,000 
7th 40,000 
8th 30,000 
9th 20,000 

lOth 10,000 

£550,000 

The accommodatio? pro\ided is, therefore, equal to £550,000 for one year. 
of which £100,000 1s used in the first war. 

The charge in the :first year's accounts will, therefore, be-

100,000 X 12,000 
550.000 

£2,182 approximately. 

An alternative method of calculation may be adopted by use of the 
following formula-
Let e = the e~enses and discount to be written off, 

s = the total issue of the debentures, 
n the number of equal periods of drawings between the date of issue 

and final redemption, 
d the amount of the periodical drawings, 
s = the total amount of debentures at the commencement of the period. 

Then in any period between one drawing and the next the proportions to be 

written off 
n(2s- (n l)d) 

2(i X e) 

By the formula, the above e:tample shows for the first year-

2(100000 X 12000) 2 X 100000 x 12000 £2,182 approx. 
10(2xi0-0000-(9 x 10000)) 10 x 110000 as before 

If there is a sinking fund in operation the same method of 
calculation may be adopted ; and the annual contribution to the 
~inking fund, plus interest, should be regarded as the sum applied 
in repa:-;ment each year. 

An altematiYe mav be instituted in a suitable case. Thus, in 
the case suggested, if there is no prO\-ision for a sinking fund or 
repayment by dra\\IDgs, the debenture liability, net (which at the 
date of issue mav be taken to be the anwunt of cash received less 
the e:>..lJense of -issue), \dl appreciate in Yalue as the date of 
maturity approaches. The rate of appreciation is the percentage 
which is required to increase the net amount to the face Yalue in 
the period of issue, that is, in this case, the percentage required 
to increase £88,000 to £100,000 in ten years. Such a calculation 
will be made in the manner follo\\-ing. 
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Let a = the amount of cash actually received, less expenses of issue, 
b = the amount payable on redemption, 
n = the number of years elapsing between dates of issue a.nd date of 

redemption. ' 

Then the rate per cent. required = 10o(j~-1) 

The rate, therefore, wbich is required in the example is-

100 . 100000 -1 = 1-01285% approx. (14'- ) 
88000 

A comparison of the effect of the methods is given below. 
It should be noted that should debentures be redeemable at a 
premium, such premium on redemption will be treated as a discount, 
and calculations made for annual charge to Profit and Loss Account 
on the assumption that the amount of the debentures issued is the 
amount of cash which will be required to redeem the debentures 
at maturity. 

Dr. DEBENTURE EXPENSES ACCOUNT. Cr. 

1st 2nd 3rd 
Method. Method. Method. 

To Expenses of Issue . 
f f. f. [ 

2,000 By Profit&LossA/c: 
, Discount on Debentures 10,000 1st Instalm't. 1,200 2,180 1,131 

2nd 
" 

1,200 1,972 1,146 
3rd 

" 
1,200 1,745 1,161 

4th 
" 

1,200 1,527 1,176 
5th " 1,200 1,309 1,191 
6th 

" 
1,200 1,090 1,207 

7th " 1,200 872 1,223 
8th 

" 
1,200 653 1,239 

9th 
" 

1,200 435 1,255 
lOth 

" 
1,200 217 !,271 ------

£!2,000 £12,000 [12,000 £12,000 - ,_ 

Sinking Funds. It is the custom to provide some system to 
ensure that there will be funds available for repayment of the 
debentures when the time of maturity arrives. Where provision 
is made for repayment of the debentures by drawings, or by 
instalments, the amounts paid will be credited to cash and debited 
to the Debentures Account. If, however, a sinking fund is to be 
raised, the entries are a little more complicated. The object of 
such a fund is to raise a sum of money by means of payments of 
annual sums to a fund for the purpose of investment until the 
debentures mature, when the investment is sold and the proceeds 
applied in discharging the debentures. To be effective, the sinking 
fund should be sufficient to provide, by the time of maturity,,a 
sum equal to the total debenture issue : this sum is the annuity 
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which will amount, with interest, to the total issue by the date of 
maturity. 

It is necessary to consider the effect of the withdrawal of the 
cash for the sinking fund, from the working capital of the company. 
In order to maintain the balance of working capital in the business, 
it will be found necessary to raise a reserve out of the profits in 
order that the consequent increase in capital will counterbalance the 
amount withdrawn for the purpose of investment in the fund. 
The best method is to reserve an amount equal to the sums paid 
to the fund, and to credit the interest on the investments to this 
reserve instead of the Profit and Loss Account. By this method, 
it will be seen that the reserve will be maintained at the same 
figure as the sum invested. 

In order to avoid the trouble and expense of investing small 
odd sums it is suggested that a Deposit Account be kept at the 
bank, to which account would be paid the instalments on account 
of the fund, together with the interest on the sums invested, until a 

. sufficient amount has accumulated to enable the company or the 
trustees for the debenture holders to make a suitable investment. 
The entries proposed are as follows-

(1) For an instalment paid to the fund
Sinking Fund Deposit Account 

To Cash 
D1'. 

(2) For transfer to the Sinking Fund from the Profit and Loss Account-
Profit and Loss Account D1'. 

To Sinking Fund Account 
(3) For an investment of a sum out of the Deposit Account-

Sinking Fund Deposit Account Dr. 
To Sinking Fund Investment Account 

(4) For interest received on an investment of the Sinking Fund-
Sinking Fund Deposit Account D1'. 

To Sinking Fund Account 
(5) For realization of Sinking Fund investments and application of same 

in repayment of the debentures.-
Sinking Fund Deposit Account 

To Sinking Fund Investment Account 
Debentures Account 

To Sinking Fund Deposit Account 

Dr. 

Dr. 

Example. Assume that a company is required to raise a sinking 
fund of £1,000 per annum and that such sum is payable by two 
equal half-yearly instalments. Also assume the following 
transactions-

19 ... 
June 30. 
July 1. 

Dec. 4. 

Paid to Deposit Account . . . . . 
Bought £500 5% War Loan Bonds to bearer at a cost 

(including all charges) of . . . . . 
Deposit account credited with interest on War Loan 

for half year, less tax at 6s. . . 
31. Deposit Account credited with interest 

Paid to Deposit Account 

£ 
500 

s. d. 

472 10 -

8 15 -
18 

500 - -
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The Ledger Accounts would then appear as follows-
Dr. SINKING FUND INVESTMENT ACCOUNT. Cr. 

Deposit tn~~~ Deposit Amount 
Ae<:ount. Ae<:ount. Invested. 

------
19.,. 

ioo 
$,d. f. $, d, 1917 l. $,d. I. s. d. 

June30 To Cash .• - July I By Contra-
uly I , Contra- ' ' Amount in-

Cost of £500 vested inS% 
5%WarLoan War Loan 
Bonds to Bonds to 
bearer 47210 bearer 472 10 

Dec. 4 *' SinkingFundA/~ Dec. 31 , Balance cfd. 537 3 - 47210 
Interest for i 
year to date 
on 5% War 
Loan Bonds. 8 15 

31 " s~~~!lJ.~~~{~ 18 
" Cash. . . . 500 --------

£1,009 13 - {.47210 £1,009 13 {.472 10 -
19.,. 

Dec.31 · B~t.ooM~~-~ · 537 3 47210 

Dr. SINKING FUND ACCOUNT. Cr. 

Sinking 
Fund Amount 

Inv'stm't. Invested. 
Ae<:ount. ---- -- 1-

l. •• d: f. •• d. Dec. 4 -. r d. l •• d • 
By Int. onWarLoan 8 IS -

31 :; JJ.' &L.DA}':it• 18 -
1000 

£ 1009 13 -

It should be stated that at the close of the sinking fund any 
deficiency must be made up out of the general resources of the 
company, unless a new issue of debenture~ be made. Any profit 
or loss which may arise upon sale of tbe investments, whether the 
sale takes place at the end of the period or during the currency of 
the debentures, should be credited to the Sinking Fund Account, 
if a profit, and debited if a loss, the contra entry being made in the 
Sinking Fund Investment or Deposit Account. A sinking fund 
of this description is in the nature of an accumulating Reserve 
Account, since when the debentures mature they are paid off 
by means of cash realized from the investments, but the sinking 
fund remains to the credit. The effect is to substitute for bor
rowed capital accumulations of profit. The sinking fund here 
discussed is therefore quite different from a sinking fund which 
is raised for the purpose of replacing an asset, since, in the latter 
case, the amount to the credit of the sinking fund is merely an 
accumulation of the charges which are properly made to Profit 
and Loss Account by way of depreciation. On account of the 
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variation in the nature of 'sinking funds, it is suggested that, in 
the Balance Sheet, the appropriate item should be accompanied 
by a note stating the object of the fund. 

The Statistical Books and Records of Capital, Shares, etc. So 
far as we have considered the matter of the accounts of limited 
companies, we have dealt only with those books which form part 
of the usual financial records of the business of the concern. It is 
necessary, however, to keep special records of the transactions 
in the company's shares and debentures, partly to comply with the 
provisions of the Act, and partly because of the need which arises 
of being acquainted with the respective holdings of the members 
of the company. 

The Act requires that a company shall keep the following books-
1. REGISTER OF MEMBERS, in which must be recorded-

(a) The names, addresses, and occupations (if any) of the 
members. 

(b) A statement of the shares held by each member, dis
tinguishing each share by its number. 

(c) The amount paid or agreed to be paid on the shares held. 
(d) The date that each person was entered on the register 

as a member. 
(e) The date that each person ceased to be a member. 

2. REGISTER OF MoRTGAGES AND CHARGES, in which the company 
must enter a short description of the property mortgaged, the 
amount of the charge created, and (except in cases in which the 
debentures are issued to bearer) the names of the persons entitled 
to such charge. 

3. REGISTER OF DIRECTORS AND MANAGERS, in which must be 
entered a list of the persons holding those offices, together with 
particulars of any changes. 

4. ANNUAL LIST OF MEMBERS AND SUMMARY BooK, containing 
copies of the "Annual Return." Copies of this return are given 
later, for private companies at page 163, and for public companies 
at page 167. 

5. MINUTE BooK, in which all proceedings at the meetings of 
the company must be recorded. 

In addition it will be found convenient to keep one or more of the 
following books as circumstances require-

1. APPLICATIONS AND ALLOTMENTS BOOK, showing in detail the 
amounts received from applicants, the number of shares allotted, the 
amount payable on allotment, and the amount subseq~en~ly paid, 
also the amount repaid to those persons whose applications are 
rejected. This book will be found useful as a posting medium in 
writing up the register of members, which is, in reality, the Share
holders Ledger. The form of Applications and Allotment Book 
is given, and it will be noted that although the details are poste9-

to-(t4tOv) 
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'into the Shareholders Ledger, the totals !U"e posted into the financial 
books. This · course followed throughout will ensure that the 
statistical records of capital are in agreement with the books of 
account, which is, of course, most important. 

2. CALL BooK. This book is used for making a detailed record 
of the amount of the call in the same manner as the Applications 
and Allotments Book, and contains a detailed record of those 
transactions. The form of ruling is given on page 148. 

3. RE.GISTER oF TRANSFERS. This book takes the same place · 
in the statistical records as a Journal. The form is given on page 
149. ' 

We add a set of transactions in connection With the issue of shares 
assumed to have taken place in connection with the company 
mentioned in Example 2. The reader is invited to compare the 
records made in the financial books as set out on pp. 112-115 with 
the following records. 

The various forms are given, with the section of the Act referred 
to, which demands their completion and filing with the Registrar, · 
and it is expected that the forms themselves taken with the 
remainder of the example will suffice. 

We also add the Annual List and Summary in the form for private 
companies, assuming facts as given in Example 1. 

Assume that the following applications were received for 
Ordinary Shares in the X Y Z Company, Limited. (See Example 1.) 

Ordin- Pre-
ary. ference. 

1. GeorJe Robinson, 299 Ashley Road, Rowdon, Cheshire, 
Managing Director • • • • . 

2. William Smith, 85 Moorgate Street, London, E.C., 
30,000 16,000 

Chartered Accountant • • • • 750 500 
3. Mary Jones, 127 Hi~jh Street, Llanelly, Spinster 
4. Henry Brown, 82 King Street, Manchester, Solicitor 
5. William Tumer, "The Gables," Knott End, Fleet-

wood, Gentleman • • • • • 

50 . 100 
200 1,000 

24,000 30,000 
6. Thomas Johnston, 90 Church Street, Manchester, 

Merchant · • • • • , • 7,000 
7. Hany Evans, E. Manchester, Chartered Accountant 780 

£62,780 £47,600 -
Allotments were made in full on applications Nos. 1, 2, S, 4 and 6. 

Allotments of Ordinary Shares to the extent of 50 per cent. in respect 
of application No. 5, and application No. 7 was rejected and the 
amount repaid. · 

All applications for Preference $hares received allotments in 
full. 
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The call on Ordinary Shares of 15s. per share was paid in full 
with the exception of Mary Jones whose shares were forfeited. 

The shares were registered in the name of Henry Brown 
(applicant No.4) who paid 17s. per share. 

Transfers- · 
July 5. William Turner to George Robinson: 4,000 shares-5s. called and 

paid at Ss. 3d. per share. 
Oct. 2. Henry Brown to George Robinson :-100 shares 20s. called and Ss. 

paid at Ss. 3d. per share. 
Nov. I. George Robinson to Thomas Renshaw, 36 Thomas Street, Man

chester, Merchant: 100 shares fully paid at 25s. per share. 
Dates-

Of applications, 1st June, 19 .. 
,. allotments, 21st June, 19 .. 
,. call, 30th September, 19 .• 

Of forfeiture of shares, 30th Nov., 
.. re-issue of forfeited shares, 31st 
· December, 19 .. 



CALL BOOK. 
PIR&'I' AND FrNAL CAt.L 011' 111. Pn SJrARB MADB 30rH SuTns»BR, 19 •• , PAYADLB tronTHWJTJt1 MAKIHG SnAREs FuLLY PAm. 

Fol.ln Shares acquired I ~.:/',!"" 
Amount 

Reg- No, with Paynble 
Name. Address. Occupation. l!ncr of Amount Call Liability. 

IDa~. 
Amount Liability. on 

of Shares of. Call. No.of,,A~ paid. ,---
Shares 

Mcm- held. Amt.of for-
hers. Sbates Liability. Liability. fel~. 

[34,000 
l. ~] i •. d. 

"~ ~~~- l. •• tl. £ ..... 
.~go 29~! Road, Bowdon, Managing l 2S,SOO Oet. 2 155 

Director 

" " 
For shares transferred from Henry Brown 1 100 75 - -

mltb,Wililam 
(No.4) 

Charteccd 2 750 IC 35 Moorgote Slrcot, London, 562 10 - .. 30 562 
B.C. Accountant , 

ODell, Mary 125 High Street, Llanelly Spinster 3 50 31 10 Nov. 30 31 10-

B <Own, Henry 82 King Slrcot, Manchester Selic! tor " 200 150 - - Oct. 2 75 -
For shares transferred to 100 75 

umer, Wililam 
George RobiDIOJl (No. I) 

5 6,000 u Tho Gables/' l{nott End, None 8,000 - - .. 12 6,000 - -
olmaton, n.omaa SO ~:lrcot, Mancheste. Merchant 6 7,000 5,250 - .. 6 5,250 -

T 

-----;--- - - ~7,4112 ;_ -- - --50,000 31,SOO - - 100 15 100 75 31 10--- -



REGISTER OF TRANSFERS. 

i···l TRANSFEROR. TRANSPERl!:E, r No. of Distim:th'4 Nos.Ji 
Date, Trans-

I I 
~ Shares Remarks. I l\F~.m Fol. in ' Trans-

From, \ To. II fer. Name~ Address. Occupation. ~eg- Name. Address. I Occupation.j ~::r: I ferred. 
I JStec. 

J!fi7·sl 'j Turner, " I I 
I 

-r~~,., 1 " The Gables1 " None 5 Robinson, 1299 Ashley Road, Managing I 4,000 31001 

I ~B~=m 
Knott End, Fleet- I George Bowdon, Cbeshlre Director l Price 5/3 per sh. wood 

Oct. 
2' 

2 82 King Street, Solicitor 4 .. JJ u ,. 1 100 30901 31000 20/- called 
Henry Manchester 5/- paid 

I 
. Price 5/3 per sb. 

Nov. 1 3 Robinson, 299 Ashley Road, Managing I Renshaw, 36 Thomas Street, Merchant 7 100 30001 31000 I ~ri~ fsi~ per sb. George Bowdon, Cheshire Director Thomas Manchester ... 
" 

30 - Jones, 
Mary 

127 High Street, 
LlaneUy 

Spinster 3 Forleited Shares Account 8 50 30751 30800 For shares for-
feited as per 
minute dated. ... 

201- called 

I 
5/- paid 

Dee. 31 - IFod,;W~o~A-< 8 Brown, 82 King Street, Solicitor 

I 
4 50 30751 30800 j Re-issue of for-

Henry Manchester I feiled sha~ as 

I 
fully paid as per 
minute dated .... 

Price 17/- persh. 
I ' 



Sa:..tlm REGISTER 

GEORGE ROBINSON, 299 AsllLEY RoAo, BowDoN, CHESHIRE, 

DlrecJor. 

SnARE~ ACQUlltED : CASH PAYABLE ON SHARES: 

.., 
'".: No.ol Distindive Nos. Total ~.g -~ i.g Date :B ]* Date. Shares Amount of Description Fol. .. ~ Total 

Z::!l a~ 
ac- i~Z called up Call. of Payment. ~; Amount. 

it3. quired From To on Shares. 
< <~ ---- - ---

19 .• {. s. d. 19 •• '·d. £ '· 4. 1 June21 30,000 1 30000 - 7,500 June21 Application& 
Allotment. I 5 - 7,500 --

I July 5 4000 31001 35000 5 1,000 -
25,500 

-l=: 
First and 1--1-·· 
Final Call. 1 15 25,500 - _I 

2 Oct. 2 100 30901 31000 4 100 Liability on 

_I Shares ac· 
quired under 
TransferNo.2 1 15 75 - 1--- ---r-

34,100 134,100 

l 1130000 J ...; 34,000 BaJa nee )bid .• . 34,000 31001 35000 

2, WILLIAM SMITH 35 MooRGATE STREltT LoNDoN E.c. 

I 
19 •• fs, l~iild 19 •• $. tl. f. •·I•·! 2 June21 750 30001 30750 - June21 AXIl~~~~~ ~:.:: 1 5 - 187 

562 ito Sept.ao First & Final 
Call • I 15 - {.562 101-

-~- {.750 i 

I 

3. MARY JONES, 125 HJGH S'rlW<T, l.J.ANEIJ.Y, .I 

19 •• 

~ 
I 

£12 'j ... s. d. 

~· 3 June21 30751 30900 -I 10 Juoe21 All!~;!~~~ 1ol I 5 -

I 
37 :. Sept.30 First & Final 

10! Call • • I 15 -
I 

4. HENRY BROWN, 62 KING STREET, MANCH:BSTER, 

Soli<ilor. 

I 
19 .. 

£50 
$,d. 19 .. $, d. l . .. 

4 June21 200 30801 31000 - - June21 Application& 
Allotment 1 5 - su - . ----Re-issue - 150 - Sept.30 First & Final 

of shares Call • 1 !5 - 150 - . 
forfeited, Dec.SI 50 30751 30800 8 50 - !- -

'250 {.250 - -
Balance b/d • .~ 30751 30900 ..; £150 -

lSQ 



Date of Entry as a member ___ 21st Jwru, 19. ·---
Date of ceasing to be a member 

DtSCB..UGE OF Ali:Oti}t."T PAYABLE ON S.BARE.S. 

Date 
of 

Call. 

19 .. 
June 21 

Sept. 30 
" 30 

SR.ARES DISPOSED OF : 

Date of Entry as a member ___ 2!st ]u1111, !9,. ___ _ 
Date of ceasing to be a member ____ _ 

Sept. 30 Oct. 30 Co5b. 
i-----1 

Date of Entry as a member ___ 2lsl June, 19. ·----
Date of oeasing to be a member __ 30tls N<r.>ember, 19 .. __ _ 

19.. 19 .. 
June 21 June 1 (;o5h. 

.. 30 

Sept. 30 :\ov.30 ~I c;;[[;.~;.-;;-j 

Da:C of Entry as a member ___ 2tst '"""• 19 .. __ _ 

Date of ceasing to be a member 

Liabilitv on 100 
Shares dis
posed of under 
Transfer No.2 
Cash • • • 
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WILLIAM TURNERJ u TH:S GA»LES ,, KNOTT END, FLEETWOOD 
G., r-an. 

SHARES ACQUIRED : CASH PAYABLS ON SHARES: 

"" ~~ 
No. of Distinctive Nos. ~-~ Total fi o5 Date 

·8 Date. Shares Amount of DESClUPTlON Fol. Total 

~~ ~~ ac-
~~ called up Call. OF PAYlltENT. 

'~ 
Amount. 

quired. From To on Shares. 

- - ---- -- ---
!9 .. {, s. d. !9 .. £ s. d. 

5 June2! 12,000 31001 43000 1- 3,000 June21 Application& s. d. 
3,000 Allotment . 1 5 - - -

6,000 - Sept.30 First &Final 
Call 0 I 15 - 6,000 

1-
/£9,000 --

I~ -
Bala nee b/d 0 0 8,000 35001 43000 v 8,000 -

THOMAS JOHNSTON 90 CHURCH STREET MANCHESTE~ . 
Mercluanl 

19 .. 
1Jso i~:/4· !9 .. So d, £ •. d. 

6 June 21 7,000 43001 50000 - June 21 
A All~:~:~~ I 5 - 1,750 - -

5,250 Sept. 30 First&Final ' [!5,250 Call 0 1 15 - - -
7,000 [{,7,000 

7. THOMAS RENSHAW, 36 THOMAS STREET, MANCllESTER, 
Mmhanl 

19 .. {, 

~r 
'·d. f. '· d 

3 Nov. 1 100 30901 31000 I 100 

FORFEITED SHARES ACCOUNT. 

19 .. £It· 19 .. So tl. £ .. ' 
For· ~ov. 30 50 30751 30800 3 50 -
teit~ 

--1-ure --



Date of Entry as a member ____ _2lsl ]uiU, 19. ·----
Date of ceasing to be a member ____ _ 

DISCHARGE OF AMOUNT PAYABLE ON SHARES, SHARES DISPOSED OF. 

Due 0~ Date of 1 ~o. of' Distinctive N as • Total. 
Date Date 

NATU!<E OF 
I Fol. 

Entry I Shares .Q 

.~~;~, of Dis· 
DtSCKARGE. 

Amount. d~ 
T..'!s-1 ~~~~:' .;: 

Call. charged. z~ From To !-< fer. 
---'-

19 .• 19 .. {. s. d. 19 .• £ s. 4. 
June 21 June I Cash. I 1,200 - I JulyS 4,000 31001 3.5000 I 1,000 - -

" 
22 

" " 
1,800 - Bal. c/d . 8,000 35001 43000 v' 8,000 -

Sept. 30 Oct. 12 Cash. 
" 

6,000 -
1-
12,000 £9,000 - -
== 

I 

Date of Entry as a member ___ 21st ]u114, 19. 
Date of ceasing to be a member _______ _ 6. 

;;:: I" I~ &so 

~~l 
I 19 .• 

I 

£ s. d. 
June 21 I June I Cash. • . . I 

I 

! 30 " • • • . " 
1,400 

Sept. 30 I Oct. 6 I Cash. . . . I £5,250 

I 
' I 

I 

Date of Entry as a member _____ lst November, 19. ·------
Date of ceasing tn be a member ____ _ 7. 

il 

Date of Entry as a member _____ _ 
Date of ceasing to be a member _______ _ 8. 

1 Dec.'s! £ I '·I~ Re· 50 30751 30800 4 £50 
'ssue i-
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STATUTORY ~EliNG AND STATUTORY ~ORT 

SECTIONS 61) and li4 ol THE COMPANIES (CONSOLIDATION) A.CTt lDOS. 
· 65,-(1) Every Company Limited by Shares and registered on or after the First 

day of January Nineteen Hundred and One shall, within a period of not less than 
one month nor more than three months from the date at which the Company is 
entitled to commence business, hold a General Meeting of the Members of the 
Company which shall be called the Statutory Meeting. 

(2) The DirectOI$ shall, at least seven days before the day on which the Meeting 
is held, forward a report (in this Act called " the Statutory Report ") to every 
Member of the Company and to every other person entitled Ullder this Act to 
receive it. 

(3) The Statutory Report shaU be certified by not less than two Directors of the 
Company, or, where there are less than two Directors, by the sole Director and 
Manager, and shall state-

(a) The total number of Shares allotted, distinguish~ Shares allotted as fully 
or partly paid up otherwise than in cash, and statmg in the case of Shares 
partly paid up the extent to which they ~e so paid up, and in either case 
the consideration for which they have been allotted; 

(b) The total 8.1IIount of Cash received by the Company in respect of all the 
Shares allotted, distinguished as aforesaid ; 

(c) An abstract of the Receipts of the Company on account of its Capital, 
whether from Shares or Debentures, and of the payments made thereout, 
up to a date within seven days of the date of the report, exhibiting under 
distinctive headings the receipts of the Company from Shares and Deben· 
tures 'and other sources, the payments made thereout, and particulars 
conceming the balance remaining in hand, and an account or estimate of 

. the Preliminary Expenses of the Company ; • 
(d) The names, addresses, and descriptions of the Directors, Auditors (if any), 

Managers (if any), and Secretary of the Company ; and 
(e) The particulars o! any Contract the modification of which is to be submitted 

to the Meeting for its approval, together with the particulars of the 
modiftcation or proposed modification. 

(4) The Statutory Report shall, so far as it relates to the Shares allotted by the 
Company, and to the cash received in respect of such Shares, and to the receipts 
and payments of the Company on capital account, be certified as correct by the 
Auditors, if any, of the Company. 

(5) The Directors shall cause a copy of the Statutory Report, certified as by this 
section required, to be filed with the Registrar of Companies forthwith after the 
sending thereof to the Members of the Company. 

(6) The Directors shall cause a list, showing the names, descriptions, and 
addresses of the Members of the Company, and the nwnber of Shares held by them 
respectively, to be produced at the commencement of the Meeting, and to remain 
open and accessible to any Member of the Company during the continuance of the 
Meeting. 

(7) The Members of the Company present at the Meeting shall be at liberty to 
discuss any matter relating to the fonnation of the Company, or arising out of the 
Statutory Report.- whether previous notice has been given or not, but no resolution 
of which not1ce has not been given in accordance with the Articles may be passed. 

(8} The Meeting may adjourn from time to time, and at any adjourned Meeting 
any resolution of which notice has been given in accordance with the Articles, either 
before or subsequently to the former Meeting, may be passed, and the adjourned 
Meeting shall have the same powers as an original Meeting. 

(9) If a petition is presented to the Court in manner provided by Part IV of this 
Act for winding up the Company on the ground of default in tillilg the Statutory 
Report or in holding the Statutory Meeting, the Court may, instead of directing 
that the Company be wound up, give directions for the Statutory Report to be liled 
or a Meeting to be held, or make such other order as may be JUst. 

(10) The provisions of this section as to the forwarding and ftling of the Statutory 
Report shall not apply in the case of a Private Company. 

114.-(1) Holders of Preference Shares and Debentures of a Company shall have 
the same right to receive and inspect the Balance Sheets of the Company and the 
Reports of the Auditors and other Reports as is possessed by the holders of 
Ordinary Shares in the Company. 

(2) This Section shall not apply to a Private Company, nor to a Company 
registered before the First day of July Nineteen Hundred and Eight. 
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~e':-t":;~:t:f ~ ................ 234,381 ............... . [Form No. 46. 

"THE COMPANIES ACTS, 1908 to 1917." 

lttport 
(P11rsuant to Section 65 of The Companies 

(Consolidation) Act, 1908) 

OF 

X Y Z Company 

LIMITED. 

To be certified by not less than two Directors, ·or by the sole Director and Manager 
where there is only one, and forwarded at least seven days before the Statutorv 
Meeting to every Member and Debenture Holder of the Company, and to be filed 
with the Registrar of Companies forthwith after it is so forwarded.-Section 65, 
Sub-Sections 2, 3, and 5, and Section 114 of The Companies (Consolidation) Act, 
1908. (See last page of this Form.) 

• Here state 
" as fully paid 
up" or u as 
paid up other· 
wise than in 
cash to the 
extent of 
per Share." 

t See Com
panies (Con· 
soiid:ttjon 
Act, 1908. Sec· 
lion 65 (31 (cl 
on back hereof 

Ia) The Total Number of Shares allotted is ........ 97,600, ....... . 
the whole of which ........ Shares ........ are allotted* payable in cash. 
In respect of 50,000 Ordinary Shares allotted as part of the 
above issue, there has been called up and paid the sum of 5s. 
per share, and in respect of 47,600 7 per cent. Cumulative 
Preference Shares, remainder of the above issue, there has been 
called up and paid the sum of 7s. 6d. per share. 

(b) The Total Amount of Cash received by the Company in 
respect of the Shares issued wholly for Cash is ........ £30,350 . ....... . 
and on the Shares issued partly for Cash is ........ £nil... .... . 

t (c) The Receipts and Payments of the Company on 
Capital Account to the ........ eighth ........ day of ............ August ........ , 
19 •. , are as follows-

PARTICULARS OF RECEIPTS. 

A mounts l'eceived 
on Application , 

62,780 01'dinary 
Shares @ Is. 
per share 

£ s. d. 

3,139 - -
47,600 Preference i 
Shares @ 2s. 6d.: 
per share • . 1 5,950 - -

A mounts received I 

on Allotment : i 

50,000 Ordinary i 
Shares • • ,I 9,400 - -

47,600 Preference 1 

Shares • . j11,900 - -
--:--

'130,3891-
.~1=1= 
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PARTICULARS OF PAYMENTS. 

A mounts repaid to 
applicants for 7 80 
Ordinary Shares, 
to whom no allot
ment was made 

£ s. d. 

39 - -



The following is an Account (<W Estimate of) the Prelimiitary Expenses 
of .the Company-

Estimated Stamp Duties and Fees on Registration, includ-
ing Forms, etc. . • • . . . • 

Cost of Issue and Advertising Prospectus 
Solicilf>rs' and Accountants' Charges . 
Stamp Duties and Fees on Agreemerz,ts 
UnderwriteYs' Commission • . . . • . 
Cost of holding Statutory Meeting, Seal, Books, Certificates, 

and Sundries • • • • • • • • 

£ s. a. 
286 
400 

1,000 
201J 

1,000 i 
I 

116 - I -

£3,000 '-=-'= 
(4) Names, Addresses, and Descriptions of the Directors, Auditors (if any), 

Managers (if any), and Secretary of the Cotnpany-

Surname. Christian Name 

Robinson George 

TurneY William 

Johnston Thomas 

Surname. 

WUliam 

DIRECTORS. 

Address. 

299 Ashley Road 
Bowdon, Cheshi'Ye 

" The Gables," 
Knott End, Fleetwood 

90 ChU'Ych Street, 
Manchester 

AUDITOR. 

Address. 

36 Moorgate Street, 
London, E.C. 
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Description. 

Managing 
Direclf>r 

Gentleman 

Merchant 

Deseriptioo. 

Chartered 
Accountant 



MANAGER. 

Surname. Cbristian Name. Address. Description. 

Robinson Gecwge 299 Ashley Road,. 
Bowdon, Cheshire 

. 

SECRETARY. 

Surname. Christian X am~. Adlress. Description. 

Evans Harry E. Manchester Chartered 
Accountant 

(e) Particulars of any Contract the modification of which is to be 
submitted to the Meeting for its approval, together with the particulars of 
the modification or proposed modification-

None 

'Ume bereb\2 ~ertif\2 tbis 1Report. 

................ George Robinson ................ J Two 
. . Directcws, ................ W1llJam Turner ............... . 

3 bereb\2 ~ertif\2 that so much of this Report as relates 
to the Shares allotted by the Company and to the Cash received in 
respect of such Shares and to the Receipts and Payments of the 
Company on Capital Account is correct . 

................ William Smith .................... J 
Auditor . 

................................................................ 

Dated the ........ l5th ........ day of... ............. August ................ , 19 .. 
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REroRN" oF ALLonmNTs 

SECTION 88 OF THE COMPANIES (CONSOLIDATION) ACT, 1908, 

88. (1) Whenever a Company Limited by Shares makes any allotment of Its 
Shares, the Company shall within one month thereafter file with the Registrar of 
Companies-

(a) A return of the allotments, stating the number and nominal amount of the 
Shares comprised in the allotment, the names, addresses1 and descriptions 
of the allot tees, and the amount (if any) paid or due ana payable on each 
Share; and 

(b) In the. case of Shares allotted as fully or partly paid up otherwise than in 
cash, a contract in writing constituting the title of the allottee to the 
ailotment together with any contract of sale, or for services or other 
consideration in respect of which that ailotment was made, such con· 
tracts being duly stamped, and a return stating the number and nominal 
amount of Shares so allotted, the extent to which they are to be treated 
as paid up, and the consideration for which they have been ailotted. 

t2) Where such a contract as above mentioned is not reduced .to writing, the 
Companr shall within one month after the allotment ftle with the Registrar of 
Compan1es the prescribed particulars of the contract stamped with the same stamp 
duty as would have. been payable if the contract had been reduced to writing1 and 
those particulars shall be deemed to be an instrument within the meaning or The 
Stamp Act, 1891, and the Registrar may, as a condition of filing the particulars, 
require that the duty payable thereon be adjudicated under Section Twelve of 
that Act. 

(3) If default is made in complying with the requirements of this section, every , 
Director, Manager, Secretary, or other officer of the Company, who is knowmgly a 
party to the default, shall be liable to a ftne not exceeding Fifty Pounds for every 
day during which the default continues. 

Provided that, in ease of default in filing with tbe Registrar of Companies within 
one month after the allotment any document required to be filed by this section, 
the Company, or any person liable for the default, may apply to the Court for 
relief, and the Court, if satisfied that the omission to file tbe document was acci· 
dental or due to inadvertence or that it is just and equitable to grant relief, may 
make an Order extending the time for the filing of the document for such period 
as the Court may think proper. 
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~!t~a:' ~ ................ 234,381 .........•...... 
[Form No. 45. 

"THE COMPANIES ACTS, 1908 to 1917." 

lttturn of g:uotment~. 
OF 

........................................................ X Y Z Compa11y ........................................... . 

LIMITED, 

made the .... 21st .... day of....]une .... , 19 .. 

l\Iade pursuant to Section 88, Sub-Section 1, of The Companies 
(Consolidation) Act, 1908. 

(To be tiled with the Regist<ar of joint Stoci< Companies within one month after the Allotment 
is made.) 

• Number of the ........ Ordinary ........ Shares allotted 
payable in Cash • • . • • • .... 50,000 .... 

• Number of the ........ Prefe,-ence ........ Shares allotted 
payable in Cash • • • . . • .... 47,600 .... 

• Nominal Amount of the ........ Ordinary ........ Shares 
so allotted . . • • • • • £ .... 50,000 .... 

* Nominal Amount of the ........ Preference ........ Shares 
so allotted . • • • • • • £ .... 47,600 .... 

* Amount paid or due and payable on each such 
........ Ordinary ........ Share . . • • £ ...... 5s . ...... 

• Amount paid or due and payable on each such 
........ Preference ........ Share • • • • £ .... 7s. 6d ..... 

Number of Shares allotted for a consideration ) N 
other than Cash • • • . . • S .... one .. .. 

Nominal Amount of the Shares so allotted • £ .... None .. .. 
Amount to be treated as paid on each such Share £ .... None ... . 

The Consideration for which such Shares have been allotted 
is as follows-

................................................ NOM ................................................... . 
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NAJIIES, ADDRESSES, and DESCRIPTIONS ol the Allottee& ol Shares In 

SURNAME. CHRISTIAN NAME. ADDRESS. 

Robinson GeiYige 299 Ashley Road, Bowdon, 
Cheshire 

Smith W;lliam 35 MoiYigale Street, London, 
E.G. 

Jones Mary 126 High Street, Ll.anelly 

Brown Henry 82 King Street, Manchester 

Turner William "The Gables;'' Knott End, 
Fleetwood 

Johnston Thomas 90 Church Street, Manchester 

Evan Harry E. Manchester 
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................................................ X Y Z Company, .................................... Limited. 

DESCRIPTI0:". 

Managing Director • 

Chartered Accotmlaat 

Spinster 

Solicitor 

Gent!emal! 

A!erchant 

Chartered Accountant . 

,. L~ f I " "· f I ::-lumber of n "'"' umucr o I ~. um....::~ 0 Defe...-re i or 
r refer;n•e ~.ures. Orch.narv snares , F.mnj~rs· s,u.res 

:.!btte·.l. I a.L1ot:ed. j all•)tt<:-1.. 

16,000 

500 750 

50 

1,000 200 

30,000 12,000 

7,000 

100 

' 

47,600 50,000 

Sigltature ............ Harry E. Evans .. . 

Dale ........ ]u11e 22nd ........ , 19 .• 1 Officer ................ Secretary .............. . 

161 
11-(HIOF) 



.\:\XL\.L LisT A:\D Snm.-\RY 

~PRIT.UE CO liP .1..\1:; :Form ~o. 6A. 

2"e"rt";J::f f ........ 200,000 ....... . 

"THE CG.:\IP.\..'\IES .\CTS, 1908 to 1917 .. " 

FOR)I E 
.-\.5 ~uireJ b\· Part II ·:d 

- . Act. l:),•S 
{Con::;uliJ.ltivn) 

Summary of Share Capital & Shares 
OF 

Jolm Brou. n (1917) 

LIMITED, 

made up to the ........... ilzirlv-firsL ......... da\· oL ............ _lJarclz ........ , 19 .. - - , 
(Being the Fourteenth Dav aft~r the dati' of the First Ordinary General 

· lleetinl!' in 19 ..• ). 

Xominal Share Capital, d:;:;.~~~"-~{0* 1 _1::!.0(10_ J Shares of C { :=:T.:::::-.::-=-ea-;,h 
_____ \[a rei! ____ • I;} • . • • • • - • Ill,\~:><) 

Total Xumb.-r of Shares .tak~. up* to the __ 31st_d.ay oil _____________ _ 

(Will.:h number m\!.St a.,.r:ee wi:h the Toul <'>own in the List ao helj by 
tx.I3tu::.§: l[c.::J.~fi) --

X umber of Shares i~sue-d suh)~Ct to pavment wholl> in Cash ·------::! ------
Xumb<'r of Sharc> issue-d as iullv paid up otherwise than in Cash_ ____ 9,9:!$ -----
X umber of Shares issued as panh· pd.l.d up to the extent oi ~ \'· 

__________ per Share othennse thd.Il:m Cash . . . ~ ----- vll<' 

tThere has b<'en calle-d up on each oL __ 2 ___ Shares • 1 

!Total :.\mount of '(.ails wC.:i,-ed, P~;-me;ts on 
Ap;:>lication and .-\ilounent . . . . . . £---- 2 

Total .-vnount (ti an,-) agree-d to be considere-d as paid on} 
__ 9.9:!S __ Shares which ha,·e b<'en issued as iully paid up_ £ ____ 9.9:!$ ____ _ 
otherwise thm 1n Ca5.h . . . . . . 

Total .-vnount !if art\'1 agree-d to be cunsidere-d as paid on f 
__ Shares which haw b<'en issu;,d as partly paid up to £ ____ Sane ____ _ 
the extent oi_ ___ per Share . . . . . . 

Total .-vnount of C.1l!s unpa.td . £-----"'"'" -----
Total .-vnount (ii a;;y;' of sun:tS paid b,, "-a,- of Commission~ 
~is~~:~\~.~c:~~.,~~e ~rt~~~~~owe-d. by ~-ay o! I£---- So•u ____ _ 

T·nal .-vnount (if "-'lYI paid on § _____ Sh-ares forfeite-d . £ ____ .\'-.m~ 
Total .-vnount of Shares and Stock lor which ShareS Shares £ ____ So•u 

\Yarrants to &?arer are outstandmg . . ( Stvck £ ____ Scm~ -----
Total .-vnount of Share Warrants to B~a<erl Issued . £ ____ So•u -----

issued and surrendered respecti\·dy Slllce 
date of last s~- . - . . Surrendere-d £---- s OM 

Xumber of Shares or .-vnount of Stock~ XumiKroiShares£ ____ .\'on" 
comprised in each Share Warrant to 
&arer . . . . • .-vnount of Stock £---- SoM 

Total .-vnount of Debt due from the Company in _res_pect of~ 
·all ~Iongages and Charges \\·hich are reqrnred (or. in the 
ca.<e of a Cornpanv r.;gi>tered in Scotland, "·hich. if the 
Compan> h.1d b<'en registere-d in Engl=d. would be ·£----Son<" 
require-d! to b<' register __ e-d with the Registrar oi Companin., 
or which wvu}d reourre registration J.i created aiter tht: 
Fir>t day of July, Jil.:•S ··· • • • ., 

~OTE.-Banking Compani~>s mllll"t add a List ot all their Plat~s of Business. 
• Jr~t r:...nt art S~ra of i:flt'¥!"'.1 b•:.is ,y .1tr.'-..,.,,..li (e.g_ Pu .. :"ac•tu diU Ori~·,....lJ"!, ()If' {It) .u...i £5\ 

S:..J;I! rice JllkJ'i:<rS d~J J'l.•:":-1'"...:1; :.l;:..,es SC'NF:J,iC;L 

t n·.;:l'l".! tal'i?l:i.S a""-.f~a'tt.s iut~ but. c.1.~:(..i . ... :tUn v~~ SiwTa t"f J,"j~~.: !:ir..Js, s::..:u.t :i-.nr. s.t'f..u.I.uJ.y. 

f i~~~~~ti-~7~.U:~~~;~;'j ~";J;;j;,~:(1~:i\if :!:.r- exi~H:g s,..u~. 
fiir The Retnm lllliSt be signe4, at the End. by the !llaDanr co: Secretaty of the Comp&llf. 
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List of Persons holding Shares ln .................... Jol# Bro- (1917) ......... ~. 
on the ........ thirly-firsl ........ day of... ............. March ................ , 19 .. , and ol ....... . 
Return, or (in the ease of the flrst Return) ol the incorpontlon ol the 
Sbares so held, 

Folio 
in Reei'tet 

Ledger 
C<!Utaining 
Particul= 

1 

2 

I 

I 

I 
•j 

SuRNAll&:. 

.. 
Brown 

Brown 

NAMES, ADDRESSES, A.\'ID OCCUPATIONS. 

I OccUPATION. 
CHFUSTL\N 

NA.>ll!:. 
AnDRUS.. 

l 
John 2600 C"M~r Road, 

Old Trafford, Manciur~ 
Effll_, 

Amelio. ditto M11metl 
Womtan 

• 1be Aggtegale Number of Slwea held, md not the Distinctive Nwnben, must bo staled; 011d the 
colw."liG JllUSI bo added up throughout, so as to make one Iota~ to agree with that staled iD 
the Sllllll!laiY lo have boen talren up. 

t When the ShareS are of dilrerent class'ls, these c:ohunos may bo s,.bdivided, so that the aumbot 
of eaeh class held, .,.. traDsterted, may hD sb""" separately. 
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.... ··- ............................................................................................................ Limite-d, 
Pusou who han held Shares thenin at any time sin~e the date of tht last 
Company, showinc thl'ir ~amts and _.\.ddrl'SSes, and an Auount ol the 

.~CCOC\'T OF SlURE5. 
~--~--~----~ ·----------------------

•S:m>!>erof 
S!:ar::s hfU 
by e::nst:c.g 

)!•r::i:-es 
.u .::~~e of 
Re:.,...t 

9,999 

1 

10,000 

: Pa.-ticula...--s d Sl::..arei tra:lS~ 
ie,.,.-j sitce the ilte of the 
~U[ Rtt'..:J':l N 1i:.l U:.e c.ue 
o: Cl~ i--s: R~tui:l) i>i t:te 
in~~:-::.tt'il vi t-e Com~ 
r.a.ny· by Pt:rs...""!.:lS who a..re-

s':!J ){c-~:::.e..-s.. 

: F-~1..rti.:u·a..."'5 oi ~!lares tr~
fe:;.-2d. SJ.!l:-e the .!.J.tt oi ~ 
la~t. Retu..""Q M tin t..'tti' c~ 
oi Ue ti..-st Re~a.-:1' oi t2e 
in:-c~r-.a..ti::-n oi t.3a C.o::1~ 
p.u:tY- b}- Pent":>:S trhtJo b.a'\-e 

ce-:.....~ to be ~el:l~-s. 

, 

(Sigo:ature) ........ JoAN Br11t1.·tc . ......... . 

: 1111!' D:it.e ~ R~.tistr"l.ti.:'!\ eof n:!l Tra!l!l!~r ~::-u!d re .rh·en. as ~ as the Sc=M ~f Shares 

~~;i~ ~~ e:~~ ~~~~i~er~t·~r~;T~~~~: ~-~~u~n~~~!~~~~:~i ~ 
be i1:.5cnN m ~he ··R~tJ ··'""'h.:.~. i:c:a:Ni.l:e~y ~r~tt- ~ pa.ni~ ~~ eadl I~ .. 
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Names and Addresses of the Persons who are the Directors 
OF 

............................................ John Brown (1917) ........................ Limited, 

on the ........ 31st ........ day of ................ March ................ , 19 .. 

The present Any former Nationality 
Christian Name Christian Name Nation~ of Orig<n Usual 

or Names or Names ality. {if other than Residence. Occupations 
and Surname. or Surname. the present 

Nationality). 

Brown, John· Louis Sach British French 2600 Chester None 
Road, 

Old Trafford, 
Manchester 

Brown, None British Married 
Amelia Woman 

"THE COIIIPANIES ACTS, 1908 TO 11}17." 

CERTIFICATES TO BE GIVEN BY A PRIVATE COMPANY. 

3 <!ertif~ that the Company has not, since the date of the 
incorporation of the Company, issued any invitation to the public 
to subscribe for any Shares or Debentures of the Company. 

(Signature) ........ John Brown ....... . 

(State whether Director or Secretary) ............ Director .... , ...... . 

Should the Membership exceed fifty, the following Certificate will 
also be required--

3 <!ertff~ that the excess of Members of the Company above 
fifty consists wholly of persons who are in the employment of the 
Company, andjor of persons who, having been formerly in the 
employment of the Company, were while in such employment 
and have continued after the determination of such employment 
to be Members of the Company. 

(SignaJure) ........................... . 

(St•te whether Director or Secretary) 
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~:~7~~:~~~ J ........ 234,381.. ..... . 

"THE COMPANIES ACTS, 1908 to 1917." 

FORME 
As required by Part II of The Companies (Consolidation) 

Act, 1908 (Section 26). 

Summary of Share Capital & Shares 
OF 

[Form No. 6A, 

.................. X Y Z Company ................................................... . 
LIMITED, 

made up to the ............ twelftlt ... ...... day of... ......... February ............ , 19 .. 
(Being the Fourteenth Day after the date ol the First Ordinary 

General lUeeting in 19 .. ), 

Capital, Sh f £• h 
Nominal Share{ ______ 50,000 Ordinary-----} 1------ I 

__ £100,000_ _ ares o eac 
divided into __ 50,000 8%Cum. Preference__ _ _____ 1 ------

To~~~-~~~~g:u~!Y=~~~~-·t.f~en .up• t~ the~_twel!th_d~y of~{ _50,0000rdinary_ 
(Which number must agree with the Total shown in the List as held 

by extsting Members) _47,600Prejcrence 
Number of Shares issued subject to payment wholly in Cash . ---- 97,600 
Number of Shares issued as fully paid up otherwise than in Cash _____ None -----
Number of Shares issued as partly paid up to the extent of S 

__________ per Share otherwise than in Cash . . . ( _____ None 
tThere has been called up on each of __ 50,000 Ordinary __ Shares£ ______ I 

, , , __ 47,600 Preference_ , £ ______ I ------

" " n ---------------- " £--------------
tTotaJ Amount of Calls received, including Payments on 

Application and Allotment . . . . . . £ ____ 97,605 
Total Amount (if any) agreed to be considered as paid on) 
oth~~~~r~~a~h~hca~~ve bee~ iss~ed a~ full: pai~ up_~r£ ____ 1\'one 

Total Amount (if any) agreed to be considered as paid on~ 
____ Shares which have been issued as partly paid up to £ ____ None 
the extent of_ ___ per Share . . . . . . 

Total Amount of Calls unpaid . . . . . . £ ____ None 
Total Amount (if any) of sums paid by way of Commission~ 

in respect of Shares or Debentnres or allowed by way of £ _____ I ,000 __ _ 
Discount sinee the date of last Summary • . . 

Total Amount (if any) paid on § ____ so ____ Shares forfeited £_ _____ 5 
Total Amount of Shares and Stock for which ShareS Shares £ ____ None 

Warrants to Bearer are outstanding . . ( Stock £ ____ None 
Total Amount of Share Warrants to Bearer~ Issued . [, ____ None 

issued and surrendered respectively since 
date of last Summary . . . . Surrendered £ ____ None 

Number of Shares or Amount of Stock~ Number of Shares £ ____ No>te ____ _ 
comprised in each Share Warrant to 
Bearer . . . . . Amount of Stock £ ____ Not~e 

Total Amount of Debt due from the Company in respect of) 
all Mortgages and Charges which are required (or, in the 
case of a Company registered in Scotland, which, if the 
Company had been registered in England, would be £ ____ 6,000 
reqmred) to be registered with the Registrar of Companies, 
or which would require registration if created after the 
First day of July, 1908 , . . , . . 

NOTE.-Banking Companies must add a List of all their'Piaees of Busine~s. 
• Wht't'e there are Shares of difJcrent kinds w amounts (e.g. Preference and Ordinary, or £10 and £5), 

state t_he nunWt't's and nomiHal values separately. 
t Where vanous amounts have been called, or there are Shares of d!flerent kinds, state them sepataUly. 
t I nctude what has beffl received on fOtfeited as u·ell as on exiSting Shares. 
§ State the Aggregate Numbl!f' of Shares forfcitea (if any). 
a" The Return must be signed, at the End, by the Manager or Secretary of the Company. 
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:STATEMENT In the form ol a Balance Sheet made up to the ........ 3lst ........ day of.. .. ............ December, ................ 111 .. , containing 
• the Particulars or the Capital, Liabilities, and Assets ol the Company. 

NOTE.-This Statement is not required from a "Private Company" within the meaning of Section 121 (I) of The Companies 
(Consolidation) Act, 1908, as amended by The Companies Act, 1913, which complies with the pcovisions contained in its Articles 
by which it is constituted a Private Company. 

signe~utYSe~t~~e~t~J ~: T~: ~~c~it~:st~~\~;~~~~i,.':;"h~~~o~~e~fn!'~'h~ted;~;n;t~hesl):!~ R.~fu~;~/'i:.s t~~t'!~e aof"{~:fu~~ 
Return since the date of the incorporation of the Company, issued any invitation to the public to subscribe for any shares or 
debentures of the Company ; and where the List of Members discloses the fact that the number of Members of the Company'exceeds 
FiftY., also a Certificate so signed that such excess consists, as the case may be, wholly of persons who are in the employment of 
the Company and/or of persons who, having been formerly in the employment of the Company, were while in such employment and 
have continued alter the determination of such employment to be Members of the Company. 

CAPITAL AND LIABILITIES. 

Nominal Capitat--
60,000 Ot'dinary Shares of £1 each . • 50,000 
60,000 8% Cumulative Preference Shares 

of £1 each • . • • 60,000 

100,000 £100,000 

SubsCt'ibed Capital- £ s. d. 
50,000 Of'dinary Shares 
of £1 each, fully paid . 60,000 
47,600 8% Cumulative 
Preference Shares of 1,1 

each, fully paid 47,600 - -

Forfeited Shares Account • 
Mortgage on Land and Buildings • • 
Sundry Creditors, including Bills Payable • 
Profit and Loss Appropriation Account 

97,600 

5 
6,000 

30,735 
7,310 

£141,66~ 

s. d. 

ASSETS. 

£ s. d. 
Land and Buildings @ (cost) less Depreciation 9,800 
Machinery and Plant@ cost less Depreciation 36,000 
Furniture and Fi::rtures @ cost less Depreciation 760 
Stock on hand . • . . . 42,000 
Sundry Debtors . . 41.840 
Cash at Bank and in hand 4,660 
Preliminary Expenses . 2,400 
Advertising Suspense Account 4,200 - -

I hereby certify that the above Statement is a 
true copy of the Balance Sheet of the X Y Z 
Company, Limited, dated 31st December, 19 .. , 
upon which I reported to the shareholders pur
suant to S. 113 of the Companies (Consolida
tion) Act, 1908, the 23rd of January, 19 .. 

William Smith, 
Chartered Accountant, 

London, E.C. Auditor. 
12th February, 19 .• 

£141,650 - -



Q) 
<D 

Names and Addresses of the Persons who are the Directors 
OF 

.................................................................................................. X Y Z Company ........................................................................... Limited, 

on the ................ twelfth. ..... . ..... day oL ................. ... February, .................. .19 .. 

Any former N;ttionailty 
The present Christi.m Christian Name of Origin 

Na'tW or Name!i or Names N.1tionality. if olhcr than Usual Rcsidenct>, (lc::-upations. 
and Surname. or Surname-:;. t l1c prcsen t 

Natiouality. 

Robinson, George None British 299 Ashley Road, None 
Bowdon, Cheshire 

Tu!'ner, William Louis Bach British French "The Gables," None 
Knott End, Fleetwood 

Johnston, Thomas None British 90 Church Street, Merchat1t 
Jl.o1 anchester 



List of Persons holding Shares in ............... .X Y Z Company ........... . 
on the ........ twelflh ......•• day oL. ............. FebrU~:Wy ................. 18 .• , and of .... 
Return, or (in the ease or the first Return) of the incorporation of the 
Shares so held. 

NAMES, ADDRESSES AND OCCUPATIONS 

Folio 
in Register 

co~g 
SURNAME .. 

CRRIS'ttAN 
ADDRESS. OccUPATION. Particulaxs NAM~. 

I 
O{lP/1 Robinson George 299 Ashley Road, Managing 

Bowdon, Cheshire Diredor 

2 2 Smit}, William 35 Moorgate Street, Chartered 
London, E.G. Accountant 

a jones Mary 125 High Street, Llanelly Spinster 

4 a Brown Hanry 82 King Street, Manchester Solicitor 

5 l Turner William " TIID Gables," Get•tlenJa11 

I 

Knott End, Fleetwooa 

6 
I Johnston Thomas 90 Church Street, Mercl•a11t 

Manchester 

7 Renshaw Thomas a6 Thomas Street, Mercl•anl 
Manchester 

5 Eva1JS Harry .E. 11{ ancl&.ster Charterea 
A.GGountanl 

I i 

I 
I 
i 
I 

.. 
' • The .'\_~gre~ttte Number of Shares held, and not the DlStincbve Numbers, must be stated, and 

the column must be added up throughout, so as to make oo.e total, to agree with tbat stated 
in the Summary to b.we been taken up. · 

t When the Shares are of different cl ..... , th.,... columns may be subdivided, so that the number 
of eaeb class beld, or translem!d, may be shown separately. 
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............................................................................................................. Limited, .... 
Persons who have held Shares therein at any time since the date of the last 
Company, showing their Names and Addresses, and an Account of the 

ACCOUNT OF SHARES. 

-----·~-·--T t·p·;~ti:ulars of Shares trans- t Particulars of Shares 
•':umber of 
Shares held 
hv cxistin~ 
MPmbers at 

date of Return.t 

ferrcd sine£' the date of the tra,;sferred since the date 
l:1st Return or (in the c.ase of the last Return or (in 
of the first Return) of the the case of the fir.;t Return) 
b::orporation of the Com- of the incorporation of the 
p.my by Persons who are Company by Persons who 

still :\lembers. have ceased to be :..Iembers. 

-.-~~ Numt·er.t \DateofRegistra·: Number.t iDateofRegistra .. 
Ordmaryt fere_:t~e. O!d. Pref. tlon of Transfer. I Ord. 1 Pref. tion of Transfer. 

34,000 16,000 100 

750 

150 

8,000 

7,000 

100 

500 

1,0001100 

30,000 4,000 

I 
i 

100 

50,000147,600 

l
i Nov. 1st, 

19 .. 

I 

Oct. 2nd, 
19 .. 

july 5th, 
19 .. 

Nov. 30th, 
19 .. 

REMARKS. 

I 

Transferred 
to Thomas 

Renshaw 

I 
I 

I 
Shares 
forfeited 

Re-issued to 
Henry Brown 

Transferred 
to George 
Robinson 

Transferred to 
George 
Robinson 

(Signature) ... Harry E. Evans .......... . 

(State whether ~lanager or Secretary) Secrelar) 

t The Date of Registration of each Transfer should be given, as well as the Number of Shares 
transferred on each date. The particularS should be placed opposite the name of the Transferor, 
and not opposite that of the Transferee, but the name of the Transferee may be inserted in the 
"Remarks" column, immediately opposite the particulars of each Transfer. 
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CHAPTER X 

DEPARTMENTAL ACCOUNTS 

DEVELOPMENTS of retail trading have resulted in the well-known 
type of business known as the departmental store, and we propose to 
discuss the peculiar problems of accounting arising in such businesses. 
The particular difficulty which we have to decide in this case is 
by what means it is possible to ascertain which of the departments 
are making profits and which are making losses, since a general 
Trading and Profit and Loss Account of the whole concern, whilst 
showing whether the departments together are making a reasonable 
profit, cannot disclose whether one or more particular departments 
are justifying their existence. The method proposed is to regard 
each department as a separate business and to prepare accounts 
accordingly. How far this principle is taken is dependent on the 
circumstances of each particular case. Thus, although it is a 
common experience to find that the accounts of such businesses 
are so arranged as to disclose the gross profit of each department, 
accounts which show the net profit after charging all expenses are 
less common, though the additional labour involved is not very 
great. 

It will readily be seen that that which applies to departmental 
stores will apply equally well to any other businesses which carry 
on a number of varying activities. 

Arguments which apply to the departmental store will apply to 
a wholesaler with equal force, and so also to a manufacturer 
engaged in two or more distinct trades or operations. In fact, 
the departmental store has given us a separate and distinct principle 
in accountancy, whereby the accounts may be split up into segments 
to correspond with certain sections of the business and thus reveal 
the profit earned and its source, a result which is of great practical 
importance. 

To arrive at these results, the ordinary methods of double entry 
must be supplemented by a further analysis of the transactions 
of the business, so as to collect together the transactions of each 
department ; the methods adopted will be found to bear a close 
relation in the more elementary stages to the system of self-balancing 
ledgers which has already been explained. The Sales Day Book 
will have, instead of columns for the postings to each particular 
ledger, columns for the sales of each department in a form somewhat 
as shown in table on page 173. 

If it is desired to keep the ledgers on the self-balancing principle, 
the Day Book can be provided with additional columns to obtain 
the double analysis required (see middle table page 173). 

Similar treatment will be given to the Purchase Journal, thereby 
172 



DEPARTMENTAL ACCOUNTS 173 

obtaining the total purchases of each department. By this method 
it will be seen that we have obtained the total purchases and sales 
of each department and that if the 9pening and closing stocks are 
similarly analyzed it will be possible to arrive at the actual gross 
profit of each department. We give an example of a Trading 
Account (see below) made up on these lines. 

Practical difficulties arise in working the system even if taken 
to this extent only. It will be found, for instance, that goods are 
not infrequently transferred from one department to another, 
and if the accounts are to show correct results this factor should be 

SALES 
(For a business consisting 

SALES DAY BOOK' 

A, B, and C). 

DEPARTMENTS: 

(For a business consisting of three departments (A, B, and C), and in which is used three 
Sales Ledgers (X, Y, and Z).) 

-,"l~i-TI-:I:il~~f~·;·~r~~~*~n~l~~:~ 
N.B.-The totals will be agreed thus-

Col. I Col. 2 +Col. 3 +Col. 4 +Col. 5 =Col. 6 +Col. 7 +Col. 8 +Col. 9 

TRADING ACCOUNT 
Dr. (Of a business consisting of three departments: A, B, and C). Cr. 

A. B, c. Total. A. B. c. Total. 

To~~~~~~ 
[, s. [a.[ £ s. d. £ I s.:d. £ I'· a £ s. d.: :37~0 s. d. 30~0 s. I d. w§oo ,,i d. 

~;'i'~~~ 
4000 -

1000 - - 800 ·- 700 2500 

" p:h."ses 800 - - 500 400 - 1700 
3000 - -,zsoo 2200 8000 

"~~~. 
800 - -! 600 500 1900 

•OA• -1;4200 - 3400 12400 - 4800 - 4200 -[3400 - 12400 

By Bt;d 
800 600 - 500 !900 ~~[ 
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Dr. TRANSFER JOURNAL. 

A. B. 

taken into consideration. It is suggested that a Transfer Journal 
should be kept in which will be entered details of these 
transactions. . A ruling such as the above is found of use. 

Difficulty arises as to the price which is to be charged for the 
goods so transferred. The department supplying the goods will 
naturally desire to be credited with .the value of the goods at 
selling prices, thus appropriating to itself the profit on the sale, 
whereas the department receiving will wish to be debited with 
the value of the goods at cost. The management should an;i.ve at 
a conclusion upon this point, and it is suggested that the question 
as to the price put upon goods so transferred should be decided by 
consideration whether the profit on selling is dependent the more 
upon selling skill than upon buying skill or vice versa. If the 
former is the case, the goods should be transferred at cost, but if 
the latter, then the selling price should be the basis. 

Having decided this point, the decision should be made operative 
throughout the concern, even though it may operate inequitably 
in certain specific cases. It ·will also be found that it is necessary, 
as a general rule, to adopt as a basis of transfer either the selling 
price or the cost price, since the practical difficulties of dealing 
with a basis of charge which is somewhere between the two will, 
in the majority of cases, outweigh any advantages which it is 
thought may accrue. 

If the transfers are priced at selling prices the totals of the 
transfer books will be used to adjust the total sales of the business. 
These transfers should not be used to disturb the actual total 
sales of the business, but only to redistribute the sales between the 
departments. The adjustment may be effected by posting the 
totals of the Transfer Journal to the appropriate Sales Accounts 
in the Nominal Ledger, or by making the necessary additions 
and deductions at the end of the Sales Day Book before the totals 
are posted. The latter method has the advantage of reducing 
the number of entries in the Nominal Ledger, which, by reason 
of the considerable multiplication of the Nominal Accounts, is an 
important consideration. If the transfers are made at cost price, 
the totals will be used to adjust the Purchase Accounts, and similar 
remarks will apply as in the case of transfers at selling prices. 

As alternatives to analyzed subsidiary books, we may employ 
separate books for each department. This does not affect the 

c •. 
c. 
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general principles, and the relative merits of the two variations 
must be decided by the circumstances of each case. 

It is a considerable advantage to attempt an apportionment 
of the expenses of the business. These apportionments can seldom 
be made until the total expenditure for the period is ascertained, 
thereafter division must be made upon such a basis as appears 
equitable under the circumstances. The following suggestions 
are made-

1. Those items which can be definitely appropriated as the 
direct expense of one department should be charged to that 
department. 

2. Thos.e expenses which vary according to turnover, such as 
carriage, packing, discounts and the like, should be divided pro 
rata to turnover. 

3. Standing charges such as rent, rates and property tax should be 
divided by some such method as a proportion of the floor space 
occupied by each department. This method will necessitate a 
transfer to appropriate accounts for the floor space occupied by 
the offices, packing room, and any other space not occupied by a 
department. Such a division will be found to be inequitable in cer
tain cases, as in the case of a retail shop in a popular shopping centre, 
where excessive rent is paid for a small portion of the premises 
pnly. In such a case the relative values of the different parts of 
the premises should be determined and the expenses divided by 
compounding the two proportions as in the following example-

Assume that the standing charges amount to £3,000 and the 
floor space amounts to 20,000 sq. ft., of which 5,000 sq. ft. is con
sidered three times as valuable as the remainder, also that the 
business is divided into two departments, a packing room and 
an office, which occupy the following space-
Department A, 3,500 sq. ft. of valuable space and 3,000 sq. ft. of ordinary space 

., B, 1,500 8,000 
Office 1,000 
Packing Room 3,000 

The division will then be made as follows-
Department A-3500 x 3 + 3000 = 135001 Division of thel1,350 

., B-1500 X 3 + 8000 = 12500 total charge of 1,250 
Office 1000 = 1000 £3,000 m these 100 
Packing Room 3000 3000 prop or t i o n s 300 --J giVes an appor· 

The Total is 5000 X 3 + 15000 30000 twnment of £3,000 

The value of each part of the premises may be estimated and the 
actual expense divided in proportion to the value so ascertained, 
thus-

Assume standing charges actual as £3,000, and the values deter
mined previously to be : Department A, £1,200; Department B, 
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· £(000 ; Office, £50 ; Packing Room, £250 ; Total, £2,500, the 
division would be-

Department A H~ of £8,000 £1,440 
B §£~ of £8,000 1,200 

Oflic;: • 11ilhf of £3,000 = 60 
Packing Room M of £8,000 = 300 

£3,000 

4. Office salaries and expenses may be divided in proportion to 
turnover. In certain cases it has been found that the discounts 
received on payments of cash are regarded as the profit of the office. 
In such a case, the balance only will be devoted in proportion to 
the turnover. 

Example. The following example illustrates the method of 
presenting the accounts of an ordinary department store or 
warehouse. 

The following is the Trial Balance of the Excelsior Trading 
Company, Limited, on 30th September, 1906-

0rdinary Share Capital . 
Preference Share Capital . 
4% lst Mortgage Debentures • 
Stock, 30th September, 1905, Dept. A 

Pu~~hases, Dept. A 
" " B 

Wages, ,. A 

" " B Caniage and Freight 
Salaries . 
Travelling Expenses 
Incidental Expenses 
Rates and Taxes . 
Fuel, Light, and Water 
Insurance . 
Sales, Dept. A 

, n B 
Sundry Debtors 
Bills Receivable • 
Sundry Creditors • 
Freehold Premises • 
Managing Director's Salary 
Directors' Fees . . 
Stationery and Stamps. 

" B 

Discounts • . • • • • • . 
Preference Dividend, half-year to 31st March, 1906 

. Debenture Interest 
Cash in hand • 
Balance at Bank . . . • . . • 
Profit and Loss Account-Balance from 30th Sept., 

1905 

(Continued on page 179.) 

£ 

8,000 
3,000 

23,000. 
15,000 

1,000 
500 

1,500 
750 
900 
150 
300 
120 
60 

9,000 
1,500 

4,200 
1,000 

500 
170 
600 
150 
100 
100 

3,000 

£74,600 

£10,000 
5,000 
5,000 

30,000 
20,000 

4,000 

600 

£74,600 



}!:OS 
s~·pt. :m 

l9llH 
~qlt. ;;o 

1906 
~wpL :HJ 

lMMl 
M..tr. :H 

EXll·LSIOJ< THAUJNG COMI'ANY, LH.I!ThD. 

TI<Al>!NG AND l'HOJilT AND LOSS ACCOIJNT 
HH( 11m YI•"AR J\NH!Nt< :JOTII SH•rFMIIFI<, !()Oll 

To Stod( on h,uul , 

,. Pun·h.tst~ , . • • . 
" Hai..11Kc ; Gro~s Profit c.>rricd down 

To Expt'tbe$ divisible /Jro rata to turnover, 
vit..--

Carriag-c ;md Frdght 
Sal.trlt"" . . 
TI-.Lvt·l!ing Exp••nst•s 
lncidt·nLil Expt'llSL"'S 
Hatt":i awl Taxc--; • 
Ftwt, I.i~lll. and Water. 
ln'>llf,UJt't~ • • . 
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I }in•;·tors' Fet·~ . 
SLtllom·ry ;uul Stamps 
l>i"' ouut.s , . 
J )('j)!·ntun~ Inh·n·'it 
H.td Deht H.t".;ervc 

ii Dt·pt. A.i Dept. lJ.I: Total. 

1 £ ! • c : £ 
·~~--------

. ll,OO() ' .l,OOO I 11,000 

! 2:!,000 15,000 :>H,OO{} 

·i 

:,j 

S,UUO .J,t~SDO H,tWO 

:il"i,OOO 1 2~,HUO 5H,H00 

--~--1-

l,SOO 
7:l0 
UiiO 
JSO 
:too 
l~ll 
till 

l,OOO 
!iliO 
170 
(-lOll 
~Oil 

500 

., Ch"rgcahlc to A Dept.: ~f:::::x of [ll,7Soli 4,0o0 
ll,750 

,. " B " : ~:;:::;:: of f.GJ750 1

1 

To Fxpt·r.t..,~·~ tlircdlr chMgp.t!Jlc--
W.L~;e'-'> . • . • • • 

1 

~ .o~o I ~oo 1 ,5~0 

2,700 

" B.1l.mn: Nd profit d<l . . 1 (1os~) ."'10 l,hOU : 1,~:"10 

Divirh·nrl on l'rl'{f'O'Ilt:t' Sho~n•s for 
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I
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' 

I I 
I I 

1

---- ---~---
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EXCELSIOR TRADING COMPANY, LIMITED. 

Dr. BALANCE SHEET-30TH SEPTEMBER, 1906 

CAPITAL AND LIABILITIES. 

Nominal Capital-
£ 

15,000 Ordinary Shares of £1 each • 15,000 
10,000 6% Cumulative Preference 

Shares of £1 each 10,000 

25,000 £25,000 

Subscribed Capital-
10,000 Ordinary Shares of £1 each, 

fully paid 10,000 
5,000 6% Cumulative Preference 

Shares of £1 each, fully paid 5,000 

15,000 

4% First Mortgage Debentures • , 5,000 
Add Interest accrued for half-year to. 

3oth September, 1906 100 

Sundry Creditors 
Profit and Loss Account 

£ 

15,000 

5,100 
4,000 
2,000 

£26,100 

Freehold Premises 
Stock'on hand

Department A. 
B. 

ASSETS. 

Sundry Debtors . • . 
Less Reserve for Bad Debts 

Bills Receivable 
Cash in hand . 

at Bank. 

Cr. 

£ £ 
4,200 

6,000 
2,800 

8,800 
9,000 

500 
8,500 
1,500 

100 
3,000 

a;1oo 

£26,100 



DEPARDIEXTAL ACCOt'XTS Ii9 

Provide £500 for bad debts, and make out departmental Trading 
and Profit and Loss Accounts (dividing the expenses between the 
departments in proportion to the sales) and Balance Sheet at 30th 
September, 1906. The Stock at 30th September, 1906, was
Department A, £6,000 ; Department B, £2,800. The Xominal 
Capital of the Company: is £25,000, divided into 15,000 Ordinary 
Shares of £1 each and 10,000 6 per cent. Cumulative Preference 
Shares of £1 each. 

Variations. Variations of the svstem should be made to meet 
the particular requirements of the business, and additions made 
in the form of statistical information to meet special needs. For 
example, it is customary to prepare accounts to maintain a check 
on the stock by valuing the initial and final stock at selling prices, 
and, as is the general custom, putting a fixed percentage of profit 
on the cost. The amount of gross profit and also the final stock 
will be prowd if a statement made up from a draft such as the 
following is within a reasonable distance of balancing. 

Dr. STOCK ACCOUNT. Cr. 

To Initial Stock at 
Selling Price . 

, Purchases at Cost 
Add Percentage 

of Profit to 
bring same to 
Selling Pnce . 

£ £ 
By Sales. . 
, Final Stock at 

Selling Price 

This check is of considerable value as it detects any weakness 
or lack of supervision of the organization of the concern, but 
naturally it would not be of any value where the managers of the 
departments are given a free hand as to the price to be charged 
for the goods. 

In cases in which it is desired to departmentalize a manufacturing 
concern the system explained \\ill sen·e as a basis, but will require 
considerable modifications and can seldom be worked satisfactorily 
without an efficient system of costing. \Ye "ill assume the case of an 
engineer and ironfounder, whose business consists, in the first place, 
of the manufacture of castings to be machined and placed on his 
own specialities, and also the manufacture of castings for other 
people. In this case there is a natural di\'ision of the business 
into two main classes, the one consisting of ironfounding and the 
other of engineering, and the 0\mer would be interested to know 
which part of his business is the more profitable. In such a case 
we would recommend that the purchases and the sales be di,'ided 
into the two departments in the same mann~r as already described. 
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The wages paid each week would be analysed into the following 
headings-- · 

1. Machine shop wages distinguishing productive from unpro-
ductive. · 

2. Foundry wages distinguishing. productive, non-productive 
and pattern makers. . 

3 .. General non-productive labour which cannot be appropriated 
to either department. 

4. Office wages. 
The castings made for the fum's own specialities would be valued 

and the amount be regarded as a sale by the foundry to the 
engineering department. A book should be kept for this purpose 
in which would be entered the weight and price allowed, which 
latter should be the estimated price that would be charged to the 
business by an outside ironfounder .. This item. should be shown 
separately in. the Trading or Manufacturing Account in order that 
it may be possible to distinguish the transactions of the business 
from what are merely transfers of the goods from one section 
of the business to another. 

If it is the custom to merchant machinery as well as sell the 
fum's own manufactures it is suggested that the merchanting be 
regarded as a separate department. This will be found an ad~ 
vantage, since then the accounts of the manufacturing will not be 
confused with transactions of an entirely different character, and in 
consequence any statistical information or percentages it is desired 
to extract from the accounts will.be more reliable. 

Transfer books will be required to record particulars of goods 
charged to one department and used by another. Thus the 
engineering department will require credit for scrap iron which is 
transferred to the foundry for the purpose of re-makinginto castings. 
General stores may be purchased for use by the whole. concern ; 
in such a case, the amount to be charged to each department may 
be determined by charging the goods purchased to a General Goods 
Account, and requiring each department to acknowledge a transfer 
to the debit for the value of the goods which it has consumed. 
This General Goods Account should balance at the end of each 
period after the adjustment of the initial and final stocks, any 
shortage revealing the fact that the system is not receiving proper 
attention. More complete treatment of the subject will be found 
in the section devoted to manufacturing, and if the principles 
there discussed are combined with the tJsual departmental system, 
subject to the modifications above, a satisfactory system of 
departmentalization may be evolved. 



CHAPTER XI 

BRANCH ACCOUNTS 

IN approaching the subject of Branch Accounts we are faced with 
the difficulty of dealing with the many varying types of businesses, 
the book-keeping side of which may be legitimately classed under 
this heading. We propose. to outline methods of accounting 
recommended in the following cases-

1. Multiple shop companies. 
2. Home distributing centres of wholesalers. 
3. Distributing centres of manufacturers. 
4. Foreign branches. 
Multiple Shop Company's Accounts. In the case of multiple 

shop companies, it is recommended that the accounts be divided 
into sections, one for the central or distributing office, and one for 
each branch shop. The goods purchased should be charged to the 
central office, and invoiced there to the various shops as they 
are supplied, at selling prices. · All expenses should be paid by the 
head office, and analysed over the various shops, except general 
charges which should be analysed in the usual manner, and all 
the takings of the shops should be paid into the bank to the credit 
of the head office. Petty cash payments by the shops will be 
made out of a fund provided for the purpose, the branch being 
reimbursed periodically by cheque from the head office. 

The head office will keep accounts in its books for the purpose of 
recording particulars of the goods sent to the various branches and 
for the cash received in respect of sales. It is recommended that 
the head office should keep-

1. A BRANCH Goons AccouNT. This account will be debited 
with the value of the goods sent to the branch from head office at 
selling price. The book of original entry will be a Sales- Day 
Book specially provided for the purpose, and the credit in the 
books of the head office will be to a Sales to Branches Account. 
The amounts remitted to head office or paid into the bank by the 
branch in respect of sales will be debited to cash or bank as the case 
may be and credited to the Branch Goods Account. It will be 
noted that this account should show the amount of stock in the 
hands of the branch at any particular time at selling price, any 
difference between the balance and the actual value of the stock 
when actually taken representing the shortage or surplus which has 
arisen during the period. 

2. A BRANCH ExPENSES AccoUNT. Such account should be 
kept for each branch, and it is recommended that it should be kept 
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with analysis columns, with a view of analysing the expenses as 
they arise. The items posted from this account will be obtained 
from the cash book of the head office, and will consist of expenses 
paid direct by the head office on account of the branch, and also the 
amounts remitted. periodically by the head office to replenish the 
petty cash of the branch. 

In the following example we assume that the head office supplies 
the branch at the selling price which is calculated at cost plus 
20 pel; cent. For the sake of simplicity one branch only is assumed, 
but the accounts will appear in exactly the same manner if there are 
several branches, the entries being multiplied by the number of 
branches. 

Example I. The Multiple Trading Company, Limited, opens a 
branch at Folkestone on 1st January, 1920, and equips it with 
fixtures and furniture at a cost of £408. During the year the head 
office supplies to. the branch goods to the value (at selling price) 
of £5,640, and receives in the form of deposits to the credit of the 
company's bank account the sum of £3,225. Stock is. taken at 
the end of the year, and it is found that the value of the stock at 
the branch at selling price is £2,400. On 1st January the branch 
was supplied with £25 as a float and during the year has received 
from the head office the sum of £327 to reimburse expenses paid. 
The petty cash book kept by the branch manager confirms this 
figure, and in addition reveals the fact that the· expense consists 
of the sum of £238 for wages, £54 for carriage, £23 for general 
expenses, and £12 additions to the fixtures. Assuming that the 
balances in the books other than those arising in consequence of 
the transactions mentioned above are as set out in the following 
statement, the accounts will be completed in the manner shown-

Share Capital : 8,000 Shares of £1 each (the whole of the 
nominal capital) £8,000 

Purchases . . . . . 9,029 
Sales by Head Office . . . 4,600 
Rent, Rates, etc. Folkestone Branch 152 

Head Office 210 
Wages 300 
Expenses 66 
Carriage 138 
Fixtures 750 
Debtors J ,400 
Creditors 1, 700 
Bank Balance . . 1,330 
Stock at 1st January, 1920 3,300 
Cash in hand • . . • . 40 
Profit and Loss Account (debit balance) . 50 

It is proposed to write 10% off the value of Fixtures at Head 
Office and at Folkestone, and to value the stock at Head Office at 
£4,000. 
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Dr. FOLKESTONE BRANCH EXPENSES ACCOUNT. 

Rent, Ex-
I Total. Rates,&c "'ages. r:>rri:> gp penses .• 

£ £ £ £ £ 
To Cash (Float) 25 

" 
Sundries !52 !52 

" 
Cash 327 238 54 23 

504 !52 238 54 23 ! 
To Balance bjd 25 I 

----~~---- ---

Total. Rent, ' , Car- Ex-
Rates, x c " ages. riage. penses. 

£ £ £ £ £ 
By P. & L. A/c 467 !52 238 54 23 

" Fixtures A/c 12 

" 
B.1lance cjd 25 

504 152 238 54 23 

Dr. FOLKESTONE BRA)l'CH GOODS ACCOUNT. 

£ 
To Goods supplied by Head By Cash 

Office . 5,640 , Shortage in Stock trans-

---------·-- £5,640 

To Stock on hand b/d . 2,-tOO 

ferred to Sales to 
Branches Account. 

, Stock on hand cjd . 

Dr. SALES TO BRANCHES ACCOUNT. 

£ 
To Shortage in Stock-

183 

Sun· 
dries. 

£ 
25 

12 

37 

25 

Cr. 

Sun-
dries. 

£ 

12 
25 

37 

Cr. 

£ 
3,225 

IS 
2,400 

£5,640 

Cr. 

£ 
F olkestone Branch . 

, Trading Account
Folkestone Branch : 

15 By Sales to Folke~tone Branch 5,640 

Sales. . £3,225 
Stock at cost-

(m x £2,4oo) 2.ooo 

,. Reserve (to reduce value 
of Stock at Folkestone 
to cost price) c/d-

5,225 

( {,0;-; X £2,400) • 400 

£5,640 

By Reserve b/d . 

£5,640 

400 



Dr. 

1920 
Jan. 1 To Stock on hand . 
Dec. 31 

1920 
Dec. 31 To Rent, Rates, etc. 

u Wages . 
n Expenses . 

1921 
Jan. 1 To Balance brought forward 

carried forward 

MULTIPLE TRADING COMPANY, LIMITED. 

TRADING AND PROFIT. AND LOSS ACCOUNT 
FOR THE YEAR ENDING 31ST DECEMBER, 1920. 

Cr. 

I 
Head I Folke-1 

' Office.\ stone.· TotaL 

1920 
Dec. 31 

£ i £ £ 
By Sales . . 4,600 3,225 7,825 

1920 

., Goods transferred to Folke
stone Branch at cost as 
per contra . 

.. Stock on hand. 

Dec. 31 By Balance brought down 

1920 
Dec. 31" By Balance brought down 



MULTIPLE TRADING COMPANY, LIMITED. 

BALANCE SHEET, 31sT DECEMBER, 1920. 

CAPITAL AND LIABILITIES. 

Nominal Capital-
8,000 Shares of £1 each 

Subscribed Capital-
8,000 Shares of £1 each, fully paid 

(7J 

<n Sundry Creditors. 

Profit and Loss Account 

£ 
8,000 

£ 

8,000 

1,700 

148 

£9,848 

Fixtures-
Head Office • 
Less Depreciation 

Folkestone Branch 
Less Depreciation 

Stock on hand
Head Office 
Folkestone 

Sundry Debtors 
Cash at Bank 

, on hand
Head Office 
Folkestone 

ASSETS. 

£ £ £ 
750 

75 
675 

£420 
42 

378 
1,053 

4,000 
2,000 

6,000 
1,400 
1,330 

40 
25 

65 

£9,848 
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Wholesale Distributing Centr~s. In the case of wholesale dis
tributing centres the circumstances are different, and it will be 
found that it is permissible in some cases to allow the branch to 
keep a separat~ set of books locally and to make its own purchases. 
The books may be quite properly kept even if the financial arrange
ments are carried out by the Head Office. In this latter case, 
receipts by the branch will be paid into the bank to the credit 
of the Head Office Account, and the amount will be debited to the 
Head Office in the branch books. If invoices are sent to Head 
Office and dealt with in the accounts there, they will be analysed 
in the books to the branch from which they came, and the 
periodical total debited to th;t particular branch. If, on the 
other hand, the branch keeps a bought ledger and discharges its 
liabilities by cheques provided by the Head Office, the Head Office 
will debit the branch with the total amount of the cheques so drawn, 
and the branch will credit the Head Office with the same amount, 
debiting the various persons to whom the cheques are sent. • 

At the end of each period the branch will prepare a trial balance 
and Profit and Loss Account and Balance Sheet, the total of which 
will be incorporated in the books of the Head Office. The amount 
of the profit made will be transferred by the branch to the credit 
of the Head Office Account which takes the place of the Capital 
Account of a sole trader, the Head Office being regarded as the 
proprietor. 

In the following example we assume that the branches are 
permitted to have separate Banking Accounts for their own trading 
and submit a trial balance to the Head Office every six months. 

Example 2. The London and Provincial Trading Company has 
its Head Office in London and branches at Manchester and 
Glasgow. A complete set of books is kept at each place of business. 
The trial balances on the 30th September, 19 .. , will be found on 
pages 187, and the Profit and Loss Accounts and Balance Sheet 
on pp. 188-9. 

Distributing Centres of Manufacturers~ One of the tendencies 
of modern commerce is to eliminate the middleman, and this 
tendency has brought with it its own particular problems of 
accounting. We find, for example, that a manufacturer will 
occasionally skip over the head of the wholesale agent and supply 
his work to a wholesaler or shipper direct, or even to the consumer 
himself. It is true that this tendency is stoutly resisted by the 
middlemen, but in a number of cases the manufacturer has managed 
to carry on quite successfully without certain services rendered by 
intermediaries, and it is a matter for the consideration of accoun'
ants to decide what is a suitable method of accountin~ in such cases. 

It will be seen that immediately the manufacturer decides to 
assume the business of one or more intermediate traders, he is in 



TRIAL BALANCE, 30TH SEPTEMBER, 1920. 

'I I Man- Glasgow. 
1 London. I chester. 
1-------!------~----~ 

Purchases . . . 
Stock, 31st March, 1920 
General Expenses 
Rent, Rates, etc .. 
Wages • . • . 
Stationery and Office Expenses ,, 
Management Salaries . 

... Bank Balance 
~ Interest on Debentures 

£10,000 6% Exchequer Bonds 
Sundry Debtors . 

£ £ 
23,700 16,800 

3,600 2,700 
380 210 

750 100 I 780 430 
120 70 

1,000 
2,500 380 

200 
10,000 
3,800 

400 
1,300 
1,600 

3,000 
280 

170 

£ 
8,100 
1,900 

125 
80 

270 
30 

190 

1,700 
180 

Sales 
Head Office 
Manchester Branch 
Sundry Creditors 
Share Capital . 
5% Debentures 
Profit and Loss Account . 
Interest on Exchequer Bonds 

1

: London., c~~~~r.jGlasgow. 
1-£--£--£

·11 28,000 20,000 I 10,000 
·;

1

1 1,300 I 1,soo 
.1 170 
.:. 4.730 I 2,840 805 
.11 1,soo · 
.11 8,000 
·I 1,6oo 

300 

I 
I 

Office and Warehouse Fixtures 
Manchester Branch Account 
Glasgow Branch Account I 

so.130 24,140 
1

12,575 ~-------------~150,130124:t:«>T12.575 
I I ' ! 
Nominal Capital: 10,000 Shares of £1 each 
Closing Stock London . 

Manchester 
Glasgow 

Fixtures : Depreciation 5% 

£3,800 
£2,300 
£1,400 



LONDON AND PROVINCIAL TRADING COMPANY, LIMITED. 
Dr TRADING AND PROFIT AND LOSS ACCOUNT FOR THE HALF-YEAR ENDING 30TH SEPTEMBER, 1920 Cr. 

1920 
Mar. 31 

Sept.30 

\ Londo~.· . _M_a_oc-hes_t'r_._c_I_as_go_w_._
1 

__ ·r-oT_A_L_. -1 

To Stock on 
£ £ 1.. £ 

hand • 3,600 2,700 1,900 8,200 
, Purchases 23,700 _16,800 8,100 48,600 
, Bal.: Gross 

Profit cfd . 4,500 2,800 1,400 8,700 
I :-----r-----:-------r-----1 

I 
1£31,800 £22,300 £11,400 £65,500 

1920 ,====j==== 
Sept.30, To GeneralExs.l 380 210 I 125 715 

1920 
Sept.30 

1920 

l u Rent, RatesJ 1 

I etc. . . 750 100 
11

1

, 80 l 930 
, Wages • . 780 430 270 1,480 

1 , Stationery&' , 
OfliceExps. 120 70 I, 30 220 

n Depreciation 
of Fixtures 20 14 ; 9 I 43 

, Bal. c/d. 2,450 1,976 1 886 5,312 

1-------~~ £4,500 £2.800 ! £1,400 r £8.700 
~=.===. 

To Management 
Salaries. 

, Debenture 
lnterest . 

, Bal. cjd. 

1,000 

200 
4,412 

-
£5,612 

Sept.30 To Bal. cjf. ""6;12 

£6,012 
-==-= 

I 
1920 I Sept.30 By Sales . 

, Stock . 

I Lo:on. IIi Man:est'ri: Gla:ow. ~,: TOTAL-

·I' 28,ooo . 2o,ooo I 1o,ooo • 58ioo 
• 3,800 I 2,300: 1.400 , 7,500 

l_i__i_,1 

1920 1£31,800 1~!£!~~.~-J.£'5,500 
S<pl.30 By &1. b/d ·, 4,500 I 2,800 I 1,4<JO 18,700 

I _I_._ ·~·1·1 
I 

£4,5oo i £2,8oo 1 £1,4oo i £8,7oo 
1920 ' ===-===-=== 

Sept.30 By Bal. b/d . . . . . . 5,312 

I 
, Interest on 

Inv'st'ts . . . . . . 300 

I 
1920 I 

Sept.30 By Bal. b/d 

I
. , Bal. brght. 

from last 
, accoUnts 

1---

£5,612 

4,412 

1,600 

£6,012 



CAPITAL & LIABILITIES. i 

Nominal Capital-
10,000 Shares of £1 

each . £10,000 

Subscribed Capital-
7,500 Shares of £1 
each, fully paid . 

$ 5% Debentures 
Sundry Creditors 
Head Office Accounts 
do. (Profit for half-year) 

Manchester Branch . 
Profit and Loss Account 

LONDON AND PROVINCIAL TRADING COMPANY, LIMITED. 

J London. 

£ 

7,500 
8,000 
4,730 

6,012 

BALANCE SHEET, 30TH SEPTEMBER, 1920. 

I Manchest'r j 

2,840 
1,300 t 
1,976\ 

Glasgow. 

805 
1,600 t 
886~ 
170 

£ 

7,500 
8,000 
8,375 

6,012 

AssETS. 

ij London. IManchcst'r! Glasgow. II~ 

! £ £ • £ £ 
Office and Warehouse 'I ',~ 

Fixtures . . 400 280 I 180 860 
Less Depreciation .. ___ 2_0_, ___ 1_4_ 9 ___ 4_3_ 

sso 1 266 · 
Stock on hand . 3,800 I 2,300 
Sundry Debtors. 3,800 · 3,000 
Cash at Bank 2,500 II 380 

Add Profit forhr.1,976, 3,276 

171 
1,400 
1,700 

190 
£10,000 6% Exchequer:: I 

Bonds (at cost) ~·I 10,000 
ManchesterBranch1,300 .

1 

Glasgow Branch 1,sooi I i 
Add Profit fortyr. 886j , • 

--' 2,486 I 
Glasgow in account withl, I '1 

817 
7,500 
8,500 
3,070 

10,000 

----i----l----l----1 Manchester • . ·11---~'---__ _ 
---------1_ 26,2421 6,tl6 ~- 29,887 --------. 26,242' 6,116 i~.) 29,887 
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effect embarking on an additional trading enterprise, and he will be 
anxious to lrnow whether his experiment is a success or other
wise. It should be pointed out that a manufacturer who also 
merchants his wares with a view of obtaining an additional propor
tion of the difference between the cost of production and the price 
paid by the consumer is covering two commercial operations in 
one, and should reap proportionate profits since he is bearing the 
expense or giving his services for both operations. Thus, if a 
Lancashire manufacturer of grey cloth sells direct to a Manchester 
merchant or shipper, he will hope to charge for his cloth a sum 
which would have been obtained by a grey cloth· agent had he 
employed such a person to act on his behalf, since he (the manu
facturer) must necessarily have done himself or employed some 
other person to do for him (and to whom he must pay a remunera
tion) the services which the grey cloth agent would have performed, 
for the profit represented by the difference between the net price 
charged to him by the manufacturer, and the net price obtained 
fr-om the merchant or shipper. Cases of manufacturers who 
combine their business with multiple shop trading and the like are 
subjects for similar argument. The immediate outcome of this, 
from the point of view of accounting, is that we must devise 
a scheme which shows whether the various profits are in fact being 
made. 

In such businesses it is the usual custom for the works or factory 
to be situated in some district where manufacturing may be carried 
on economically and conveniently, and the products of such works 
or factory sold by a head office situated in a suitable business 
centre, supported where necessary by one or more branch selling 
establishments. Variations are, of course, found, and in particular 
it might be mentioned that in many cases the works is made the 
seat of government, but such details do not seriously affect the 
principles involved. The system should be to treat the business 
as having in the first place two separate branches, the one for 
manufacturing and the other for factoring. The manufacturing 
part of the business will be debited with all items of cost of pro
duction and credited with the value of the production which would 
be obtained by the business if it had not the assistance of the 
branch. The difference between these two figures should show a 
profit to the works. The selling part of the business, which we 
will consider for the time being as the head office, will be debited 
with the value of the production of the works and credited with 
actual sales. The result should then show a normal·factor's gross 
profit, and if the account is completed by inclusion of the selling 
expenses it should show a profit, which should be capable of fair 
comparison with that of an ordinary factor who has been displaced 
by the addition of this arm to the business. . 
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The foregoing remarks must be taken to apply to cases in which 
the work of the middleman taken over by the manufacturer is a 
necessary step in the machinery of business. It may happen that 
the middleman displaced was, in fact, totally unnecessary, being 
a survival of methods of trading now obsolete, or part of an 
ill-advised system, and there are many such, which unnaturally 
increases the price charged to consumers by enabling certain 
favoured individuals to exact their toll in the form of a .Profit for 
which the services actually rendered give no compensation. In 
such cases it will readily be understood that the excessive profit 
may vanish if the business is faced by outside competition, and our 
accounting conceptions must be revised accordingly. We seek to 
show in the following example the type of account which might be 
suitable in such cases. 

The Engineering Company Limited have works in a suburb of 
London, the head office being in the City, where all orders for the 
Company's goods are taken. The goods are manufactured at the 
works, and are invoiced to head office at " cost," made up of 
materials, productive labour, and an agreed rate of 125 per cent. 
on productive labour to cover "on cost" or overhead charges, 
viz. : 5 per cent. interest on Capital employed, Depreciation, 
and all expenses of the works. The balances in the Ledger of the 
works on 1st January, 1915, were as follows-

Plant and Machinery (Depreciation 7!%) . 
Loose Tools . ( 15%) . 
Cash in hand . 
Freehold Land . . 
Buildings (Depreciation 2%) . . 
Stock on hand and Work in progress 
Head Office 

£ £ 
50,000 
8,000 

200 
5.000 

16,000 
23,800 

103,000 

The head office pays all accounts and furnishes the works 
with cash required for wages, etc. ; the debits to the works for the 
year 191 5 were-

Purchases chargeable to jobs 
, not chargeable to.jobs 

Cash for Productive Wages . 
, , Unproductive 'Vages 

Works Salaries . . . 
Other Works Expenses. 

£ 
52,000 
6,000 

28,000 
5,500 
4,100 
6,500 

£102,100 

In addition to the amounts mentioned above, the Trial Balance 
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of the head office on 31st December, 1915, consisted of the 
following-

5% First Mortgage Debentures authorized and 
issued . . . . . . 

Ordinary Share Capital authorized and issued 
Creditors. 
Goodwill. . . . 
Cash at Bank and in hand 
General Reserve . . . . 
Profit and Loss Balance from 1914 . 
Investments . 
Sales . 

£ 

40,000 
19,300 

26,500 

Debtors . . 36,500 
Salaries and Travelling 3,800 
Rent . 1,200 
Directors' Fees 2, 000 
Other E:s:penses 4, 600 
Debenture Interest for year . . 2,500 
Interim Dividend on Ordinary Shares 5,000 

£ 
50,000 

100,000 
23,850 

30,000 
7,400 

133,500 

Interest and Dividends on Investments 1,750 

The Works Invoices to head office for the year amounted to 
£111,500, and the Stock on hand and work in progress on 31st 
December, 1915, was £27,300. 

Show the Balance Sheet of the Company as at 31st December, 
1915, and Profit and Loss Account for the year. Ignore Income 
Tax. 

HEAD OFFICE ACCOUNT 
Dr. (IN 'THE BooKs AT THE WoRKs). 

Dec. 
31 

To G_oW~r~~~P/t!~d g~ce 111,500 Dec. 31 
By B{~s0:own by example) • 

19151 f. 1915 

n Balance carried do~ . 101,230 , Payments by Head Office 
on Works A9J;Ount . . 

:: ~::r;:fttno~E~~o'rks.for. 
the year as per Profit and 
Loss Account . • • 

Cr. 

£ 
103,000 

102,100 
5,150 

2,480 

i------------------11212~30 
1915 

Dec. 31 By Balance brought down • . 101,230 

See also pp. 193 and 194. 
Foreign Branches.· In the case of foreign branches it is the 

custom to allow the branch to keep its o~ books and to submit 
periodical returns to Head Office. The branch should be required 
to forward at fairly frequent intervals information such as the 
following-

!. A copy of the Cash Account accompanied by vouchers for 
payments made, and any other documents which may be necessary 
to explain the entries. 

2. A record of the purchases arid sales either in detail or in 
total. , 

3. A trial balance giving full particulars of the accounts in order 



THE ENGINEERING COMPANY, LIMITED. 

Dr. MANUFACTURING AND TRADING AND PROFIT A."'D LOSS ACCOUNT FOR THE YEAR ENDING 31sT DxcxMBER, 1915. Cr. 

6'~:. Works. 

---·--- 1915 
{, {, 1915 

Dec. 31 To Materials. . 
, Productive Wages . . . 

48,500 Dec. 31 
2!>,000 

1915 
Dec. 31 

, Goods transferred from Works . . 
., Balance : Gross Profit carri'4 down • 

111,500 
22,000 35,000 

t------------------11133,500 111,500 
---16000 

To Sundry Purchases • 
, Wages unproductive 
, Salaries . . 
" Other Expenses . 
,, Salaries and Travelling 
, Rent . ~ 
, Depredation-

Plant and Machinery 
Loose Tools 
Buildings • 

, Interest on Capital . 

3,750 
1,200 
. 320 

s:5oo 
4,100 

4,600 6,500 
3,800 
1,200 

5,270 
5,150 

---1-

u Balance carried down 
9,600 32,520 

12,400 2,4!!0 
---1-

1915 1------------------//~2z_.o_oo_~ 

Dec. 31 To Debenture Interest 2,500 

1915 
Dec, 31 

, Directors• Fees . . . . . . . 2.000 
., llalance : Net Profit for the year carried doWil • 17 .~!!0 

21,780 -
~~ ~na\~~ ~~~~~d fen a~~~;Zt~~e:n be m·ade to be 

5
'
000 

carried forward (as per llalance Sheet) . 19,680 

1--------------------l£24,6!!0 -

1915 
Dec.31 

1915 
Dec. 31 

1915 
Dec. 31 

1914 
Dec. 31 

By Goods transferred to Head Office 
, Sales 

1,! 6~ :;: 
' 133,500 

1----
1------------------i 133,500 111,500 

By Balance brought down . 

By Balance : Net Profit brought down-
Works . 
Head Office , 

,, Interest charged to Works . . • 
, Interest and Dividends on Investments ~ 

By Balance brought down, • 

from last accounts 

22,000 35,000 

22,000 35,000 

2,480 
12,400 
5,150 
1,750 

21,780 -. 17,280 

7,400 
~ 

1--------------------1 ~4,680 



THE ENGINEERING COMPANY, LIMITED. 

BALANCE SHEET, 31sT DECEMBER, 1915. 

CAPITAL AND LIABILITIES AssETs 

I 
Head I 

. Office. Works. 

I 

Head · 1· 
Office. Works.~ 

I TOTAL. 

I , 
I /, /, 

Authorized Capital- l ' £ £ £ 
100,000 Ordinary Shares of £1 

each, the whole of which have 
been issued as fully paid . . 100,000 

... 5% First Mortgage Debentures • 50,000 se Sundry Creditors . • . 23,850 
General Reserve 30,000 
Profit and Loss Account 19,680 

'100,000 

1

50,000 
23,850 
30,000 
19,680 

Freehold Land . 
Buildings • • £1S,OOO ., 

Less Depreciation 320 

Plant and Machinery . 50,000 
Less Depreciation 3,750 I 

Loo~ Tools 8,000 
Less Depreciation 1,200 

gress . . . • • 
Stock on hand and Work. in pro-,. 

I 

Sundry Debtors. . . • 36,500 
Investments • . . . 26,500 

' 

Cash at Bankers and in hand . I 19,300 
Goodwill .1 40,000 

5,000 5,000 

15,680 

46,250 

6,800 

27,300 

200 

15,680 

46,250 

6,800 

27,300 
36,500 
26,500 
19,500 
40,000 

Head Office Account. ·I 101,230 Works Account. '.I 101,230 

-----------
1

j 223,530 -1-o-t,-23-o-
11
j'_2_2_3.-5a-o-l lr 223,530 1o1,23o j223,5ao 

, ............... , il-:-
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that sufficient information will be available for the head office 
to complete the accounts correctly. 

The figures thus submitted will, so far as· is necessary, be then 
incorporated in the books of the Head Office. Where the trial 
balance is made up and submitted in sterling there is no serious 
difficulty, the position being analogous to that of a wholesale 
branch in this country and treatment will be accorded similarly. 
If, however, the trial balance is submitted in the local currency 
of the branches, some adjustment will be necessary, since it is 
impossible to have entries in the books which do not ultimately 
reduce themselves to a common or standard currency. 

The most simple method, which may be adopted in certain cases, 
is to convert the trial balance as submitted at a fixed rate of exchange 
and to incorporate into the books the sterling figures thus obtained. 
In this case there will be little difficulty in reconciling differences 
in exchange, for the trial balance of the foreign branch should 
balance after the currency figures have been converted into sterling, 
all the items, both debit and credit, being reduced by a common 
divisor. Adjustment will be necessary in order to deal with any 
difference which may arise between the balance of the Branch 
Account as shown by the head office books, and the balance as shown 
by the branch trial balance after conversion into sterling. This 
difference will be entered in a Suspense Account in order to maintain 
the balance of the books and thereafter written off to Profit and 
Loss Account or carried forward at discretion. 

The following example shows the incorporation of the branch trial 
balance into the head office books by the method above described. 

Assume that the trial balances of the books in London and Paris 
of the Anglo-French Trading Company on 31st December, 1917, 
were as ftJllows-

Stock 31st December, 1916 
Purchases and Sales . 
Expenses . • . . 
Office and Warehouse Fixtures 
Sundry Debtors and Creditors 
Bank Balance . • . 
Share Capital: 8,000 Shares of £5 

each fully paid (the whole of 
the nominal capital) . 

Profit and Loss Account balance 
Paris Branch Account 
Head Office Account 

Stock on hand, 31st Dec., 1917 
Depreciation of Fixtures 

I 
Lo-ndon. 

£ £ 
16,000 
86,000 98,000 

6,000 
600 

15,000 8,000 
5,400 

40,000 
1,000 

18,000 

147,000 147,000 
~~~~. 

£12,500 
10% 

Paris. 

Fcs. Fcs. 
214,500 
837,000 1,053,000 
175,500 

10,600 
238,500 145,750 
212,000 

489,350 

1,688,100 1,688,100 

Fcs. 225,250 
10% 
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If the Paris Trial Balance is converted at a flat rate approximating 
to the mint par of exchange, say, for the sake of simplicity, 25 fcs. 
to the £ sterling, then the Trial Balance and accounts would appear 
as follows-

Dr. 

TRIAL BALANCE : PARIS BRANCH, 31d December, 1917. 

Purchases and Sales 
Expenses • • • • 
Office and Warehouse Fixtures 
Sundry Debtors and Creditors . 
Bank Balance • . 
Stock, 31st December, 1916 
Head Office . • • 
Difference· in Exchange . 

. ' 

£ £ 
• 33,480 4:Z,l20 

7,020 
424 

9,540 5,830 
8,480 
8,580 

18,000 
1,574 

67;524 67,524 

Cr. PROFIT AND LOSS (PARIS BRANCH) ACCOUNT. 

2r~SOO B,~SO By Sales • • 
Fcs. £ 

To Initial Stock 
n Purchases • 
1, Expenses . . . 

:: ~:y:;~a:tioN~~F~firr 
carried to Head Office 
Acoount. 

837,000 33,480 ,. Final Stock 
175,500 7,020 

1,060 42 

50,190.~ 

1,278,250 51,130 

BALANCE SHEET, 31ST DECJ!)IBER, 1917. 
Liabiliti&s. 

Sundry Creditots • . 
Head Office Ale £489,350 

Add Profit for 
year 50,190 

Difference in exchange 
retained in suspense . 

Fcs. £ Assds. 
145,750 5,830 Cash at Bank • 

Sundry Debtots 
Stock on hand. 

539,540 20,008 Office and Ware- · 
house Fixtures £! 0,600 

1,574 
L4ss Depreciation 1,060 

685,290 27,412 

ANGLO FRENCH TRADING COMPANY. 

Dr. 
GENERAL AND PROFIT AND LOSS ACCOUNT 

FOR TtlE YEAR ENDING 31ST DECSlalBER, 1917. 

1,053,000 42,120 
225,250 9,010 

!,278,250 51,130 

Fcs. {. 
212,000 8,480 
238,500 9,540 
225,~50 9,010 

9,540 382 

685,290 27,412 

Cr. 
L<maon. Paris. 'tOTAL. L<maon. Paris. TOTAL. 

To Initial Stock • 
, Purchases. • . 
, Ex~es. , . 
, Depreciation of 

Fixtures • • 

ts7ooo 
86,000 
6,000 

60 
,. Balanoe: Net Profit 

earned to Appro· 
priationA 2,440 

-------11110,500 

1-z-
8,580 

33,480 
7,020 

42 

2,008 

S!,!SO 

----
24Jso 

119,480 
13,020 

102 

4,448 

161,630 

{. 
By Sales • • 98,000 
, Final Stock 12,500 

110,500 

{. 
42,120 I 
9,010 

lst,t30 1 

£ 
40,120 
21,510 

61,630 



Nominal Capital-

8,000 Shares of £5, 
paid fully sub-
scribed and paid up i 

Sundry Creditors • . 
Exchan~e Suspense A/c 
Profit and Loss A/c-

Balance from 
last accounts£1,000, 
Add Profit I 

BRANCH ACCOUNTS 

BALANCE SHEET, 31sT DECEMBER, 1917, 
London. Paris. TOTAL. 

{. l. l. Office and Warehouse 
Fixtures • . • 
Less Depreciation 

40,000 40,000 
8,000 5,830 13,830 

1,574 1,574 Stock in hand • 
Sundry Debtors. 
Cash at Bank •. 

197 

London. Paris. TOTAL, 

l. £ 
424 1,024 
42 102 

540 382 922 
12,500 9,010 21,510 
15,000 9,540 I 24,540 
5,400 8,480 13,880 

for the year 4,448: 
5

,
448 5

,
448 

Head Office Account . i 20,008 Paris Branch Account . 20,008 

------i_ss_.4-4S-27,4t2 ~~------ii:~s~s.:!;44~s:/;z~7~,4~12~~~1~so~,s-sz-

Goods and Remittances in Transit. It occasionally happens 
when ·goods have been despatched by one branch of the business 
to another, and they are in transit at the date of balancing, that 
the consignor branch has debited the value to the consignee, but 
the consignee branch has not credited the consignor. In such a 
case, it is clear that some adjustment is necessary in order to make 
the accounts strictly comparable. This adjustment may be made 
by an entry in the books of the receiving branch, debiting a Goods in 
Transit Account, and crediting a Suspense Account. The account 
of the consignor branch, plus this Suspense Account, will then be 
equal to the account of the consignee branch in the consignor's 
books. The entries are repeated reversed, immediately after 
stocktaking, thus closing both accounts. 

Example. The books of the London office of a company show a 
balance standing to the debt ,of its branch at Melbourne of £18,200, 
but the Melbourne Trial Balance shows a balance of £14,000 only 
to the credit of head office on the same date. The difference 
represents the value of a consignment of goods invoiced by the 
branch at £4,200, which it has debited to London but which is in 
transit at the date of balancing. The following entries will be 
made in the London book-

Before closing 
the accounts : 

Goods in Transit Account . Dr. 
To Suspense Account • . 

(For goods shipped by Melbourne 
------ Branch not yet received). 

Upon opening 
the accounts 

in the fol
lowing period : 

Suspense Account . • . Dr. 
To Goods in Transit Account 

(To cancel adjusting entry made in 
previous accounts for goods in 
transit from Melbo~me). 

£ 
4,200 

4,200 

l 

4,200 

4,200 
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It should be noted that remittances in transit may be similarly 
treated. · 

The method of adopting a fiat rate of exchange, though simple 
in its working, raises many practical difficulties and admits a number 
of errors of principle. In particular, it will be found that such 
a system gives no loophole to correct variations in the exchange 
of a more or less permanent character, without a considerable 
number of unsatisfactory entries in the books, e.g. if a firm with a 
branch in Paris has been in the habt of converting the Paris Trial 
Balance at the normal rate of exchange (25.25 fcs. to the£ approx.), 
considerable difficulty will have been experienced in adjusting the 
accounts in times of war, when the rate has been far from this 
figure. To meet such cases it is suggested that a more elastic 
system should be adopted in order to minimize, so far as is pos
sible, the errors which arise upon· conversion. The following rules 
are open to some criticism, but will probably be found to ·work 
satisfactorily in the majority of cases. It is suggested that-

1. The currency values of fixed assets should be converted into 
sterling at the rates ruling at the date of their acquisition. It 
will be found that this rule involves the corollary that depreciation 
on fixed assets will be calculated at the same rates as the assets 
themselves. 

2. floating assets will be converted at the rate ruling at the 
date of the trial balance. 

3. Revenue items will be converted at the average rate ruling 
during the period covered by the accounts. 

4. The Head Office Account will be shown in the sterling trial 
balance at the figure appearing in the head office· books to the 
debit or credit of the branch, as the fase may be. 

5. The resulting difference in the sterling trial balance figures 
will be regarded as difference in exchange, a profit being carried 
forward t:o meet future losses and a loss being written off to the 
debit of the branch Profit and Loss Account in the head office 
books. 

These rules, as has already been suggested, are not beyond 
criticism, but, inasmuch as the subject is of an extremely involved 
and purely academic character, further discussion here is 
unnecessary. In the following example we convert the trial balance 
as shown in the previous example assuming varying rates instead 
of a fixed rate. 

Given the same figures as in the last preceding example (page 195), 
but assuming that the rates of conversion were as below, the 
accounts would appear as on page 199. 

Rate of Exchange, 31st December, 1916 
n , n 1917 , 

Average Rate during 1917 • • 
ate at date of acquisition of Fixtures 

27! 
26! 
27 
25 
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PARIS BRANCH. 
TRIAL BALANCE, PROFIT AND LOSS ACCOUNT, AND BALANCE SHEET, 

31ST DECEMBER, 1917, 

Stock, 31st Dec., 1916 
Purchases and Sales 
Expenses. , • • 
Fixtures. . . . 
Sundrv Debtors and 

Creditors . • • 
Bank Balance . . 
Head Office Account 
Difference in Exchange 
Stock, 31st Dec., 1917 

I 

Dr. 

·---
Pes. 

214,500 
837,000 
175,500 

10,600 

238,500 
212,000 

---
1,688,100 

TRIAL BALANCE, 

Cr. 1or~~~.l Dr. 
version 

-----
Pes. £ 

27t 7,800 
1,053,000 27 31,000 

27 6,500 
25 424 

145,750 26t 9,000 
26! 8,000 

489,350 -

---I= 1,688,100 162,724 
I 

(a) Depreciation 10%. 

PROFIT & LOSS 
ACCOUNT. __,.__ 

Ct. Dr. 

I 
Cr. 

£ £ I £ 7,800 
39,000 31,()00 ·39,000 

6,500 
(a) 42 

5,500 

18,000 (b)2382 
224 224 

8,500 

62,724 ~7,724 47,724 
I 

BALA NCE 
SHl::£ T. __,.__ 

Assets 

£ 

382 

9.000 
8,000 

8,500 

"5,882: 

Lia
b'lties. 

5,500 

20,382 

25,882 

(b) Net profit for the year. 

The General Profit and Loss Account and General Balance Sheet 
will appear generally in the form given on pages 196-197, the figures 
in the Paris column being taken from the above statement, the 
London column remaining the same and the total altered where 
necessary. 

1 It will be observed that in the above example the gain in exchange 
is credited to Profit and Loss Account. Similar treatment will be 
accorded in the head office books ; consequently there will be no 
Suspense Account included amongst the liabilities. 

It should be noted that separate accounts showing the profit 
of the foreign branches and also of the head office are not always 
possible unless we act on assumptions or certain fixed rules. If, 
for example, it is the custom of the firm to treat its head office, 
say, in Manchester, as a buying house only, from which are consigned 
to the various branches shipments of goods for the purpose of sale 
locally; in such a case it will be necessary, in order that a Profit 
and Loss Account for each branch may be prepared, to debit 
the branches and credit the head office with the value of the goods 
so shipped, the price fixed being sufficient to cover the cost to the 
head office and the customary exporters' profit. The branches 
should be prepared to make a profit on local sales above this figure, 
otherwise there would appear to be no reason for the continuance 
of the branch. 

The examples on pages 200-1 are designed to illustrate such a case. 
The figures on pages 200-1 are assumed as representing the 

operations of L'Entente Limited, trading in Manchester and Lyons. 
The transfers between Manchester and Lyons are made at the 

rate ruling at the date of shipment. It may therefore be assumed 
that the values in sterling of goods sent to and from Lyons are the 
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figures appearing in the head office books. For the remainder 
it is· assumed-

(i) That the sterling value of the stock at Lyons on 31st 
December, 1916, was calculated at £5,350. 

(ii) The average rate for the year was 27 per cent. 
(iii) The rate ruling at 31st December, 1917, was 26t per cent. 

TRIAL BALANCE 31ST DECEMBER 1917. 

Share Capital: 30,000 Shares of 
£1 each. • • 

Profit and. Loss Account 
Purchases and Sales . 
Debtors and Creditors • 
Goods sent from Manchester to 

Lyons • • • . 
Goods sent from Lyons to Man· 

chester .. . • • 
Expenses • • • • 
Stock, 31st December, 1916 
Cash at Bank • 
Head Office Account 
Lyons Branch Account 

Stock, 31st December, 1917 • 

Manchester. 

£ £ 

30,000 
550 

62,500 38,000 
13,000 5,000 

40,000 

3,500 
8,000 

19,000 
2,010 

5,540 

113,550 113,550 --. 
£18,500 

Lyons. 

Fcs. Fcs. 

162,000 1,350,000 
106,000 29,150 

1,083,000 

95,000 
108,000 
148,500 
13,250 

146,600 

1,620,750 11,620,750 

Fcs. 143,100 

LYONS TRIAL BALANCE CONVERTED INTO STERLING. 

Purchases and Sales 
Debtors and Creditors • . 
Goods received from Manchester 

, sent to Manchester 
Expenses 
Stock • 
Cash at Bank . 
Head Office Account 
Difference in Exchange 

£ £ 
6,000 50,000 
4,000 1,100 
40,000 

4,000 
5,350 

500' 

290 

3,500 

5,540 

60,140 60,140 

Similar methods will be adopted in the case of an importer, the 
branch being credited with a fair value of the goods sent to this 
country, the head office being expected to obtain a profit over 
and above this figure. In all cases, although accounts such as the 
above may be prepared, they should not be used in substitution 
for accounts prepared in the customary manner, but as additional 
information. If, therefore, we are dealing with a company which 



L'ENTENTE, LIMITED. 
Dr. GENERAL PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDING 31sT DECEMBER, 1917 Cr. 

To Initial Stock. . .I 
.. Purchases . • • •j 
,. Goods sent from) 

M'nstr to Lyons S as per 

Total. 

1 

chester., Lyons. (CuYrency). Total. chester. Lyons. (Cu"er•cy). I 
Man• I l Lyons I I Man- I Lyo,.. 

2/350 J9Jooj5J5o · I~%:5oo By Sales. 
1 

slooo 138,6oo 5o,&ooi uf~~ooo 
68,500 62,500 6,000 162,000 .. Final Stock • • • 23,900 18,500 5,400 143,100 

40,000 1,083,000 " ~~~~:~~i~~: J as per 
1
40,000 

3,500 .. Goods sent from ~ t 
Lyons to M'chstr !con ra 3,500 96,000 :: r~~~= :~~.~~~~ contral 

.. Expenses. . . • . 12,000 8,000 4,000 

.. Difference in Exchange.·~· 290 290 , 
108,000 

Balance: Net Profit 
carried to Appropria-
tion Account . ·1 6,760 3,500 I 3,260 86,600 . I 

j· -1 
---------:,1 111,900 196,500158,900 

~ ~~~~-
1,688,100 l-----------llli900196,500 1~11,688,100 

I ' -
LIABILITIES. 

Share Capital-- i 

:I 30,000 Shares of £1 each 
Sundry Creditors • • 
Profit and Loss Appropria

tion Account
Bal. brought from 
last accounts • £ 550 

Add Profit for year 6,760 

·II 
Head Office Account . 

I 
i' 

GENERAL BALANCE SHEET, 31sT DECEMBER, 1917 

Man- I 
1 

Lyons 
Total. I chester. Lyons. (Cumrncy). 

£ £ £ Fcs. 

30,000 30,000 
6,100 5,000 1,100 29,150 

7,310 7,310 
- 8,800 233,200 

43,4Io 
1
42.a1o 9,9oo 1 262,350 
1-.~: 

lj 

II 
AssETS. 

Stock on hand . 
Sundry Debtors. 
Cash at Bank 

I Lyons Branch Account ., 

I 
Man- I Total. · chester. Lyons. 

-----1 

~. £ I £ 
23,900 18,500 5,400 
17,000 13,0001 4,000 

2,510 2,010 500 

8,800 

Lyont 
( Cumncy). 

Fcs. 

143,100 
106,000 

13,260 

43,410 142,310 9,900 262,350 
~'~~~ 
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grows tea in India, and itself goes through all the trading processes 
usually undertaken by middlemen until the tea is sold by the 
company from multiple shops over the counter to, the consumer, 
the accounts should be arranged in order to permit the prepara
tion of a Profit and Loss Account made up of actual transactions 
without the position being confused by the presence of a number 
of transfers in the books. It must not be assumed that the 
departmental or branch accounts prepared are of secondary 
importance (in the last-mentioned case they are essential to the 
proper conduct of the business), but rather that they are inde
pendent accounts designed to explain the true character of the 
general Profit and Loss Account of which . they form part. 



CHAPTER XII 

ACCOUNTS OF IMPORTERS AND EXPORTERS 

THE accounts of importers and exporters have a number of special 
points which require separate consideration. In particular, it is 
necessary to discuss the following matters-

1. Consignments inwards and outwards. 
2. Joint ventures. 
3. Bill transactions and the financing of shipments. 
4. Accounts Current. 
5. Carnage, Freight and Insurance Accounts. 
6. Stock Accounts. 
Consignments, Inwards and Outwards. Dealing in the first 

place with the accounts relating to consignments it is assumed 
that goods are received by a trader in England from a correspondent 
in Ceylon for sale by him at the best price obtainable, the English 
trader to pay for the account of the Ceylon merchant all charges 
on the goods in England and to remit to Ceylon the amount realized 
by the sale of the goods, less expenses incurred, including his com~ 
mission on th~ sale. The custom in such cases is for the consignor 
to send to the consignee a pro forma invoice for the goods shipped. 
This invoice should not, however, be entered in the books of the 
consignee since he is not the owner of the goods and under no 
liability in regard thereto. On sale, however, he should debit the 
person to whom he sells the goods and credit the person whose goods 
he has sold, in this case the merchant in Ceylon, with the amount 
which he has realized on the sale. Any expenses incurred by the 
consignee will be debited to the account of the consignor together 
with the amount of the commission charged; appropriate 
accounts will be credited. When the consignment is sold the 
consignee sends to the consignor an account showing the realizations 
and the charges paid and claimed, and the balance, which is the 
amount due, is remitted by draft or placed to Current Account 
according to the arrangements which have been made between the 
parties. 

The following example shows the manner in which the entries 
would be made in the books of a consignee in such a case. 

Example I. Brown receives from the Colombo Trading Company 
certain spices invoiced at £750. He pays in London dock charges 
and sundry expenses amounting to £60 in cash, and sells the goods 
to Jones for £840 net. 

Brown then submits an account sales of the transaction, deducting 
203 
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2! per cent. commission and remitting sight draft for the amount 
due. • 

The following entries would appear in the books-

JOURNAL. 

Colombo Trading Co. • Dr, 
To Cash • . . . • 

(For a.:mounts paid for account of the 
Colombo Trading Co. on consignment of 
spices received per ss ................. for sale). 

Jone<~ • . . • • • Dr. 
To Colombo Trading Co. • • • 

(For sale of consignment of ~ices by the 
Colombo Trading Co. to jones as per 
invoice dated thi~ day (Invoice Copy 
Book to ................................ ). 

Colombo Tradin~ Co. . • Dr. 
To Co~10n Account . . 

(Co:tn:tnission 2!% on £840 on sale of con
signment of spices to Jones). 

840 

21 

Colombo Trading Co. . . . DY, · 759 
To Cash OY Bills Payable Account . . 

(Settlement of balance due on sale of con-~ 

!fe:~~ .. ~~ .. ~~~-~ .. ~ .. .)~ our accounts 

s. d. I. s. 

60 

840 

21 

759 

d. 

Dr. COLOMBO TRADING COMPANY. Cr. 

To Gash: Dock Charges and Expell!OOS f.: By Prooeeds of Sale of Spices to Jones t£o 
onCollllignmentofSpicesperss._ GO 

n Commission on Sale of Qmsignmeot 
of Spices: 21% on £840 . • 21 

" Cosh • • • • • • 759 

£~0 £MO 

In the books of the consignor it is necessary to open a special 
Consignment Account for each shipment made. The custom is to 
use the pro forma invoice already mentioned, to open the transaction 
in the books, by debiting a Consignment Account and crediting a 
Consignment Sales Account. It should be noted that it is not 
correct to credit these sales to the Profit and Loss Account until 
the goods have actually been sold, nor is it correct to debit the 
consignee since he has not bought the goods, and therefore is not 
under any obligation on the contract as it stands to pay for them. 
All charges incurred in respect of the transaction will be debited 
to the Consignment Account and credited to appropriate accounts. 
When the consignee sends his Account Sales in respect of realiza
tions made, the Consignment Account is credited with the net 
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amount realized after deducting the charges, and the consignee 
debited with the same amount. When the goods making up the 
consignment have all been disposed of, the balance remaining 
on the consignment represents the profit or loss as compared with 
the pro forma invoice price, and this amount will be transferred to 
the debit or credit of the Consignment Sales Account. At the end 
of the financial period it is necessary to raise a reserve in order 
that the balances of the consignments unsold may be brought into 
the accounts at their fair value, and it is suggested that the Con
signment Accounts be allowed to remain and that no profit or loss 
be anticipated in respect of consignments partially sold, but that 
the value of the unsold stock on consignment should be valued at 
cost plus charges for freightage, etc., less the loss on consignments 
which it is estimated will be unsuccessful. The difference between 
this figure and the balances appearing on the Consignment Accounts 
will be reserved to the debit of the Consignment Sales Account, 
which account will be then transferred to the credit of the Trading 
Account, representing the amount realized on the sale of goods 
shipped on consignment. 

Example 2. X, a merchant in Manchester, buys goods from Y 
and consigns them as follows-
No. 1. To A at Jamaica. Goods invoiced at £700, for which he paid £500 
., 2. ., B .. Trinidad. £600, £450 
, 3. , C •• Bermuda. £500, £360 

~ A B C 
(Jamaica). (Trinidad). (Bermuda). 

He pays freight and charges on the 
shipments • • . • 

He draws Bills at 90 d/s on the 
consignees for . 

£280 

£400 

£240 

£350 

,£200 

£300 

He receives from A, Acco~nt Sales showing sale of the whole 
consignment, which realizes £910 net after deducting A's charles. 
A remits the balance due by draft at sight. 

He receives from B, Account Sales showing sale of half the con
signment for £450 net, and from C Account Sales of one quarter 
of the consignment for £130. 

The entries are made in the ledger on the assumption that stock 
is taken immediately after receipt of the last mentioned AjcS. 

Dr. CONSIGNMENT SALES ACCOUNT, 

To Consignment No. 1. Loss transferred {. 70 By Consignment 1 
, Reserve carried down1 being difler4 2 

ence between cost and pro forma 3 
invoice value of consignments not 
completely sold . 290 

,. Trading Account • 1,440 

Cr. 
{. 
700 
600 
500 

----------- £1,800 

By Balance brought down • 290 
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CONSIGNMENT No. I : 
Dr, A oF JAMAICA. Cr. 

To Goods (Consignment Sales Account). ~00 By A: A/cS • • • • , ~10 
, Cash Charges 280 , Balance loss transferred to Consign-

ment Sales Account . . • 70 

CONSIGNMENT No. 2: 
B OF TJtlNIDAD. 

£ 
To Goods (Consignment Sales Account). 
, Cash Charges. . . . , . 

600 By B : A/cS , • 
240 ., Balance carried down 

£840 

T? Balance brought down 390 

CONSIGNMENT No. S : 
C OF BERMUDA. 

To Goods (Consignment Sales Account). ~00 By C: AfcS • • 
,. Gash Charges. . . . . 200 , Balance carried down 

To Balance brought down 

Dr. 

To Consignment No. I AfcS 

Dr. 

To Consignment No. 2 A/cS 

To fa!ance brought down 

Dr. 

To Consignment No. 3 AjcS 
, Balance carried down . 

Dr. 

£700 

570 

A. 

_ ., Cash (sight draft) . 
£910 I By Bills Receivable • 

B. 
£ 
450 By Bills Receivable . 

£450 ....,.... 
100 

~30 
170 

£300 

1, Balance carried down 

c. 

By Bills Receivable 

By Balance brought down 

PURCHASES ACCOUNT. 

_To_G_oo_ds_;_(Yl ________ • £1$10 I Account 

Dr. Y. 

I Goods • 

[980 

£ 
450 
390 

\so 
570 

£700 

Cr. 

~00 
510 

£910 

Cr. 

\so 
100 

£450 
"""--

Cr. 

~00 

£300 

170 

Cr. 
£ 

£1,810 

Cr. 
l 

£1,910 -
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v.. 
To A: Bill-90 dfs 
., B: .,- " 
,. C: •• - ,, 

BILLS RECEIVABLE ACCOUNT. 

£ 
400 
350 
300 

----------- £1,050 

v.. BANK ACCOIThl'T. 

\10 By Charges on Consignments-
210 No. I: jamaica . 

., 2 : Trinidad 
,. 3: Bermuda 

Cr. 

£ 

Cr. 

£ 
280 
240 
200 

[720 {720 

By Balance brought down 210 

Dr. TRADING ACCOUNT. Cr. 
£ £ 

To Pw-cbases • • 1,310 By Consignment Sales AflOOunt £1,440 
,. Balance, being profit . . • 130 

(,\1....,. This is the profit on the 
<XJDSignment oompletely sold-
No. I) 

---------- !1.440 £1,440 

Dr. 

Y. , 
c. . • 
Profit realized 
Banlt 

-
BALANCE SHEET. 

{. 
1,310 Bills Receivable. 

170 B • . . • 
130 Consignmen-No. 2 • 
210 - .. 3. 

Lus Reserve 
£960 

• 290 

Cr. 
I. 

1,050 
100 

670 

---------- £1,820 ----------- !1,820 -
Joint Ventures. It is a common method of trading for two or 

more persons to join in an isolated transaction and share the profits 
resulting therefrom, and although this type of transaction is not 
confined to importers and exporters it will be found that it is 
practised more freely amongst such traders than in the majority 
of other departments of commerce. Taking a simple example of 
two traders in London arranging to buy a shipment of goods jointly, 
to sell it to the best advantage and share the profit between them
selves, it will be seen that transactions will be undertaken by each 
of the joint traders, and that although such transactions are entered 
into with the idea that both parties will share in the results, yet 
the transaction itself will almost inevitably be mixed with the 
general trading in the business from which it must be abstracted. 

It is suggested that if a merchant enters into such a transaction, 
he should open a Joint Venture Account to which he will post all 
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items which refer to that matter. If, for example, he pays for 
the goods pur~ased, he will credit cash or the person who sup
plies the goods, andldebit the Joint Venture Accounf:. If he sells 
certain of the goods_ purchased on Joint Account, be will debit the. 
person to whom )le)sells the goods, and credit the Joint Venture 
Account. Again, all expenses incurred will be debited to the 
Joint Venture Account and credited: to Cash or such appropriate 
Account as the circumstances require. This procedure will be 
followed by each of the joint traders, so that if the Joint Venture_ 
Accounts of the whole of them are combined, the result will be the 
actual receipts and paymen~s on the joint transaction, and when it 
is closed a combination will reveal the profit earned. 

Inasmuch, however, as it is not possible to combine sections 
·of two sets of books in this manner, it is necessary for each of the 
joint traders to submit to the other or others a statement of the 
items which he has paid or received on Joint Account so that each 
may complete the Joint Account in his own books exactly as if 
it were a separate set of accounts. To accomplish this, all that is 
necessary is for the trader, having entered in the Joint Venture 
Account all the transactions he himself has completed for the 
account, to incorporate the transactions of his C!>lleague as shown 
by his statement by debiting the Joint Venture Account and 
crediting his colleague with the amounts paid by the latter, and 
reversin_g the process in respect of moneys · received. By this 
method it will be seen that the Joint Account will then show all 
the transactions which have been entered into, and that the balance 
on the account represents, ultimately, the profit or loss on the 
venture. This profit is divided between the traders in the propor
tions arranged, the one portion being debited or credited to Profit 
and Loss Account, and the other or others debited or credited 
to the persons to whom the profit is due, or from whom the loss 
may be demanded as the case may be. In the following example 
is shown a simple case to illustrate the method of dealing with 
these accounts; The accounts are shown in the books of both 
parties and the reader should compare the entries as they appear 
in the two sets of books. 

Example 3· A and B arrange to buy a shipment of mahogany 
from Lagos for £850. A buys the shipment and pays the amount 
required, receiving from B, £425 as his share. Thereafter A pays 
sundry charges and expenses amounting to £35 and B pays £20, 
A sells a portion of the goods for £480 cash, and B sells the remainder 
for £525 cash. The matter is then settled between A and B by 
payment of cash~ the profits being shared equally. (See p. 209.) 

Bill Transactions and the Financing of Shipments. It will be 
found that transactions in Bills of Exchange are rather numerous, 
and it is recommended that a Bills Receivable Book and Bills 
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Payable Book be kept as separate books of record for the purpose 
of entering details of the transactions. A form such as that given 
on page 211, will be found of considerable use in dealing with 
bills, since it will show not only the details required for the 

IN A's BOOKS. 
JOINT VENTURE WITH B. 

Dr. SHIPMENT OF MAHOGANY FROM LAGOS. 

To Cash-cost of Goods • . • 
u " --charges paid . , . 

B-Gharges on consignment paid by 
him • . . . 

u Balance, being net profit-
One·half to B, being his share [50 

, Profit and Loss 
Account . 50 
being my share -

~50 
35 

20 

100 

By Cash-Sale of portion of shipment . 
, B-Proceeds of Balance of shipment 

sold by him 

----------- [1,005 

To Joint Venture Account-
Proceeds of Sale of portion of 

shipment of Mahogany . 

/ 

B. 

525 

[525 

By Cash • . . • 
, Joint Venture Account-

Charges paid on shipment of 
Maho.~any . • 

,~ Joint Venture Account
Half share of Profit 

,. Cash (in settlement) 

IN B's BOOKS. 
JOINT VENTURE ACCOUNT WITH A. 

Dr. SHIPMENT OP' MAHOGANY FROM LAGOS. 

To Cash-Gharges paid . . 
., A-cost of Goods paid by him 
., A-charges paid by him 
, Balance, being net protit-

One·half to A, being his share £50 
, " Profit and Loss A/c 

being my share 50 

£ 
20 

850 
35 

100 

By Cash-5ale of portion of shipment . 
, A-Proceeds of Sale of Goods by him 

------------- [1,005 

Dr. 

To Cash (on account of Joint Venture) . 
, joint Venture Account -

Value of Goods sold by A 
, Cash (in settlement) 

A. 
£ 
425 By Joint Venture Account-

Amounts paid by A: 
480 For the Goods 

30 u Expenses . 

[935 

n Joint Venture Account
Half share of profit 

Cr. 
£ 
480 

525 

£!,005 

£ 
425 

20 

50 
30 

{525 

Cr. 
l 
525 
480 

[1,005 

Cr. 

l 

850 
35 

50 

£935 

purpose of posting to the Personal Ledger, but may be used as a 
Ledger Account itself showing, at a glance, the whole history of 
each bill so far as the person who keeps the books is concerned. 
This book being utilized as a Ledger Account, the bills 

14-(!410F) · 
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outstanding as shown by the book will require to be included in 
the trial balance.· 

Where it is the custom to obtain advances from the bank 
on the security of goods in transit, it will be found necessary 
to make certain entries in the books in order to simplify the 
reconciliation of the Bank Account. . The general custom in such 
cases is as follows. The exporter having placed his goods on board 
ship and obtained a Bill of Lading therefor, draws upon his customer 
abroad and takes the draft with the Bill of Lading, Insurance 
Policies, a copy of the invoice to his customer and any other 
necessary documents, to his bankers. Now one of two arrangements 
is entered into- . 

1. The banker may discount the bill forthwith relying on the 
security given by the goods and his customer's financial standing 
to cover him in the event of the dishonour of the bill. In this 
case the.transaction is a simple case of discounting a bill and calls 
for no special comment. 

2. The bill may be handed to the banker .for transmission .to his 
agents a~road for collection. This operation will ·be noted in the 
Bills Receivable Book, and when the cash is collected, the fact will 
be recorded in the books by debiting the banker with the amount 
collected and crediting the Bills Receivable Account. It may 
happen, however, that the exporter requires accommodation, 
and in such a case the custom may be followed of granting an 
overdraft equal to a recognized percentage (usualiy 90 per cent.) 
of the value of the goods shipped on the security of the Bills of 
Lading. In order to determine the actual amount which. may be 
overdrawn at any one time, it is recommended that where tem
porary accommodation is given by the banker, the amount granted 
be debited to the Current Account and credited to a special Security 
Account. When the draft is cpllected by the bank and the goods 
consequently released to the importer, the amount realized on the 
draft will be debited to the bank and credited to Bills Receivable, 
·and the transfer to Security Account cancelled by debiting that 
account and crediting the Current Account at the bank. By this 
means, the Security Account will always show the limit of 
accommodation permitted by the bank on the security of documents 
of title to goods. It should be noted that similar advances may 
be obtained by importers on the security of dock warrants and in 
such cases a Security Account may be raised in the same manner. 

Accounts Current. In cases in which transactions are numerous, 
it is the custom to dispense with the usual periodical closing of 
accounts by settlement of the balance in cash, and to substitute 
a settlement between parties by agreement of the balance out
standing. This practice involves the ·calculation of interest upon 
the account in order that neither party suffers in respect of interest 



Dr. BILLS RECEIVABLE BOOK WITH CREDIT COLUMNS. Cr. 

I I 
! How DISPOSED OF : 

Date From whom By whom On whom When When Led I 
N · ed · ed dra Date. drawn. Where payable. Tenor. accepted due. Fol: Amount. -----! ---~ 

o. recetv . receiv . wn. Date : . Fol. Cash. ~~'t. 

--~--l-920-+----l·----l-:-:19-:-2-:-o-I-----JI-------I--- £ 1.:~

1
-d. 1920- -!--;d. £r-; d 

J {.';;: : ): ~;:;: :?1~rown t=:.· : l: :::, f~(;:'6 ~~~! i ~~ J.:;: ! 1/:y ! ~: ~~g :: - 1%: ! 1~ ~~~ 17 6 3 2 6 
3 MM. 4 A. Smith Ser, MM. I A. Smith Lloyd$, Manchester 6 mfd Mar. 2 Sept. 4 41 300 -J -
: ~;;:: }: ~;:;: ~~~ IJ;;: : , }: ~;:: Parrs, ~anchester i :::;~ IJ;;: ~ :f:i;! : ~~g ::i :: June 4 16 250 - -

1920 
l"ne30 Bal. b/d 

S Mar. 4 A. Smith 
5 Apr. 4 J. 'Brown 

I 
Mar. I 
Apr. I 

A. Smith 
J. Brown 

LWyds, M anchesler 
Parrs, Manchester 

6 m/d 
3 mjd 

Jfar. 2 
Apr. 2 

Sept. 4 
Jwly 4 

£1300 - -

---, 
{.1300 
--1-

300 - -
250 - -

ip46 17 6 {.3 2 6 

2~t·l 326 
J"ne 30 Bal. 

cfd sso1_::
1
_:: 

1300! - -_: __ {. 

! 

_£s_s_o..: ----------~·I __ .;__.:.:...__---'--· 
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in consequence. · It is therefore necessary to keep a number of 
accounts current very much in the form as described in the 
chapter on Partnership Accounts. There are, however, a few 
peculiarities which do not arise in Partners' Accounts, but which 
require explanation in the case of shipping transactions. In 
particular, it should be mentioned that interest will of necessity 
be calculated from the date the money would, in the ordinary 
course of trading, become due for payment, and not necessarily 
from the date the transaction took place. It may even happen 
that, though the transaction was entered into before the date the 
accounts were made up, yet the payment may not be due until 
after the date of the account. In such a case, it is necessary to 
calculate the interest or products as the case may be, from the 
date of the account to the due date and ded.uct the amount from the 
g~neral interest charge, or alternatively enter the amount in the 
interest column on the opposite side. This adjustment, known as 
" red interest," is illustrated in the exarilple following. 

Example 4· Assume that Brown owes to Jones £600 on the 
30th June, 1920, and that the following transactions take place 
during July-

July 1. Brown pays to Jones cash £500. 
8. Brown buys goods from Jones £750 due for payment in 7 days 

net cash. 
12. Brown accepts draft on him by Jones for £800 payable at 1 month 

from July lOth (i.e. 18th August. 
29. Brown buys further goods from Jones £600 due for payment 

7 days net cash. ' 
80. Brown pays Jones £600 in cash. 

Jones's Account in Brown's Books appears on page 213, interest 
being calculated at 5 per cent. for the month of July. 

Special Treatment of Carriage, Freight and Insurance. The 
charges for freight, insurance and the like in many cases represent 
a large proportion of the cost of shipment and it is therefore 
usually necessary to ascertain the amount realized from the sale of 
the goods as distinguished from the amount charged to the customer 
for freightage and similar charges. It is recommended that a 
Sales Day Book be kept in the following general form whereby 
the sales may be analyzed with this object in view. The analysis 
is a simple matter in those cases in which the goods are sold upon 
the terms that the buyer shall pay the cost of transport, since 
the invoice itself will reveal the required analysis. If, however, 
the goods are sold upon c.i.f. terms, it will be necessary to insert 
in the freight and insurance columns the amount reserved in the 
quotation to cover these charges. The totals of the various columns 
will be posted to the credit of appropriate Nominal Accounts. 



Dr. 

1920 
July 1 
July 12 

July 30 

I I 
I To Cash . • • 

.. Bills Payable • I Bill due 13thAug 

., Cash • 

., Bal. of Products 

.. Balance cfd • 

I I 

Amount. 

l s. d. 
500 - -
800 - -
600 - -

53 3 -
£1,953 3 -

JONES. 

1 Days.,Products 

30 

13 
1 

I 
I 

15,000 

10,400 
600 

5,200 
23,000 

28,200 

1920 
June30 
July 8 

July 28 

31 

19 •. 

c,.. 
Amount. 1 Days. !Products 

l s. d. 
By Balance 600 

Goods. • • 750 
31 
16 

18,600 
12,000 

(due 15th July) I 
Goods . . . •• 600 - - 4 2,400 

.. ··~::·~::· :1 3 3 -I 1

28
•
200 

I I July 31 By Balance bfd • 

ll 1,953 3 -1=--J 28,200 

.1 £53 3 _l-=1 
Calculation of Interest 

23i~~:fl; S = :£3·151 = £3 3 -

73 

N.B.-The italicized figures will be shown in the books in red and deducted as in the above example. 
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and in the case of Carriage, Freight and Insurance Accounts, these 
will be debited with the amounts actually paid in respect of these 
services. The Carriage, Freight and Insurance Accounts will then 
show the profit which ·has been made or loss incurred on these 
accounts and should be ttjlllsferred to Trading Account. Carriage 
inwards will be regarded as part of the cost of the goods and 
therefore added to the purchases so that when the Trading Account 
is completed the gross profit revealed will be the actual difference 
between the cost of the goods artd the amount realized thereon. 

This method has the effect of charging carriage outwards to the 
debit of the Trading Account and not the Profit and Loss Account, 
which is. a practice heretofore generally ·recommended. A little 
inquiry will convince the reader that to charge carriage to the 
Profit and Loss Account of an exporter would give most mis
leading and, in many cases, incorrect results ; and it will be found 
that, in the majority of other cases, it is incorrect to assume that 
a gross profit has been made without reference to the amoun't 
paid for transit to the customer, though the fault will not be nearly 
so apparent as in the business at present under discussion. 

EXPORTER'S SALES DAY BOO!(, 

Stock Accounts. A convenient method of maintahung a check 
on the stock of an exporter is broadly as follows- .. 

1. Each parcel of goods inwards is given a stock number. These 
numbers are progressive and entered in the Invoice Book opposite 
each item of goods received, the invoices being entered in detail., 

2. On sale of goods, the Day Book is .entered in detail, giving the 
stock number of each parcel of goods sold. 

3. The Day Book and the Invoice Book are then compared 
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and those goods which are sold (as shown by the numbers) are then 
marked as sold in the Invoice Book. 

4. The goods then remaining not marked off in the Invoice Book 
should represent the stock-on-hand, and if the closing stock as 
shown by the Stock Book is marked off in the Invoice Book, any 
shortages will be revealed by a scrutiny of this book, since any 
missing stock will not be marked off. 



CHAPTER XIII 

ACCOUNTS RELATING TO EXTRACTIVE AND 
MANUFACTURING CONCERNS 

WE have considered the accountsoftradersandmerchantsgenerally 
whose business consists for the greater part of buying and selling, and 
now propose to discuss the special points which arise in the accounts 
of those businesses. whose efforts are directed towards making a 
profit from the development of natural resources or the manufacture 
of raw materials into more merchantable commodities. Our 
purpose is to select a number of more familiar types of business 
and to ,indicate therefrom . the general principles which should be 
followed. It is impossible to exhaust the subject to the extent of 
providing for all possible contingencies, but it is hoped to give 
sufficient guidance to enable the reader to adapt the principles, 
set out in one or more of the illustrations, to his own particular 
circumstances. · 

In general terms it will be noted that the particular requirements 
will take a general line in demanding information as to what the 
business activities have produced, and also what it has cost to bring 
about that production. Thus a coal owner will be anxious to Imow 
how many tons of coal his colliery is producing and its value, also 
what it has cost to produce that coal ; similarly an ironmaster will 
value such information as the amount of pig iron produced, the 
amount of ore used, and the additional charges in the shape of fuel 
and wages. These examples may be multiplied almost without 
end, each one having it~ own problems and its own questions which 
require solution. 

All these types of industry may be reduced to classes, and we 
propose to give examples from each class. 

In the first place let us take those cases which depend for their 
income upon the exploitation of the natural resources of the land. 
In this class might be placed collieries and all mines, including 
minerals and mineral oils, stone from quarries, earths with special 
properties, and the like, In this case the problem of accounting 
1s confined to ascertaining the quantity and value of the commodity 
won from the land and the expense incurred in getting it. 

In this class may be placed /0'1' the purpose. of accounting those 
businesses which seek a profit from the cultivation of the land as 
in the case of agricultural enterprises.. including the production 
of such staple commodities as tea, sugar, cotton, and rubber. 
The accountant will have to face the same problems as before and, 

216 
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in addition, must bear in mind that the amount of production will 
bear some relation to the area of land under cultivation, and to 
the relative value of various tracts of land as producers, and to 
the varying cost of cultivation. 

In the second category might be placed those industries which 
convert the raw product into one other product which is capable 
of immediate consumption, or capable of being converted into a 
commodity saleable to the consumer by further processes. Thus 
a miller makes wheat into flour which will be sold more or less 
directly to the consumer in that form, and in this category we might 
place smelters of metal ores, cotton spinners, and gas works, the 
last mentioned producing from coal gas for immediate consumption, 
though the residuals in the form of coke, tar, ammoniacal liquor, 
etc., are matters which require special consideration. 

In the third group might be placed those businesses which are 
concerned with the manufacture from staple commodities of a 
number of different kinds of articles such as are carried on by 
an engineer, a manufacturer of clothing, and all cases in which 
the production is not restricted to one class of article. 

The fourth case might be regarded as consisting of those 
businesses which collect and regroup the efforts of the preceding 
classes, and includes builders, large constructional engineers, 
shipbuilders and any kind of business which collects a large number 
of different classes of commodities and makes them into one large 
work. 

The grouping of records will naturally follow very much upon 
the lines of the grouping of the commodities, and the accounts 
should be so designed as to follow the changes in the nature of the 
units upon which the business is working as closely as possible. 
This is probably the most important rule to bear in mind in the 
consideration of all these classes of accountancy. 

Colliery Accounts. In dealing with the accounts of collieries 
it will perhaps be advisable to outline briefly the conditions under 
which the business is conducted. It is the practice, in the majority 
of cases, for the proprietors of the colliery to lease from the owner 
of the land under which the coal is to be mined, the right to work 
the minerals for a fixed number of years, in return for a payment 
varying with the amount of coal won from the land. By way of 
example we might suggest an agreement between a landlord and a 
colliery company whereby the landowner is to receive the sum of Is. for 
every ton of coal won from his land, with a minimum annual payment 
of £500. Such an agreement would usually be subject to a proviso 
that if the minimum annual payment (known as the minimum, 
or dead rent) is greater than the amount payable based on the 
tonnage raised (known as the royalty) then the deficiency (described 
as short workings) will be available in reduction of the royalty in 
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those years in which the royalty exceeds the minimum rent. The 
methods of treating the transactions arising out of such an agree
ment in the books of account are described on page 220, et seq. 

It will be seen that the principal cost incurred will be the amount 
paid in wages, and it is of the utmost importance that the system 
of recording and paying wages is sound. In the books of account 
complications arise on account of the large number of deductions 
from the gross wages which are made before the cash is paid over 
to the men. We suggest the main headings for a form of wages 
book as given on page 219, to which we draw the reader's attention, 
together with the notes as to the destination of the totals of the 
various columns. 

As an alternative to using tl:!e Wages Book as a posting medium, 
we suggest that the wages roll be journalized on the lines of the 
following skeleton entry, or that a Special Wages Summary Book be 
kept ruled similarly to the General Wages Book and that the totals 
be posted periodically instead of each week. It will probably be found 
that this last method will not, in practice, effect a very great saving. 

Wages-Colliers • 
, -Underground , 
, -'-Sw::face . 

National Insurance 

JOURNAL. 

To Cash. . . . 
, Cottage Rents deducted 
, any other Deductions . . 

(Being wages earned, deductions therefrom, and 
balance paid for the week ending ........................ ). 

I £ £ 

:r 

Cost Accounts. It will be noted that the cost of production· of 
the coal raised in any period is the amount paid in wages plus the 
royalty and standing charges accrued during the period. Conse
quently, it is possible to make summaries of the operations at· 
fairly frequent intervals, and in practice it will be found that such 
a statistical summary is prepared weekly, fortnightly, or every 
four weeks. Assuming a case in which the summary is made every 
four weekS, the information is obtained from the following sources-

}. WAGES PAID. The total wages as shown by the Wages Book. 
2. RoYALTY. The actual amount due, as shown by the total 

tonnage raised or a proportion of the minimum rent calculated 
according to time, as circumstances require. . 

3. TIMBER AND GENERAL STORES USED. The amount used as 
shown by the Stock Books, or an estimate based on the consumption 
as shown by previous accounts if the Stock Books do not give more 
reliable information. 



BASES OF 
PAYMENT: .S 

No. Name. Work. ____ .>; 

~~~~-Time. 

COLLIERY WAGES BOOJ<. 
-

I 
ANALYSIS: 

/ colliers. =r unaef'graund. I surface. 

i 

l 

I 

: 
: : : 

I 

I 

I 
' 

I I 

i 

' I I .I 
i total ~ Deductions ;wd 

Totals of the analysis l column J balance to pay 

The totals of the Analysis columns are debited to the various nominal accounts, and so is also the National Insurance Employers' 
Contributions column : the total cash drawn is the sum of these two columns and is credited to cash. The total cash available is 
disposed of by paying the amounts appearing in the "Balance to Pay" column, and the totals of the various deductions to the 
appropriate funds; the Workers' Insurance Contribution being used, together with the amount drawn for the Employers' contribution 
to purchase the stamps required. 
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4. STANDING · CHARGES. A proportion (calculated according 
· to time) of the total charge for a year. 

5. CoAL RAISED. The sales as shown by the Sales Day Book, 
which will be provided with columns for the purpose of summing 
the total weight, adjusted by the opening and closing stocks. This 
figure should agree approximately as regards weight, with the total 
coal raised as shown by the checkweighman's book. 

The information thus obtained is embodied in a statement 
resembling that given in the summary below. 

THE X Y Z COLLIERY, LIMITED. 

Sales-Coal and Slack 
Coal Stock-decrease 

Total net production • 

1:011S. c. s. a. 

Percent 
on Value 
of Pro· 
duetlon, 

---------------------1---1-J-;r--,~~~~---'--~~~---~ 
Wages-Colliers • 

, --Underground 
~, -surface 

Timber used • 
Rails • • 
Stores-Ropes. 

·~ --ou .· , -Sundry 

Repairs and Renewals e><clusive of 
Wages. • • . 

Horsekeep and Stables • 

Royaltr-::Freebold and Leasehold 
Depreciation Fund . . • 
Other Rents, Ratee, and Taxes. 

Management Expenses • 
Salaries and Travelling • 
Office Expenses • , 

, Rent and Insurance 
Discounts and Bad Debts 

Apparent Profit , 

S, d. S. d. 

----

--
----

r--1--1-11 ~-1-~1 

-- r-------
-.....,-- r--~--

Royalty Accounts. The entries in the books to record the pay
ment of royalties require some explanation. Two methods are 
employed and it is rec?mmended that,. if the nt~:mber of l~ndlo~ds 
is small the method wh1ch we are about to descr1be of dealing With 
the items will be suitable. We open a Royalty Account, to which 
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is debited the actual amounts of cash paid to the landlord ; any 
adjustments which may be necessary for recoverable short work
ings are made by reserving to the credit of the Royalty Account 
the estimated value of such short workings. The balance is then 
written off to revenue. The amount representing the value of 
recoverable short workings ·will then appear as an asset in the 
Balance Sheet. 

In valuing short workings it is important to take into consideration 
all circumstances connected with the colliery, and in particular, 
reference should be made to the lease granting the mineral rights 
in order to be sure that the short workings which it is proposed 
to value are, in fact, recoverable, and that they have not become 
forfeited by virtue of any clause in the lease requiring that they 
shall be recouped within a certain specified time. Again, it is 
incorrect to place any value upon short workings, unless there is a 
reasonable prospect that the total tonnage raised in the future 
will be sufficient to make the charge for royalty equal to, or in excess 
of, the minimum rent plus the short workings. If these considera
tions are not given due weight it may be found that the proprietors 
have in their Balance Sheet, an item which shows little prospect of 
producing anything in cash. The alternative method of recording 
these transactions is more elaborate, but will probably be necessary 
in those cases in which the colliery is being worked under a number 
of different leases. By this method the entries are made with the 
help of three accounts-

1. Landlord's Personal Account, 
2. Royalty Account, 
3. Short Workings Account. 

The landlord is debited with the amount of cash paid to him under 
the agreement, and cash is credited. A Journal entry is also made 
crediting the landlord and debiting the Royalty Account with the 
actual royalty due on the tonnage raised. If the payment to the 
landlord is a minimum rent, it is necessary to supplement this 
entry by debiting Short Workings Account with the short work
ings and crediting the landlord. If there are any short work
ings which are capable of being recouped before payment of the 
excess of the royalty over the minimum rent, then the amount 
so recoupable is debited to the Landlord's Account and credited 
to the Short Workings Account. It will naturally follow that the 
balance on the Landlord's Account will be closed by posting to it 
the amount of cash payable. If the alternative method is adopted, 
it will be necessary to review the Short Workings Account each 
time the Revenue Account is made up. If it is considered that 
certain short workings are no longer recoverable the amount so 
lost should be written off by crediting the Short Workings Account 
and debiting Revenue. . 
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In the following example we show the entries in the books 
following both methods-

Example r. Assume that a colliery company agrees with the 
landlord to pay a royalty at the rate of 6d. per ton of coal raised 
with a minimum rent of £2,000 per annum, that short workings 
may be recouped at any subsequent time and that the tonnage 
raised in the first six years is as follows-

1st Year to 31st December, 1911 
2nd 1912 
Srd 1913 
4th 1914 
5th 1915 
6th 1916 

FIRST METHOD •. 

22,000tons 
60,000 .. 

·100,000 .. 
130,000 .. 
150,000 .. 
160,000 It 

The Royalty Account would appear as follows-
Dr. ROYALTY ACCOUNT. 
!9!1 

Pec.81 

1911 
])ec:.Sl 

1912 
Dec. 31 

1912 
Dec.31 

11113 
Dec.31 

!913 
Deo.31 

1914 
])ec:.SI 

1914 
Dec.SI 

1915 
Dec. 31 

1916 
])ec:.3 1 

To (:ash paid to Landlord . 

To Balan"' brought down 

., cam paid to LaJi.dld 

To Balmce brought down 

., Cash paid to Landlord 

To Balance brought down 

.. cash paid to Landlord 

To Balanoe brought down 

.. cash paid to Landlord 

To Cesb paid to Landlord 

£ 1911 
2,000 Dec:. 31 

£2000 .....:._ 
1912 

1,450 Dec:. 31 

2,000 

£S:4sO 
~ 

1918 
1,950 Dec.SI 

2,000 

-
~ 

1914 
1,450 Dec.S1 

2,000 

I'~ 1915 
., 200 Dec.31 

• 3,550 

.1£4,000 
1916 

Dec.S,1 

By Revenue Aeoouut-
TJJ'. on ~2,000. toll$• 

., l!alatiCe carried down • 

By Revenue Aeccunt-
R~JX. on ~·000. tons. 

11 Balarice carried down-
Short Worklllgs,1911 1,450 

JJ u 1912 .soo --

By Revenue Aecount-
R~alJ.I on 1~0,~ tons. 

. ., Balarice earned d"""'-
Short Worldogs, 1911 £950 .. .. 1912 500 -

By Revenue Account-
Ro®"JJ'. on I:W·~ tons• 

.. Balan"' eanied do--
Short Worklogs, 1912 • 

By Revenue Account-
Ro£"e1. on1s_o.ooo.tons • 

By Revenue Actotlllt-

Ro£".:I.onl~~-. 

Cr. 

' 
550 

1,450 

£2,000 

1,500 

1,950 

£8,450 

2,500 

1,150 

£3,950 -
8,250 

200 

£3,450 -

~ 



Dr. 
1911 

Dec. 31 
1912 

Dec. 31 
1913 

Dec. 31 
1914 

Dec. 31 
1915 

Dec. 31 
1916 

Dec. 31 

Dr. 
19ll 

Dec. 31 

1912 
Dcc.31 

!913 
Dec. 31 

1914 
Dec.31 

1915 
Dec. 3 

1916 
Dec. 3 

Dr. 
1911 

I 

I 
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(SECOND .METHOD). 
ROYALTY ACCOUNT. Cr. 

£~50 To Landlord's Account 

To Landlord's Account 

To Landlord's Account 

To Landlord's Account 

To Landlord's Account 

To Landlord's Account 

To Cash. 

To Cash. 

To Cash. 
, Short Workmgs 'Acco~t 

To Cash. 
, Short Workmgs 'Acco~t 

To Cash. 
, Short Workmgs 'Acco~t 

To Cash. 

l 
£550 

1911 
Dec. 31 By Profit and L<lss Account 

1912 
£!,SUO Dec. 31 By Profit and L<lss Account 

1913 
. [2.500 Dec. 31 By Profit and L<lss Account 

1914 
' £3,250 Dec. 31 By Profit and Loss Account 

1915 
' £3,750 

.I !4.00o 
Dec. 31 By Profit and Loss Account 

1916 1----------·11--
Dec. 31 By Profit and Loss Account 

1-
LANDLORD. Cr. 

. £2,000 ·I f5o . 1,450 

1911 
Dec. 31 By Royalty Account • 

, Short Workings Account 

- 1----------1~~ 

I : ll.ggg 
1912 

Dec. 31 By Royalty Account , 
., Short Workings Account 

' [2,000 

1913 
2,000 

500 

£2,500 Dec. 31 By Royalty Account 
1-

1914 
2,000 
1,250 

-
£3,250 Dec.31 By Royalty Account - 1915 
3,550 

200 
-
£3,750 Dec. 31 By Royalty Account -
£4,000 • I £4,000 

1916 
Dec.31 By Royalty Account 

1----------1:--
SHORT WORKINGS. 

l 1913 
Dec. 31 To Landlord's Account 

1912 
1,450 Dec. 31 By Landlord's Acc>unt 

1914 

Cr. 
{. 
500 

Dec. 31 To Landlord's Account 500 Dec. 31 By Landlord's Account 
1915 

Dec. 31 By Landlord's Account 

1----------11£1,950 
I 

1,250 

200 

Hire Purchase Accounts. The present point is probably the 
most convenient for discussion of the entries which are necessitated 
in those cases in which goods are bought or sold on the hire purchase 
system. In the case of collieries, it is a general custom to purchase 
railway wagons in this manner and two methods are advocated 
for the purpose of recording the transactions in the accounts, the 
reader being given the opportunity of a choice between the two. 
The first gains on the score of simplicity, and the advocates of the 
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second claim that it approaches more closely to the actual facts of the 
case and should be adopted in consequence. We leave the decision 
to the individual judgment of the reader, since both methods lead 
to the same result by the time they reach the final accounts. 

It will be understood ~hat the price charged for wagons purchased 
on the hire system will be greater than the price charged when 
payment is made in full upon delivery or shortly afterwards, since 
the vendors of the wagons will require some compensation as, or 
in lieu of, interest upon the deferred payments. Now wagons are 
capital expenditure; but interest on money owing is a charge to
revenue, so that the price charged for payment by instalments 
must, in the first place, be divided into .two sums, one being the 
value of the wagons, or what may be taken to be the price that · 
would be charged for the wagons if sold upon cash terms, and the 
other the interest, which may be taken to be the difference between 
the two prices. The first method described regards the transaction 
as a purchase of wagons in respect of which the wagon company 
advances the cash value at a rate of interest which will be necessary 
to bring the total amount advanced, up to the· total of the 
periodical instalments, by the time the whole of the latter are paid 
off. In such a case the entries are obvious. The cash value of the 
wagons is debited to the Wagons Account and credited to the 
wagon company, the instalments as they are paid will be debited 
to the wagon company and credited to cash, and at the end of each 
balancing period interest upon the unpaid balance on the Wagon 
Company's Account will be credited and depreciation written off 
the Wagons Account in the usual way. In the following example 
we illustrate the method described-

Example 2 (a). It is assumed that the Colliery Company pur
chases eight wagons at f'/5 each, payable by six half-yearly 
instalments of £12 lOs. per wagon. Assume the date of purchase 
31st December, 19.14, the date of payment of the first instalment, 
30th June, 1915, the cash price of the wagons £540, rate of interest 
calculated at 6 per cent. per annum, depreciation to be charged 
at 10 per cent. per annum on the diminishing value of-the wagons. 

Dr. WAGONS ACCOUNT. Cr. 

0:1:1 .To W••on Company . sfo •.:. ".:. ;::~o cl f1 •: II ..., By De&'~l~if~10%p.a 

l----~-ill540 - -
1917 

Dec. 31 To Balance b/d • • 

, DepreclationiOo/.~p.a 25 IS -
(Bal £487/7/-

" Depreclation10 p.a 24 7 
(Bal. 1.462/19/8) 

, Depreda1ionl0%p.a. 
(Bal. £439/16/8) 

" nef:.f.·t~~~)~~fo) 21 

ec. 31 ,. Depreclationl0%p.a. 20 
,. Balance cfd • • . 396 
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Dr. WAGON CmiPANY. Cr. 

I 

£ s. d. 
19141 £ I •· 

d. 
Doc. 31 By Wagons • • . 540 I 

1915 1915 
June30 To Cash . • ' 100 - - June30 " Interest to date . 16. 

Dec. 311 
(Bal. [456'41-) 556 

Dec. 31 100 - - ., Interest to date. 13 

200 - -
1916 I 

(Bal. £369,'18.'-) 569118 
1916 

June 30 To Cash . 100 June 30
1 

Interest to date. II 2 

300 - - (Bal. £281) ISs11--
Dec. 31 100 Dec. 311 Interest to date. . 81 8 7 

1--,-
1917 400 - - 1917 (Bal. £189 8'7) rs9l 81 7 

June 30 To Cash . 100 - June30I Interest to date. ·,~1~-=-
500 -

Dec. 311 
(Bal.£95'27) r951 217 

Dec. 3! 100 - - ., Interest to B•lance.! ~.!2__:_ 

600 {, 600 I - -
-],-~-

Statement showing the amount which would appear on the 
Balance Sheet as an asset each half year-

Wagons at cost less 
dJ.tion . • . 

Less present value of 
paid instalments • 

30th June, 
1916 

189 8 7 95 2 7 

31st Dec., 
1917 

£ s. d. 

396 19 

I 322 14 3 396 19 -

The alternative bethod is supported on the ground that, inasmuch 
as the wagons are not the property of the colliery, it is incorrect 
to include them in the books as if they were, and it is contended 
that the only amount which can be regarded as an asset of the 

· colliery is the estimated value of the instalments which are paid. 
Following this line of argument, the entries will require to provide 
for the fact that each instalment paid includes a certain amount 
of interest, and also that the wagons are depreciating in value by 
reason of wear and tear, such depreciation modifying the value of 
the wagons to the colliery. It is therefore necessary to apportion 
each instalment between Interest Account, Depreciation Account, 
and Wagons Account, the last mentioned being the excess of the 
instalment paid over the interest plus the depreciation, and is 
regarded as the capital value of that particular instalment. In 
order to make these apportionments, it is necessary to keep 
Memorandum Accounts of the Wagons Account and of the Wagon 
Company's Account just in the same manner as in the first account, 
so that the saving in the clerical work is more apparent than real. 

!5~(14!0F) 
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The previous example is repeated and worked according to the 
second method. 

Example 2 (b). Alternative Method {see page 227). 
The Final Accounts and Special Treatment of Capital Ex

penditure. The capital expenditure upon a colliery will include, · 
amongst other things, the cost of the surface machinery and all 
engines, boilers, pumps, bridges, railway sidings, wagons, loco
motives, weighing machines, and the li!<e. These will be subject 
to the same rules as to depreciation as in any other business in. 
which such classes of asset are employed, and call for no special 
comment. There is, however, capital expenditure upon the mine 
itself, which includes the capital sum, if any, paid for the land, 
cost of sinking the shaft and driving main galleries, and, in addi
tion, the cost of propping, timbering, the laying of truck lines 
underground, pit frames, caging and gear. It will be found that 
there is a custom, fairly generally followed, of regarding all the 
original expenditure of the category.described as capital expenditure, 
which the colliery proprietors are under no obligation to write 
off out of revenue. The custom is so well-known that it is hardly 
necessary to point out its fault, but shareholders in all colliery and 
mining companies should bear iri mind that the dividend they 
receive on the shares, consists partly of profits and partly repayment 
of capital, since no provision is made for writing off the original 
cap~tal expenditure out of subsequent earnings in spite of the fact 
that the ground is becoming gradually exhausted. In preparing 
the accounts it is, of course, necessary to beat in mind that all 
renewals must be charged to revenue. If it is decided to write 
off the original value over a period of years the most convenient 
method is to write off the total capital expenditure, a sum calculated 
on the total tonnage won from the colliery during the period 
covered by the accounts, in the same manner as royalty. To 
arrive at the amount per ton required, divide the total capital 
expenditure by the total number of tons it is estimated are 
available. 

The Revenue Account should show on the debit side the various 
items of the cost of production such as timber and stores, being 
shown as the actual consumption, the purchases being adjusted 
by the opening and closing stocks before inclusion in the final 
account. 

On the credit side there will be entered the total value of the 
coal raised during the period, that is the sales, plus the closing 
stock, less the opening stock. Additional figures \nserted in 
parallel columns similar to those given in the cost sheet on page 220, 
will be found useful. In the Balance Sheet the various items .of 
the original capital expenditure should be shown short, and the 
amount provided for depreciation if any should be deducted before 



D, WAGON HIRE-PURCHASE ACCOUNT. c,. 

1915 
june30 

Dec. 31 

1915 

junc30 

1.:> Dec. 31 1.:> ..., 
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extension into the final column. If there are · wagons bought 
on the hire purchase system the credit side of the Balance Sheet 
should show the net value of the proprietor's interest in the wagons, 
that is the depreciated cost price less the present value of the 
unpaid instalment. 

The attention of the reader is called to the accounts of the 
Ebbw Vale Steel Iron and Coal Company, Limited, on pages 229-30, 
which are of interest in this connection. 

Cotton Spinners .. The principal points which require care in 
dealing with the accounts of a cotton spinner, arise out of the 
consideration of such matters as the total cost of production of yarn 
spun divided into cotton used, wages paid, and overhead charges. 
As in the case of collieries, it will be found possible to prepare 
statistical information at frequent intervals, and it is the custom 
to make up such statements each week showing .the total in weight 
and value of cotton bought and spun, the total in weight and value 
of yarn produced and sold, with the opening and closing stocks. 
The total wages paid are also shown, and a summary made very 
much in the same. form as the Colliery Cost Sheet, the principal 
difference being that the value of raw material appears as a unit of 
cost of production in this instance. There will also be a certain 
amount of profit earned by sale of waste, but this should not be 
regarded as part of the production, the standard for ~he purpose 
of percentage being the yarn produced. 

Difficulties arise in comparing these statements of production 
in those cases in which the spinner engages in speculations in raw 
material, particularly where the speculations involve sales of raw 
material which have already been· entered as purchases in the 
books. These cases are numerous, and it is recommended that 
the profit or loss arising from such speculative transactions sho.uld 
be eliminated from the figures before they are used for the purpose 
of costing. This recommendation might be extended to the 
final accounts, but such procedure would probably meet with the 
strongest opposition should the accounts be required for publication 
to shareholders: Decision on this point is primarily a matter 
for the directors of the company, and if the auditor considers the 
accounts do not properly show the affairs of the company, he must 
make his report to that effect. 

The general form of the Revenue Account will follow on the 
lines of that of the .colliery, the debit side showing the actual con
sumption of cotton, stores, etc., wages, and all standing charges, 
and the credit side showing the actual value of yarn produced 
and waste accumulated during the process of manufacture. 

A useful check on the stock can 'be obtained by comparison 
of the weight of cotton used with the weight of yarn spun. It 
will be found that the cotton used, less waste produced, will 



THE EBBW VALE STEEL IRON AND COAL COMPANY, LIMITED. 

CAPITAL AND LtADH. .. ITIES. 

Capital Autborized-
J,200,ooo Ordinary Shares of £I each 1,200,000 

$0,000 6% Cumulative Preference Shares 
of £5 each. 400,000 

£1,600,000 

Capital Issued-
sso,ouo Ordinary Shares of £1 each fully paid 850,000 

60,000 6% {;umulative Preference Shares 
of £5 each fully paid . 400,000 

BALANCE SHEET, ___________________ _ 

PROPERTY AND ASSETS. 

s. d. £ s. d. £ s. d. 
Property-

Land, Buildings, Works, Plant, etc., Balance 
from iast year . . . . • 1,773,127 19 3 
Add Expenditure this year after Deprecia-

tion • 259,1!92 II 

2,033,020 II -

£ s. d. 
Deduct for Prop<"rty sold . [I ,:l66 7 10 
Expenditure on New Works 13,778 - 7 

1,250,000 15,144 8 5 

$. d. 

Premium on Shares Account . . 25,000 ----- 2,017,876 2 7 
Less Undcrwdtiug Comnussion1 etc. 1$,400 

6% Mortgage Debentures o! 1913-
• 6,600 Stocks on Hand, as per Inventories 

Authorized, £600,000 • . • • • issued 450,000 - - Sundry Debtors • 

Inveotments-
Non:.-£150,000 Debentures, the balance of the 

ahove issue, have been deposited with 
the Bank as Security against Overdraft. 

!:3 Sundry Creditors-
<e Trade Acceptances 

Open Accounts . 
Wages Accrued . 
Unclaimed Dividends . 
Unpaid Purchase Moneys 
Advances for \Var Loans 

Reserve Account . . . . . . 
Reserve against West Somerset Mineral Railway 

Guarantee-

40,328 10 
634,844 2 
39,114 7 

577 3 
527,928 18 
101,932 10 -

Balance from last year . . . 26,079 1:; 
Deduct Payments this year less Receipts 6,198 14 

Profit and Loss-
Balance from last vear . 
Profit this year as 'per Account 

Deduct Dividend paid on Preference Shares 

29,226 10 
11!5,494 3 

214,720 13 

to 30th September, 19.. 12,000 - -

CHARLES ALLEN,) . 
FRED. MILLS, S Dt.rectors. 

1,344,725 II 7 

S(Yo War Stock 1929-1947-
Instalnwnts paid . • . 

[4 lOs.% War Stock 1925-1945 . • . 
(To he converted into 5% War Stock 

!929-1947.) 

Shares, ~henturcs, etc. ~ . . 
Advances to Workmen's Building Clubs 
Othe-r Loans 

so,ooo - - Cash in Hand 

20,481 1 7 

202,720 13 

[3,324,527 6 9 

83,26S 
11,504 l -

408,706 7 4 
6,461 18 10 
7,441! 12 -

181,164 - 9 

596,478 !4 8 

517.~85 19 
11,622 9 

£3,324,527 6 9 



Dr. ~ AliD LOSS A00011IIT !or the Year OlldiDg :n.t March, 18 •• 

To General JhpODiea • 
.. Legal-- . 

, JDtereai on Mortgage Debentures • • • 
" lntereri on Special Loans • . • • 
" War Allowances to_ Officials and Dependents 

of Company's Workmen • 
., Jhpenditare on New We>rkl • 
" llalaDoe carried to Balane>e Sheet 

To !he Shtmhold8rs of 

£ s.d. £ s.a. 
£8,170 10 5 

1,169 5 4 
9,339 IS 9 

22,500 - -
36,070 19 -

32,306 11 -
13,778 -

185,494 3 

£299,489 9 

By Balance of Profits for tho year 
Less Local Rates. • . 

Workmen's Compensation 
National Insurance • 

THE EBBW VALE STEEL IRON AND COAL COMPANY, LIMITED. 

c... 

! •. d. ! •. a. 
£35 .• 

511 
is 

11 
sss,94& 4 5 

14,115 5 l 
7,832 16 -

57,459 15 -

£299,489 9 s 

_ We have audited the Books and A.coounts of the Company lor the year ended 31st March, 19 .• , and have obtained all the inle>rmation and explana· 

tions~ ga~-~:£~ has been taken by your staff in. ttle ordinary way. and is certified by your Managing Director as being v3.1ued at or below cost. 
The Expenditure on Capital Acoaunt has been approved by the Board, and details thereof have been laid before 115, 
The sum of £13,718 Os. 7d. has been written off new Capital Expenditure during the year. in addition to Depreciation. 

to J: :~ ~~n in~~tio~ !~r:: ~~~tfn;1;ln ~~' ~~dsoas~:w~iiih! =k~f ~~:;~~~the state of the Compan.Ys affaits, according 
· ALFRED TONGUE & CO., 

MAKCHBSTER, ClulftertJ<l Accoumonl.t, 

2114 1•""· 19 •. At1DITOR!. 
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approximate to t~e net weight of cotton in the yarn as revealed 
by tests. The yarn, when sold, contains a certain amount of 
moisture so that there will be a gain in the stock. This gain should 
approach the percentage allowed ih the trade since any deficiency 
in moisture must be made up by cotton with corresponding loss, 
the price paid by the buyer being calculated on the assumption · 
that the yarn contains the customary percentage of moisture. 
A statement made up in the following form ·will show-

(i) The percentage of waste of raw material. 
(ii) The percentage of " cellar gain," i.e. the percentage 

of moisture (calculated on the net weight of cotton spun) contained. 
in the yam. 

Yarn delivered 
Final Stock 

Less Initial Stock 

Yarn Spun • 

Cellar Gain 

Cotton Bought 
Initial Stock 

Less Final Stock 

Cotton used 
Yarn Spun . 

Balance Loss • 
Waste delivered • · 

Actual Loss • 

lbs. 
1,250,000. 

120,000 

1,370,000 
160,000 

1,210,000 
1,140,000 

70,000 =6·14% 

lbs. 
1,360,000 

200,000 

1,560,000 
260,000 

1,300,000 
1,140,000 

12·31% 160,000 
11·00% 143,000 

1·31% 17,000 

It will be seen from the above figures that of 1,300,000 lbs. of 
cotton spun 17,000 lbs. is lost or 1.31 per cent. This percentage 
should receive the consideration of the board of directors who will 
decide whether such may be regarded as reasonable. 
· An adjustment may be made to rectify the accounts in respect 
of loan interest. It is a fairly general custom for cotton spinners to 
borrow, for example, at 4! per cent., free of tax, which amount is 
usually charged to Profit and Loss Account. The actual charge 
for interest, however, is in reality such a rate per cent. as will, 
after deduction of income tax at the current rate, give 4! per cent. 
net ; and it will be necessary to give effect to this by debiting the 
Interest Account with the amount of income tax and crediting 
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Income Tax Account, thus showing the actual interest charge for 
the period. Care should be taken, however, in settling the income 
tax liability, to see that the company is not over assessed in 
consequence of this adjustment. ' 

REPORT OF THE X SPINNING co., LTD., FOR THE WEEK ENDING _____ _ 

Stock last week . . . 
Bought during the wk .. 

Used .•. 

Present Stock 

Bales. lbs. Value. 

Deliveries this week ,1 

11---1---ii--H-1 " Assumed 11 Stock , 
11 Actual u Stock . , 

Cellar Gain . • 

Value. 

£ s. 4. ~~ 

11--1--11--1--1-

11---1--11--:--1-

Average 
per lb. of 

Yarn 
Spun. 

Percentage 
on Value 
of Pro

duction. 

Cotton used . 
Wages-

£ s. d. £ s. d. 

Bobbin Carrying . • . • • 
Cotton Mixed Willo\\-s : Openers & Blowers 
Drawing Fratne and can Tenting . 
Grinding • 
Intermediate 
Lap-carrying 
Overlooking 
Roving 
Stubbing . 
Stripping . 

Coal . • 
Oil-'-Engines . 

carnroom 
Spinners. • 

Bobbins and Skewers 
Cans • 
Cards . 
Laces . . 
Roller Leather 
Strap Leather 
Trade Expenses.: Repai~ 

Freight . . 
Rent and Rates • 
Gas and Electricity 
Interest . 
Depreciation 
Discount . . . 

Commission and Brokerage ·\1--l·-l-ll--l--l--l'------l----
Total Cost 

Less CellaT Gain • 
, Waste Sold . 

Net Cost 
Value of Production. 

Prout (or Loss) 
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Yarn in stock: y,,ist. 
\\"eft . 

Loose Process . . 
Stock of Cotton as abo,•e 

Yarn on order: Twist. 
Weft. 

Deficiency-Short 
Surplus -Long 

Cotton at CaU-June 
june-July . 
july-August, etc. 

Total • 

BANK Acconn. 

Balance last Wt:'('k . 
Deposited for Yam . 

Loans. 

Less Withdrawals . 

Present Balance 

LoAsHOLDERs• Accoc.sr. 
Balance last week 
Deposited 

Withdrawn 

Present Balance 

Gas Companies. In the case of Gas Companies the profit earned 
is represented by the difference between the Yalue of coal car
ponated plus wages and standing charges, and the value of gas 
produced plus residuals, including coke, ammoniacal liquor, tar, 
and in some cases toluol. It is therefore necessary in arriving 
at a statement of the total cost of production, to obtain statistics 
showing (1) the total coal carbonated, which will be obtained 
from the records kept of the weight of coal actually placed in the 
retorts ; (2) the amount of gas produced in thousands of feet, 
which information will be obtained by inspection of the meter. 
It is customary to record these particulars in a separate book 
known as a Carbonating Book, which records each day the amount 
of consumption of coal and of the gas produced therefrom. It is 
therefore possible to obtain daily records of the fact of primary 
importance, i.e. the number of thousand feet of gas which is being 
produced per ton of coal. Complete statements of costs will 
necessarily be made at less frequent intervals, since it \\ill only be 
possible to obtain reliable information as to the value of residual 
products by taking into consideration the sales, adjusted by the 
opening and closing stocks. 

A useful check upon the accuracy of the account may be obtained 
by calculating the total tonnage of coal delivered during the period 
covered by the accounts, which figure should agree approximately, 
after the necessary adjustment of stocks, with a total weight of 
coal carbonized as shmm by the Carbonizing Book. Reference to 
the official statistics will give the average amount of gas, coke 
and other residuals which has been obtained from a ton of coal, 
so that the production of the gas works under consideration may be 
compared with the average production of all gas works throughout 
the country. 
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The accounts. of Gas Companies are required to be made up to 
31st December in each year in the form prescribed by the Gas 
Works Clauses Act, 1871. There is a further provision in the Act 
of 1847 requiring that the dividend shall not exceed 10 per cent. 
on the Paid--up Capital. Any additional profit is applied in 
reduction of the price of gas, or alternatively invested in 
Government Securities as a Reserve Fund, which latter must not 
exceed 10 per cent. of the Nominal Capital of the Shareholders. 

· The dividend above mentioned is cumulative. . 
It will be seen that the Revenue Account shows the actual 

value of materials consumed and gas and residuals produced, 
following the usual form in manufacturing concems of adjusting ' 
t4e various Goods Accounts by the stocks before carrying the 
amount to the Revenue Account. 

The system of dealing with capital expenditure employed is 
known as the Double Account System, and requires some 
additional explanation. The practice is to regard all capital 
expenditure as appropriation of capital raised in the form of stock 
and loans, and a separate account is made up showing this appro-. 
priation. Depreciation of fixed assets, as such, is ignored, and it 
is assumed that if the undertaking is carrying out the work for 
which it was originally intended, then its value must be represented 
by the original cost. This assumption necessarily involves a 
charge to Revenue of all renewals of fixed assets, no matter what 
their value is in any one year. The system has many disadvantages 
but is prescribed by Act of Parliament for a number of different 
classes of undertaking, and it is, of course, necessary to follow the 
statutory form in such cases. In particular, it should be noted 
that the system admits no loophole whereby capital sunk and lost 
may be written off out of the books, so that in the course of years 
companies will accumulate a certain amount of fictitious debits 
in the books, with the result that the capital becomes watered. 
For this reason, amongst others, the ordinary stocks of companies 
which adopt the Double Account system have a tendency to decline 
in value. This question has been tested in the courts, and it was 
decided that a company is under no obligation to write off capital 
expenditure sunk and lost. The test case which was heard to decide 
the principle resulted in a decision that a tramway company, which 
substituted cable traction for horse traction, was under no obligation 
to write off out of revenue a sum of £20,000 re:presenting the loss 
on realization of horses, old cars and plant formmg part of the old 
system. (Cox v. The Edinburgh and District Tramways Co., Ltd.) 

Another disadvantage will be found to be the irregularity in 
annual charges to Revenue in respect ot renewals, but this difficulty 
may be overcome by raising a fund out of Revenue by annual 
instalments to provide" for renewals as and when they arise. By 
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this method the· charge for renewals may be retained at a fixed 
figure each year provided the renewals fund is kept in credit. 

Preliminary Expenses, Discount on Debenture Stocks, Premiums 
and Discounts on· Proprietary Stocks, and the cost of obtaining 
special Acts of Parliament are all regarded as capital items and no 
charge or credit is ever made to revenue in respect of them. 

It is permissible for any company to adopt this system should 
it think fit, but the following are bound by various Acts to make 
up their accounts in prescribed forms which necessitate that the 
Double Account System should be followed-

!. Gas Works. (Gas Works' Clauses Act. 1871.) 
2. Electric Lighting Companies. (Electric Lighting Act, 1882.) 
3. Railway Companies. (The Railway Companies' Accounts 

and Returns Act, 1911.) 
In addition the accounts of Tramways and Water Works are 

usually made up on the Double Account System though there is 
no general prescribed form. The accounts of Collieries and Mining 
Companies are also to a certain extent made up according to the 
principles of the Double Account System, but the method of 
presenting the accounts is not usually followed. The form 
prescribed for Gas Companies is here given. The form for Electric 
Lighting Companies is very similar. There is, however, consider
able variation in the form required to be completed by Railway 
Companies. 

NEWTOUN GAS COMPANY. 
CAPITAL ACCOUNT FOa THE Yna ENDIID 31ST DBCEMna, 19 •• 

Ex pen• 
Ex· Total 

Certified 
Re-

Total 
diture Receipts Receipt 
to 31st pend'd 31st 31st ceived 31st 
Dec., thls Dec., Dec., during Dec., 
19 .. year, 19 .. 19 .. year. 19 .. 

s, 

To Lc1~~~c~~"i'b;. {. _! aaJoo 
By Ordinary Shares 50~000 £ {. 

33,500 of £10 each . . - 50,000 
New Buildings, , Preference Shares 
Manu lac turing of £10 each . • 40,000 - 40,000 
Plant, Machines, t• Debenture Stock • 40,000 40,000 
Storage Works, & Mortgages and 
other structures .. Bonds. . . 10,300 5,000 15,300 
connected w i t h 
manufacture . 45,700 600 46,300 

~· New Mains and 
Service Pipes (not 
being in place of 
old ones), includ-
ing laying same, 
paving, and other 
works connected 
with distribution. 

, New Meters (not in 
37,900 3,700 41,600 

place of old ones), 
including fixing . 10,750 450 11,200 

" 
Cost of promoting 
special Act • . 1,000 1,000 ----

133,600 Total Expenditure . 128,850 4,750 
To Bal. of Cap. Afc. 11,700 

1-
£ 145,300 Total ~ 145, 
1-

300 
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Dr. REVENTJE ACCOUNT FOR THE YliAI< EliDED 31sT DEcEMBER, 19 .• Cr. 

To Manufacture of Gu-
Coals, including Dues, Carriage, 

Unloading, and all Expenses 
of depositing same on works 8,8$0 

~:t~~;.l:;~~;..~~k~·ter: 150 

~:J".:~n~~~ ..... super:
1 
•• o,o 

~~~.:;"!!_ts•. and. Ofli~ at.II,300 
Repairs and Maintenance of 

By Sale ol Gas-
Common Gas • . • 24,500 
Public Lighting and other 

Contracts • 1,500 
- 26,000 

Rental of Meters. • • 150 

£ 

By Residual Products-
Coke, I ... Labour and Cattail' 4,110 
Breeze . • • . 130 
Tar . • • 710 
Ammoniacal Liquor 310 

Plant and Machinery. • 6,110 

To Distribution of Gas
Salaries of S1llVeyor and In· 

20,480 By Rents 
5,260 

90 

spectors • • • • 450 
Repahs, Renewals, and Main~ 

tenance of Mains, Service 
Pipes, etc.. . . . 1,050 

R~::lie~~~wi~g, an~ Re·. l,lOO 

ToPublleLam
Lighting and Repairing 

To Rents, Rates, and Taxes-
Rents • . . 
Rates and Taxes • 

1-
·; 
.: 480 
.: 200 

2,800 

60() 

To Management- ~--! 680 

~~!,'!~~~::..y and ·cler~ Wo J 

and Inddentals . • • i 50 
Auditor • . • ·' 30 

Stationery and Printing. .1 210 I 
General Establishment Charges· 

1,190 
To Bad Debts- I 

1 
50 

Balance carried toP. & L. A/cl 5,900 
:-

' ~ 31,500 £ 31,500 

• 
Dr. PROFIT AND LOSS ACCOUNT (NET REVENUE) 

fott 1'Hit YEAR Jtl'lDEb 31sT DaciUI:Bitrt, 19 .. 

To Interest oo Mortgage Bonds 
accrued to 31st Dec., 19.. • 

,. lnterett on Debenture Stock 
accrued to 31st Doe., 19.. . 

n Half-year's Dividend on Pte· 
terence Sbaros to 30th June, 
19.. • • . .• • 

., Half·year's Dividend on Ordln· 
. ary Shares to 30tb Juno, 19 •. 

,. Balance Net Profit to be carried 
to ant account, subjec:t 
to Half·year:s Dividends to 
31st Dec., 19. • . 

1,000 

I. 
soo 

1,600 

1,250 
--2,250 

3,900 

£ 8,250 

By Balance of Net Profit brought 
from last aceoUDts, 31st Dec. 

£ 

19.. • • • • 4,600 
lAs Dividends paid for half· 

year ended 31st Dec., 19.. 2,250 
--2,350 

·~ Balance brought from Revenue 
Account, being profit for 
year to 31st Dec., 19 .• 5,900 

£ 8,250 
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Dr. GENERAL BALANCE SHEET ON 31ST DECEMBER, 19 .• Cr. 

To Capital Account-
Balance to credit thereof 11,700 

u Profit and Loss Account-
Balance to credit thereof . 3,900 
Interest accrued and unpaid on 

Mortgages, Bonds, and Debenture 
Stock to 31st Dec., 19.. . . 1,100 

Sundry Tradesmen and others for 
amount due for Coals, Stores, etc., 
to 31st Dec., 19. 2,200 

, Wages and Continge-ncies-
Amount due to 31st Dec., 19.. 100 

£ 
By Cash at Bankers 3,100 
" Coals for Stock 

31st Dec., 19.. 2,800 
., Coke and Breeze, 

19.. . . . . 50 
, Tar and other Products, 

31st Dec., 19.. . 170 
, Sundry Stores, 31st Dec., 19. 1,380 

4,400 
, Gas Meter Rental : Balance 

of this account due to the 
Company on 31st Dec.,! 
19 .. , less Deposits and I 
Prepayments . . . 2,700 

" Coke and other Residuals, 
31st Dec., 19.. . • 2,500 

" Sundry Accounts, 31st Dec., 
ts. . 'I s.soo It ,soo 

1 £ 19.000 

Engineers' Accounts. It is proposed to consider the case of 
an engineer whose business consists of the manufacture of a number 
of different classes of machine, the object in view being to arrive 
at the cost of each machine in sufficient detail : (1) to enable the 
management to locate wastage in material or labour ; (2) to decide 
whether the work carried on is being do~e cheaper than it is possible 
to get it done by outsiders ; (3) to see whether it is profitable to 
place any portion of the work outside; (4) to frame estimates and 
tenders and fix selling prices; (5) to establish a standard figure 
representing the cost price of stock articles ; (6) generally to provide 
the works management with such statistical information as will 
enable it to run the works with maximum efficiency and minimum 
waste. The basis of the system is to be found in departmental 
accounts, and it is proposed to refresh the memory of the reader 
by pointing to the methods adopted, and the results obtained. 
It will be remembered that all purchases and wages were carefully 
analyzed over each department, that standing charges were 
apportioned as equitably as possible and that the sales were 
analyzed over the departments, with the result that the profit of 
each department was shown separately. Now the system of 
costing which we recommend for the class of business under dis
cussion adopts the principles of departmental accounts, but 
multiplies the number of departments by a very large factor. It 
is proposed that each job undertaken be regarded as a department 
in itself. An account must therefore be prepared for each job, 
debiting to it all materials used, wages paid, and a proportion of 
standing charges, and crediting the amounts realized when the 
job is completed. The difference on the account will then represent 
the profit or loss upon that particular job. 
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Considerable 'modifications of the general system of accounting 
are, of course, necessary, in order that the intricate system of 
analysis may be properly and accurately carried out. In the 
first place, as regards materials, it will be found essential to adopt 
a very exact method of keeping the stock, and it is recommended 
that a system such as the following should be adopted. 

All goods received should be entered immediately on receipt 
in a Goods Received Book, setting out full particulars of the nature 
of the goods, the quantity or weight and the invoice price. All 
invoices, before being entered in the Purchase Journal, should be 
compared with this Goods Received Book and the value placed 
on the goods, made to agree exactly with the amounts it is proposed 
to credit to the person supplying the goods. It will be seen that 
if this Goods Received Book is added, the total will represent the 
material purchased during the period and will agree exactly with 
the total purchases as shown by the books of account. The 
sterling and weight or quantity columns are then posted to a 
Stores Ledger. 

The object of the Stores Ledger is to maintain a check upon 
stocks in hand. An account is kept for each class of material 
employed in the business, and these accounts are debited, by 
postings from the Goods li~ceived Book, with all goods received 
into stores. A Goods Issued Book is kept showing the weight 
and value of all goods sent out into the works from the stores and 
this book provides the medium for posting the items to the credit 
of the account in the Stores Ledger. The balance appearing in the 
account should then represent the actual amount in weight and 
value of each particular class of goods. It is a good practice to 
verify this fact in specific instances from time to time, and, at the 
end of the year when the actual stores in hand are listed, the lists 
should be compared with the Stores Ledger and differences 
investigated and rectified or written off as circumstances may 
require, The amount of stores taken as the stock in the financial 
books will agree with the total of the balances in the Stores Ledger. 

The Goods Issued Book will be written up from work notes 
supplied by the foremen in the shop. The system should require 
that a work note should be given to the storekeeper in exchange 
and as a voucher for all goods issued. A form of Goods Issued 
Book is given from which it will be seen that the book is posted 
in the first place to the Stores Ledger and in the second place to 
the Cost Ledger, so that all goods issued will be appropriated to 
some particular job. 

All workmen will be required to submit a weekly time sheet 
setting out the jobs upon which they have been engaged during the 
week, and the time spent thereon, so that the wages paid to each 
workman may be apportioned over the various j.obs upon which 



Date.j 

-----

From Whom 
Received. 

I 
i 

I 

Particulars 
of Goods. 

GOODS RECEIVED BOOK. 

II 
WEIGHT: II Quantity, I if not charged Price. 

Tons.! Cwts.l Qrs. J Lbs. by Weight. 

' --

II 
1 

I /I I (b) (b) 

Amount 
of Invoice. 

£ s. d. 

(al 
(b 

1. 

I 
' 

Stores 
Ledger 
Folio. 

Number 
of 

Invoice 
Remarks 

. 
(a) The total of the Invoice column agrees with the total purchases of materials as shown by the books of account, 

and is posted to the debit of the Stores Ledger Adjustment Account. 
(b) The details of these columns are posted to the Stores Ledger. 

GOODS ISSUED BOOK. 

\Vork I \\1E:IGHT: Quantity, il 
Cr. Dr. 

Particulars Amount Stores Cost 
Date. Note of Goods. if not charged Price. to be charged. Ledger Ledger Remarks. 

No. I Tons. 
------ by Weight. I 
Cwts. Qrs. Lbs. Folio, Folio. 

£ ·-rd. I 

I I 
I 

I 
l 

II 
i 

I 
. (b) 

I 
(b) (a) 

(b) ! I 

(a) The total of this column represents the actual value of materials used, and will agree vl'ith the corresponding figure 
in the financial books. The total is posted to the credit of the Stores Ledger Adjustment Account. 

(b) The details of these columns are posted to the Stores Ledger. 



Dr. STORES LEDG~ Cr. 

CLAss OF Goons .................................................................................................................. .. 

• 
1 

Goods Quanttty, Goods Quantity 
From. Received WEIGHT: if not . Amount. To which Issued WEIGHT: if not ' Amount. 

R~.ovedm Boo.k _ __ charged Pnce Dato. Job B •· ch d Price · Date. 
-· . Folio .. ~. 11. La, byWe~ght. -;:-;:t-;t: Issued. F~~; -:;::-'~--;--;;;:- byw~~ht. ·· · -;:-;fz I I --111--l--t-+---1----+---~~---~--~--,- --------

STORES LEDGER ADJUSTMENT ACCOUNT. 

l 
To Initial Stock of Materials (as shown by the 

Initial Balances in the Stores Ledger) • 
.. Goods Purchased (as per total of sterling 

columns of Goods Received Book 

By Materials used (as per total of the sterling 
column in the Goods Issued Book) • · · · • 

, Discrepancies written off as per separate list 
.. Final· Stock of Materials (as shown by the 

Final Balances in the Stores Ledger. 

I 

II 
£ 
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he has been engaged. By summarizing the time sheets it will be 
possible to divide the total pay roll for the week over the whole of 
the jobs. A summary will be made each week which will be posted 
in detail to the debit of the various jobs in the Cost Ledger, and 
the total will agree with the total wages paid as shown by the 
financial books. 

The total material and wages expended on a job is known as the 
prime cost. To this must be added a proportion of the standing 
charges of the concern, known as "oncost," in order to arrive at 
the total cost. There are various methods of calculating oncost, 
and it is proposed to consider a few of them. 

Calculation of Oncost. A simple method is to add a percentage 
to the prime cost to cover standing charges. To arrive at the 
percentage required it is necessary to extract from the accounts 
of the previous year the total prime cost and the total standing 
charges and calculate the percentage which· the latter bear to the 
former. This percentage will be used in the following year for the 
purpose of costing. At the end of the first year after inauguration 
of the costing system, and in each succeeding year, the total amount 
debited in the Cost Ledger for oncost should be extracted and 
compared with the actual standing charges as shown in the financial 
books, and the percentage varied from time to time as circumstances, 
as shown by the comparison, require. 

The most general method adopted in practice is to calculate 
the oncost as a percentage of the productive wages paid. The 
percentage required will be obtained by reference to the accounts 
of the previous year, and checked and amended from time to time 
in the same manner as in the previous case.' A more accurate 
method would be to calculate the oncost, taking as a basis the 
number of hours of productive labour expended on the job. This 
method, however, will be found to involve a considerable 
amount of clerical labour, and there are few cases in which the 
additional accuracy obtained will repay the expenditure involved. 
Another method takes as the basis the number of machine hours 
worked, and will be found useful in those cases where a large 
number of similar machines are employed in the process of 
manufacture. 

Other methods combine two or more of the above bases, and of 
these a common example is that which divides oncost into two 
different classes, the first being described as works oncost, which 
includes unproductive labour in the works, the wages of managers 
and foremen, driving power, depreciation of plant, oil, 1tallow, 
waste, etc. All these expenses are covered by a percentage 
calculated on the total wages paid, or the number of hours of 
productive labour. The second class includes all office and 
administration expenses, rent, rates, interest, discount and bad 

16-(1410>) 
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debts, travelling and advertising expenses, and is covered by a 
percentage calculated on the total prime cost either including or 
excluding works oncost. This type of oncost is known as office 
oncost. 

The attention of the reader is directed to the ruling for a Cost 
Ledger given on page 243, in which it will be seen that the materials 
and wages are analyzed in accounts, one of which is provided for 
each job. The amount entered to the credit is the total amount 
charged to the customer as shown by the Sales Day Book, and the 
difference between the debit and the credit when the job is completed,
represents the profit or loss. As regards jobs uncompleted at the end 
of ·the year, the outstanding balances .in the Cost Ledger will 
represent the value on a prime cost basis of the work in progress, and 
should be so treated in the financial accounts. In the Cost Ledger, 
the balances appearing on the accounts for uncompleted contracts, 
should be carried down a.t the end of each year. 

The total profit as shown by the accounts in the Cost .Ledger 
may be reconciled with the profit as shown by the financial books, 
by making a summary of the cost accounts. If the information 
is extracted in the form shown on page 244, then it will be seen 
that the totals of each column may be agreed with the financial 
books in the following manner. 

Materials used as shown by the summary will agree with the 
corresponding item in the Manufacturing Account, since both 
are obtained from the same source, that is the Goods Issued 
Book. The Cost Ledger summary of material will agree because 
it is posted from that book, and the Manufacturing Account item 
made up of the Opening Stock, plus Purchases, less Closing Stock, 
must necessarily equal the Goods Issued Book, being the only item 
left to balance the Stores Ledger. 

The total wages as per the summary will equal the wages as 
shown by the Manufacturing Account, since the wages debited 
in the Cost Ledger are taken from weekly wages summaries, the 
totals of which equal the total wages actually paid and therefore 
debited to the Manufacturing Account. The opening and-closing 
balances in the Cost Ledger representing work in progress, must 
agree with the financial book because the information is obtained 
from the Cost Account in writing up the financial accounts. The 
sales as shown by the Cost Account agree with the sales as shown 
by the financial accounts as the postings are made from the same 
source, that is the Sales Day Book. From this it will be seen 
that the gross profit as shown by the two sets of accounts may be 
made to agree exactly, but the net profit can only be reconciled by 
adjusting the difference between the standing charges as shown 
by the accounts and the amount. charged in the Cost Ledger as 
oncost. 



COST LEDGER. 

JoB No ..•...... 68:! .......• 

NATURE OF WoRK TO BE DoNn ................ No. 16 Machine for A B & Co ................. price £325 net. 

-- ·--~ ~'t~~ I ~~~ I' I' IJ Oth<r I I I II Sales I: F\~.~~=d \'1 Materials ' n.lte. Particulan. mar~ Book Wages. i Materials. ;I' Char~es. Date. ; Partkulars. : FoL iJ_ Day JJook. :II returned . Credited. 
Folio. I'Diio. 1 I I I I II I. to Stores. 

-Ju_ne_so-:I-T-o-su-nd-ry.:--~--l?i'--;.d.r£i--;.;d,.l£ .. s.la. 19 .• 1 ~~ li.-£"-;~~.d.~!~£·-.td.f£' s.'d. 
Castings 382 11 I: 136' - j Aug. 8 By Sale to A B 1• i I 

J~y lf :: w:~~ ~i jl!~ HI 11 I & eo. . . 
29T25 I -~~ 1 

:. i1 :;,.~.~'- iT:2:~~I~I _ __il_ ... ,. I II II: II 
I 1!~16 3, 136 -1-1 ~~~'1oi- 1! 1: 1 

1 

I I. il 611SI 3 li li j 

2oll1• .· :. 1 

I 6116 3 :: I 

t

.!,l' ~:[,~ ,,. 1: II' -- , ___ : 
' £3251_-1 1!£3251 -, -!l 
II~ "--.-· -------~---'----"---'---'c__..:._..,!___:__:.~ ·-------- --- - -- --·· ·----------·--

, Total 
I Prime Cost 

., Oncost 100% 
]{160 ! I of Wa ges 

.. Bal. 
I I' 

Net Pr ofit 
J/172 ~ 

I I I 



Dr. COST LEDGER SUMMARY. Cr. 

FOR T:HE YEAR ENDING 31ST DECEMBER, 19,, 

i Folio. 1-8-ls·tt -D-ec.1-,~tl--W-Iag~es.~ Materials. Charges. Oncost. Prolit. Sales. Returned Credited. Loss. 31st Dec., 
In= ... I I Other rl ·~ F;~ I Materials in=-

t ";: • I L • '11-£--r-•. -+-a-.11-f.---lr-.-. i-a-.~1--£--;--•. ;-~~.-; i-,-.i-a-. ..-~.-1-,-1.· 1-;:st~~. '/:"77. 'T. -;:-;;--~-~~d. 

(a) 

I ~ I I 

i 
'I 

)j 

(b) (c) (d) (<) 

I I~~-(f) (g) (<) (•) (A) 

· A.grU~tUnt of ToWs- . · · 
(a) Opening balances in Cost Ledger agreeing with the value of work in progress as taken in the books of accounts. 
(b) Agrees with the total of the summaries for 52 weeks, each week agreeing with total wages paid as shown in the 

financial books. . · 
(e) Agrees with total of Goods Issued Book. Total of Goods hsued Book plus loss by waste agrees with Materials used 

as per books of account. 
(d) Agrees with total debited in financial books for direct charges. 

~ 
Agree with the Gross Profit as sho1!!P by manufacturing account. 
Agrees with total of Sales Day Book: 

) Agrees with total of Journal. · 
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If it is decided to ascertain the cost of various parts of the 
machinery manufactured, it will be necessary to adopt a system 
of placing out the work whereby a quantity of similar parts 
may be manufactured as one job, and the cost of the whole thereby 
ascertained. When the parts are completed they should be 
returned to the stores, and re-issued as required for the purpose of 
assembling. If, for example, a company is engaged in the 
manufacture of motor cars, a proper system of costing would show 
the cost of each part of the car in order that the manufacturer 
may compare the cost of the parts with the price at which he could 
buy them from an outsider. The method adopted is to make an 
order on the works for say 100 axletrees, and this order would be 
given a separate job number. All materials purchased and wages 
paid for the purpose of making ,these parts would be debited to a 
Cost Account so that on completion of the work the total cost of 
the 100 parts would be revealed, and consequently the unit cost may 
be ascertained by simple division. In the cost books a transfer 
will be made crediting the Cost Account, and debiting an account 
for finished parts returned to stores. 

A similar method will be adopted with regard to all other parts 
manufactured, so that the total cost of a completed part will be 
shown in the Cost Account, as a quantity of finished parts issued 
from stores for the purpose of assembling, plus the cost of the 
labour involved in the process. Care should be taken in cal
culating " oncost." If an amount has been added to the cost 
of the part, then it will be improper to add " oncost " again in 
costing the finished cars, except in so far as the cost includes labour 
for th~ purpose of assembling. It will usually be found necessary 
to keep a separate stores for parts, and if such is the case a separate 
set of stores books should be kept for the finished goods store. 
If the whole stores are kept under the charge of one storekeeper, 
the system of accounting recommended will require to be suitably 
amended to provide for the addition of books for recording the 
quantities of finished parts coming into and going out of stores. 

It will usually be found necessary to keep statistical information 
for the purpose of comparing and recording the variation in cost. 
This is particularly useful in the case of repetition work, since by 
recording a number of different costs for similar jobs, a standard 
cost may be obtained by striking the average. The chart given 
on page 2-16 records the cost of production of a machine which was 
repeated a number of times, and the additional information is given 
with the object of showing the reason for such variations. It ·will 
be found in practice that these statistics may be conveniently 
recorded with the aid of a card index. It should, however, be noted 
that these comparisons are only of use in cases of frequent 
repetition. 



No 162. s· s· MORTAR MILL (BIIILDE.RS PATTERN) 

....... .... "' ~~ ~:!: "'"' l'o l'o .... "" ....... .. ;s.~ ':( ~~ ~ii ;)'~ r;;::::- ~~ :::r;; ~~ 
Q g~ ?5~ co-;:;- ~(6- ~(if ~li ~i!r ~i -c. 

0: 

·~ ~ ~i ~.,.. 
00 .... t!!l c..-e-~ ... ..., 

~ ~ -e-~ = ~ § ~ ~oo- ~ fJ ~~ ~~ ;;; l'o<'"l C'l.,. It) "'"' z 

Total Scll1ng Pri« or Avtrag~ 

""'' Prie" Meta) Waca: 

115 130 40 36{-·, 

125 
f c~ ~ r---l--110 ~· !*· "'" ~ ... 37/10/ 35/; 

: 

J : 
·:x *• X·· .X 

105 120 t ~ 35 34{-

ioo 115 
,. .. ,P- -<>-[<\ 

32/10/ 33/ 

rv ~ 
95 110 " * 30 32/-

.· 
90 105 >i. '1:7/10{- 31/ 

85 100 fl-f·l- : 25 30/· : 

80 95 ~. 22]101- 'JSJ-

75 90 20 'lll/ 
: 

IL g: ~ I~ a! \..0 
70 85 ce pep to of M al 17/10/· '1:7/-

ri 
>< ~ 

Se hn ~ce es IPa ~ II- A en e f\'a 
65 80 IS 261 

246 



EXTRACTIVE AND MANUFACTURING CONCERNS 247 

Builders and Contractors and Shipbuilders. The system of 
accounting recommended for builders and contractors, combines 
the cost records with the ordinary books of account, the method 
being to use a Day Book in which are entered all goods sent out 
on the various contracts. Wages paid will be similarly treated, 
cash being credited and a special account debited with the wages 
paid to foremen, workmen and labourers engaged on that particular 
building. The amount of indirect labour will therefore be 
exceedingly small, and may conveniently be regarded as standing 
charges in the same manner as office salaries. Cash will be 
received from time to time as the work progresses to the extent 
of certificates granted by the architect or surveyor engaged on 
behalf of the purchasers of the building. In the books of the 
builder these payments will be debited to cash and credited to the 
Building Account in respect of which the payment is made. When 
the contract is completed the balance on the account represents 
a profit or a loss and will be transferred to Trading Account. Care 
should be taken in making records of plant and tools sent out on 
to the buildings. It is recommended that these be charged through 
the Day Book and debited to the job as they are sent out, 
being credited on return to the Building Account at their estimated 
value. By this means, wear and tear and depreciation of the 
plant will be automatically debited to the contract which has had 
the benefit of the use. The value of work in progress at the end 
of the year will be represented by the balance appearing on the 
various Contract Accounts, but a reserve will usually be necessary 
to provide for probable losses. Stores Accounts will be kept 
on the lines described in the section devoted to Engineering 
Accounts. 



CONTRACT No ...............•. 182 ............... . 

WITH THE LLANFAIR EDUCATION AUTHORITY 

To BUILD A SCHOOL ACCORDING TO PLANS AND SPECIFICATIONS BY •.••••••••••••••••••••••••••••••••..••.••••••••• 

Pay· 

I Wages. 
I Pay· 

Re· ments 
Mate· ments Mtscel-

Particulars. I for turned 
Date. Particulars. rials. Plant. to Sub· laneou~ Total Date. Work Extras. Plant Total. 

Con-

1£,-;d: 
Com- to 

tractars. pleted. Stores. 

-·--71-;-:t: -~-~- £fd. 
I'~' 'T £1·-;? --f. s.d. f. s. d. 

I 
£ '· d. f. s. d. 

I 
I I I I 

I I I 
,, 

I I. I .I 
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CHAPTER XIV 

THE ACCOUNTS OF INSTITUTIONS AND SOCIETIES 

THE accounts of institutions and societies should be made up 
in one of the two following general forms, selection of which being 
decided by the nature of the operations. 

1. Receipts and Payments Account being a summary of the 
cash received or paid by the treasurer of the institution. 

2. An Income and Expenditure Account made up on the same 
lines as a Profit and Loss Account of a trading concern and being, 
in fact, a Revenue Account of the institution. 

The former type of account is suitable for small clubs and 
institutions possessing no assets or liabilities other than the cash 
in the bank or in the hands of the treasurer. The latter form should 
be used for more important undertakings such as hospitals, asylums 
for those physically incapacitated, and for charitable trusts. Certain 
types of institution adopt stereotyped forms of account. Amongst 
these we might mention-

!. Building Societies which, probably as the result of the many 
frauds brought to light on the part of officials of such undertakings, are 
subject to stringent statutory requirements with regard to accounts. 

2. Friendly Societies which are also required to present accounts 
according to statutory rules and orders. 

3. Industrial and Provident Societies. 
4. All hospitals and institutions which participate in the Hospital 

Saturday and Sunday Funds or the King Edward the Seventh 
Hospital Fund, are required to present accounts in the form drafted 
by those institutions. An example of accounts made up in this 
form will be found on pages 260-265. 

The preparation of a Receipts and Payments Account presents 
few outstanding difficulties, a summary of the receipts and payments 
being promptly obtained by the use of an analyzed Cash Book, 
provided with columns headed with the various items of detail 
required by the accounts. It should be noted, however, that this 
type of account is suitable only for the presentation of the accounts 
of bazaars, concerts, dramatic performances, small clubs, and 
similar undertakings, and should not be used for societies having 
a continuing existence and which have assets and liabilities out
standing at the date of the account. We give on page 250, an example 
as an illustration of the manner in which a Receipts and Payments 
Account should be presented and also to illustrate the objections 
to which it is subject. 

It will be observed that there is considerable difficulty in ascer
taining the result of the financial operations of the year. The 
extent of the resources of the club is purely a matter of conjecture 

249 
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Example I.-' 
TilE COTrONVILLE COMMERCIAL CLUB. 

RECEIPTS AND PAYMENTS ACCOUNT 
Dr. FoR THE Y:RAR ENDING 31ST DJi:.c.Ma~~, 19 •. 

f. •. d 
rn 17 By Rent, Rates, and Insurance 

, Cost of Annual Dinner 
To Cash In Bank, Sist Dec., 19 .• 
,. Subscriptions received.-

122@ !Os. 6d. . 
, ln.terest on Investments-

£500 : 5% Exchequer Bonds {.25 
£200 : 6% " ,, 12 

Lentt~o~~£1chn Brown, deed." 
, · Donations. . . . . 
., Advertisements in Official Journal 

64 1 

37 -

50 -
10 10 
2 10 

, , Otficial journal . 
, Printing and Stationery . 
., Postages and Sundries . 
" Bank Charges kss Interest . 
,. Honorarium to Secretary • 
, Cost of Purchase of £75: 

5% War Lran . . 
11 Cash in Bank, 31st Dec., 19 .• 

Cr. 

£ J. d, 
28 - -
20 - -
26 8 2 
3 !6 10 
2 8 5 

2 10 
10 -

71 
40 1 9 

ascertainable to a limited extent only from information disclosed 
as supplementary and not part of the account itself. It is clear, 
therefore, that something more is required. We would call for-

1. Some statement which will~show whether the club is being 
maintained out of current revenue or whether the cost of upkeep 
is being defrayed out of capital sums received. 

2. A Balance Sheet showing the full extent of the obligations 
and resources of the· club. 

Such results will be obtained by the preparation of an Income 
and Expenditure Account and Balance Sheet. It is recommended 
that the Receipts and Payments Account (as ·above) be taken as 
the basis of the account, each item being adjusted by the amounts 
outstanding at the opening and close of the period, the result being 
a Revenue Account. The Balance Sheet is constructed by regarding 
the excess of assets over liabilities as the accumulated excess of 
income over expenditure during previous years, and adding to this 
sum the excess for the current year or deducting the deficiency 
as the case may require. It will naturally follow that the current 
Balance Sheet, if constructed from the assets and liabilities plus the 
accumulations of income as so ascertained, will balance. In 
preparing accounts for a charitable institution, care should be taken 
to distinguish carefully between capital and revenue, also to see 
that the funds raised .are applied to the object for which they are 
intended. If, for example, a hospital receives a donation for the 
purpose of effecting a specified improvement in the building, such 
donation should be applied exclusively for that purpose, and it is 
therefore incorrect to credit the amount to the General Revenue 
Account. Again, legacies received should always be regarded as 
capital unless the legacy is given subject to a condition that it is 
intended to defray expenditure of a revenue character. Similar 
treatment would be accorded to donations to endow a bed at a 
hospital, or to provide a scholarship at an educational institution, 
or to donations to provide a building or discharge a mortgage or 
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other capital debt, all such receipts being credited to appropriate 
Capital or Suspense Accounts. 

Example No. 1 is continued to show the method of preparation 
of the Income and Expenditure Account. 

Example 2. It is assumed that the Balance Sheet of the 
Cottonville Commercial Club appeared on 31st December, 19 .. , 
as follows-

LIABILlTllt$. ASSETS. 
{. •. d.. £ s. d £ s. d. 

Cftd1tors- • Cash at Bank . . . . 37 17 
Printing and St.>tionery 1 8 1! Debtors for Adverth1ements . .I 1 
Printing Official Journal 5 - -

1

1 ~ 
8 1 

Estimated \'alue o£ 16 Subscrip-1 
o ttons m arrear . . . 4 -

Subscriptions paid in advance • ·I I II Investments- I 
Lej!~!es and _Dona~ions ~eceiv.ed to. 'I 

688 
£500 : 5°(, Exchequer Bonds C•OO 
t20o : s~. , .. ~ 

1 700 Ins':.;t;;1n~~~n~t~~~/cco~nt- .11_47---t ! ___ _ 

£743 !{743 I -
------------.--~-=1 -----------,-

The amounts outstanding at 31st December, 19 ... were as 
£ s. d. follows-

Printing and Stationery owing 
Official Journal Printing Account 
Debtors for Advertisements. 
Subscriptions in arrear valued at 

paid in advance 

2 2 10 
7 2 8 

12 6 
2 12 6 
2 2 

Dr. 

THE COTTO!:'\'ILLE COmlERCIAL CLt;B. 
INCQ}!E AND EXPEND!Tl'RE ACCOU!IIT 
FOit THE YEAR £NDJNG 31ST D£CEl'4BER, 19 .• Cr. 

To Rent, Rates, and Insurance . 
.. Cost of Annual Dinner 
, ,. Official Journal . 
., Printing and Stationery . 
, Postages and Sundries . 
., Bank Charges less Interest 
" Honorarium to Secretary . 
, Balance, being ~xcess of Income 

over Expenditure . . • 

l &. d. 
28 - -
20 - -
28 10 10 

4 11 7 
2 8 5 

2 10 
10 

7 10 

By Subscriptions • • . • • -I 
" Interest on Investments • , . , 
,, Advertisements in Otlicial Journal 

! 
I 

I 

{ s. d. 
61 19 -
37 
2 2 6 

._-----------------------£101 I 6 

BALANCE SHEET, 31ST DECitMIIER, 19 .. 
Liabilities. Assets. 

Sundry Creditors • . . . 
Subscriptions paid in advance 
U,gacies and Donations 

received as per last ales 688 
Add Legacies and Dona· 
lions received during 

the year . . 

Ineome and Expenditure 
Ac<ount-

Snrplus Income as per 
last accounts . . 47 1 5 

Add Excess of Income 
over Expenditure tor 
tbe year to date . 7 10 

748 10 -

{ s. d. { s. d. 
Cash at Bank . . . . • • • 40 1 9 
Debtors for Advertisements . . . 12 6 
Estimated Value of 10 Subscriptions 

in arrear • • • • . • • • 2 12 
Investments at cost-
~500: 5°~ Exchequer Bonds.£500 I 

J~O s~~~~-ar r;;an . :~ . 2~~ ' 
-~ ?71 -

54 ~~ 3 1 

1-------------~£814 6 9 



COTTONVILLE COMMERCIAL CLUB. 

PARTICULARS OF REVENUE l'OR THB YBAK ENDING 31ST DBCEMBBR, 19 •• 

Cosh. I ~t I D~: \E&:;:;~re~ I <'•ch ~t:t ~ Ex:=: .. 
Reserves. Reserves. Acc:ount. ~ Reserves. Reserves. Account. 

---'-----!-£-s.-d-.'1£-s-. -d.f£ s.l d:-£-s-. -d.r--------1: l s_. d~£ s. d.lf. s. d. ~o s_. d_. 
To Subscriptions recvd .. 64 1 -1 11 62 2 - B}' Rent,Rates,& Insnce. 28 ""' 

·2 12 64 4 - 61 19 , CostofAnn~alDinnm 20 - 20 - -
., Interest on Inv'stmts. 3? - - 37 - , , Official Jour.. 26 8 2·7 2 S 5 - ..., 28 10 10 

~ .. Advertisements in ., Printing & Sta.tione:y 3 16 10!2 2 1~ 1 8 1 4 11 7 
~ Official Journal 2 10 - 12 61 - 2 2 6 ., Postages & Sundries. 2 8 5 2 8 5 

, Bank Charges less In 2 10 2 lO 
103 11 -4 16 

., Legacy received 50 

.. Donations. 10 10 
- 6010 -

., Initial Bank Balance. 37 17 -

67 6 -101 1 6 , Honroarium to Sec. . 10 - ·- 10 - 0 

, Purchase of £75 5% 
War Loan • • 

,. Final Bank Balance. 

90 16 39 5 66 8 1 93 18 8 

71 - -
40 1 9 

over ;Expenditure 7 7 10 I 
, Excess of Income 

--------t20-1-18--+4-16-E-f.7-6---:~~·1-0-1-1--16}---------1i201 18 J~~-!_j~ 
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The system of book-keeping will be varied according to the nature 
of the undertaking, but it will be found that, unless the operations 
have some particular character demanding special consideration, 
all that is necessary will be-

l. A Cash Book with analysis columns. 
2. A Subscriptions or Members Register. 
3. A Nominal Ledger. 
The Cash Book may be adapted for the purpose of reducing the 

number of closing entries. Attention is called to the example between 
pp. 252 and 253, where it will be found that the outstanding Creditors' 
Accounts at the end of the period are added to the total payments. 
By this means the totals of the Cash Book may be carried to the 
Income and Expenditure Account without adjustment. It will 
be necessary to post the total of the outstanding accounts to a 
Sundry Creditors Account in the Nominal Ledger, this account 
being closed in the following period, by posting the total cash paid 
to sundry creditors as shown by the " Sundry Creditors " analysis 
column in the Cash Book to the debit. It will be found that 
practically all the provisions to be made in the accounts can be 
adjusted in the same manner. 

The Subscriptions Register records the payments of the members' 
subscriptions, and is in a tabular form providing columns for 
subscriptions for a number of years. This book should be added 
at the end of the period covered by the accounts, and the total 
subscriptions paid agreed with the total subscriptions received 
as shown by the Cash Book. Precautions are usually taken to 
ensure that all subscriptions received are duly accounted for. 
Various methods are employed to this end; in particular might 
be mentioned the list of members which will occasionally be found 
posted on the notice board of a club with a note made opposite 
to the names of those members who have paid their subscription. 
This practice can claim advantages other than that it induces laggard 
subscribers to seek their cheque books, since the treasurer is bound 
to acknowledge on the list all subscriptions received. It is also an 
advantage in the case of charitable institutions to have a list 
published giving the names of subscribers and donors and amounts 
of their gifts. If this list is added the total should agree with the 
total amount of subscriptions received as shown by the accounts, 
so that if a subscriber fails to find his name in the list, he has an 
ot5portunity of discovering the reason why his subscription has, 
apparently, not been brought into the accounts of the institution. 
The practice of publishing in the newspapers the amounts of 
subscriptions received by large institutions serves a similar purpose. 

The Nominal Ledger contains the postings from the Cash Book 
and copies of the annual accounts from year to year. If the 
suggestions made above as to reserves are followed, it will be 
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found that the number of entries is exceedingly small and confined 
almost entirely to the. few real accounts which are necessary and 
to the annual Income and Expenditure Accounts and copies of 
the Balance Sheet. 

On page 255 will be found the ruling of a Subscriptions Register 
suitable for a club or similar institution. 

We add ·copies of the accounts cif the Institute of Chartered 
Accountants in England and Wales and of the Manchester Royal 
Infirmary. The former is probably the best set of acc9unts of any 
kind published and will well repay careful study. Attention is· 
called in particular to the detailed statement of members' and other 
subscriptions and fees received, also to the note on the Balance 
Sheet giving the market value of the investments. This note is 
instructive as showing the heavy depreciation which has taken 
place in recent years of the value of " gilt-edged" securities. 

The Balance Sheet of the Manchester Royal Infirmary is made 
up in the form required by the Committee of the Hospital Saturday 
and Sunday Funds. Attention is called in particular to the very 
exhaustive and illuminating analysis of the expenditure shown 
in the Income and Expenditure Account. 

To emphasize the importance of the preparation and publication 
of the accounts of all institutions, both great and small, is probably 
a fitting conclusion to this chapter. Without intention to reflect. 
on the conduct of that vast number of people who generously 
give their time and energies to, what are in many cases, noble 
works and institutions, they should remember that the funds raised 
are held in trust from the general public, to administer wisely 
and with the utmost discretion, and having done so, to render 
accounts with the greatest possible detail and exactitude, if only 
that they may thereby confound those whose actions tend to make 
such a proceeding difficult, if not impossible. The accountant 
who is called upon to prepare or to audit such accounts, should do 
so conscientiously, bearing in mind that every guinea subscribed 
to a good cause, unworthily spent, reduces the sum total of funds 
available for the general good; and that the bringing to book of one 
indiscreet custodian of such funds may add to that sum total, 
funds out of all proportion to the labour involved. 



REGISTER OF MEMBERS AND SUBSCRIPTIONS. 

Entrance Fee. 1- 19 .• 19.. 1: 19 •• 19 •• 
\No io 

Member's Name Candi- -~Cash . -~~M and Address. I dates' I Wh Cash I I Cash ~Cash I 
Book. Amount. ai;;_n Bookl Amount. !Book Amount. Bookll Amount. I Book Amount. \Book 

i P · Fol. I I Fol. . I Fol. I Fol. Fol. 
I I I I I 

··1 ~I 1£ 
I I t:l s. I £ 

d. I l s. I d. 

I 
£ s. d. d. s. 

I 
I 

I I i I I 

i ! I 
I 

I I i I I 

I I I I I 
I ! I I I 

' I I 
I 

I I [ 
I 

I 
I 

1 
I I I I I I I I 

----
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Dr. 

y...,..,.tUd, 
31s1De<;.l9 •• 

£ '· i. 
( 

515 14 4 
11,631 3 u 
1,06819 a 

. 12717-
538 18 4 
106 - -
238 810 
318 10 10 
2319 3 

893 5 '1 
16 - -
78 1 4 

'· it. 

---8,60118 
788 -
89519 
81 9 

160 5 

3 
3 
1 

130 0 8 
235 6 8 

235 4 4 
158 18 II 

1.1: ~ ~ 

1,913 13 

mE IMSTI.'rll'R OF cda'l'EBED 
INCOME AND EXPENDITURE ACCOIJNT . . 

•• d. 
To EXPENSES OF MANAGEV:ENT-

=~~~.H:~~,":ndCieria' 2,~: 1~ 1g 
d Stationery. • • , 1,386 4 5 

tary Cbaries : ~:! 1 ~ ~ 
Audit Fees • • • • • • 105 -
Railway Fares of County Member.~ of Council 232 2 8 

~~· ~.,Jj~~el~~~tt:S. : : 
31~ I~ : 

Repail:s and Decorations to Hall and Offices 955 8 6 
Report of General Meeting,Parl'y Returns,etc. 18 13 4 
Sundries • • • • • , 78 13 . 3 

J) RENT', RATES~ TAXBS, E1'C.
Ground Rent ~- 786 - -

949 16 
95 6 

149 6 

,: tl. 

7,000 12 

Rates and Taxes • 
Insurance . ~ 
CoipOration Duty • 

u DEPR'ECIATION-
------1,980 t=· and Fittings • 118 18 

223 8 

., EX?IINSES OJ> El<AMINATIONS [not oomprised ill the above]-

~!ftl;~ta~on"'?, an~ SUII~OS : : m ~~ ~ 
Examiners~ and Moderators' Fees • • 1,081 6 3 
Prizes. 47 8 -

342 

1.680 15 
143 - , Tlu.NSJI'ER TO HALL AND 0FFICES--SINK1NG F'UNI> • 
SOD - , CoPJU OF '~ TH& ACCOUNTANT " FOR DtSTIUBUTION 

1,482 - 10 
141 12 
200 - -
720 - -
315 - -
135 15 -

130 5 
6111 7 

. 8611 

720 - - , Al.t.OWANCES TO PRoVINCIAL Socu:.Tlll:~ . • 
387 10 - ., ALLoWANCE 'TO TUB LoNDON STUI>EHTS' SoCIETY • 
GO 10 - , Au.oWANC&S ro PR.ovtNCLU.Stvv:aNn' SociBTJltS 

111,3011 15 

1,450111 

13,763 8 8 

78'110 

14,1110 18 8 

., Blll<mu CMti«lto A"""""'lakd F"IUl
EKcus of I- otJff E"f>I>Uiilw'' for 1M ,_ . 

To Pltmt Tll'US't FVNI>&-
. Pri2es awarded 

Robert Fleteber Prize 
Deloitte Prize. • 
William Quilter Prize 
W, B. Peat Pri.. • 

£ •. 4. 
30 - -
50 - -
II - -
10 13 -

16319 -
189 10 8 BALAIIC8 c:anied forward 

161 13 
199 - 2 

8li3 8 8 

12,317 16 

14,110 12. 1 

880 IS 

114,1104 8 8 £14,471 s 
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AOCOtnrrA.IITS D ENGLAND AND WALES. 

FOR THE \"EAR E:\DED 31ST DECE::II.BER, 19., 

y,,.,mdd 
31s1 D«., 19., 

Cr. 

ll<co»£. 
£ •. d. {. •• d. 

By E>-rR.<SCE Fus--
{. $. 4. £ $, 4. c •. tl. 

378 
UM 

29 Fellows at 10 Guineas. 
72 Associates ., 10 

•• CERTIFICATE Fu:s, St·ssc&IPTIO'SS: ETc.
Certill<ate Fees: 

6SS Fellows at 5 Guineas • 
3$1 .. 3 

4 N 2 

3,45-1 !0 
l,:!Oo) 3 -

S II -
~ H 6 

3\"4 10 -
756 - -

3 ,. It 
---- 4,6t>'7 15 

663 Associates, 2 Guint"as. J.~~92 6 -
1,005 ,. 1 Gumea • 1,1J8 5 -

Subsc.riptioos-
60 Fellows at 2 Guineas • 

l,~;s .r\$SO(iates h 1 Guinea 
10 ... 

1Z6 - -
I 6J:l 16 
• 5 5 -

2,510 II -

1.1123 1 • ---e.185 8-
----------1~,7~~~~~~ 

13 13 -
682 10 -
4:!6 8 -
344 8 -

,. Ex.uusA TTOS FE~s--
17 Preliminary at I Guinea 
~ ., ., 2 Guineas 
~ Intermediate, 2 
61 Final ., 2 

--- 1,468 17 -

2 12 • .. Ftl<ES 011 RE·AD»ISSIOX • 
76 13 - ., Fus f"OR Cl:aTIFtCAt£s OF Ex£MPrtoM 

12.663 10 8 
1,606 18 1 ,. 1"111:RJ£S1' O:S ls\'J':ST>IE>"TS • 

lli 8 8 ,. bouu:SI on 5.,,.. f>I.Jc"i "" l'•'f'>Sil 
43 - I .. h;;TER.EST ON St!\ .. ISG Fl-~D lto:\"£STM.£NTS 

223 2 8 ., Huut OF Roo11s • 

17 17 
600 12 
2d1 12 -
134 8 

1,000 10 - • 

8,9-13 7 6 

95-1 9 -

1,4tH 

'41 12 7 
161 3 6 

12,699 IS 9 

1t,1160 18 8 

178 18 2 

178 u 1 
863 8 • 

£14.904 

17-(1410P) 

,. Accrllt'L'TED Ft.'SD--
Excess of Exp<'-<liture o\·et Income for tbe \'ear 1,410 IS 

., PRIZE TRt'ST Fl:~os-
Balance brought forward · 

Income: · 
Robert Flotchor Fund. 
De1oitte Fund . , 
William Quilter Fund , 
W. B. Peat Fund 

14,110 12 

189 10 

40 - -
50 - -
10 9 
70 13 -

171 2 5 

---- 3$013 

£!U71 S 
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Dr. 

THill JNSTl'r1J'l'E OP CJJAl!.TEBED 

BALANCE SHEET 

To SusnaY CuntTORS • • • • • ~ 
u LoAN FROH BANK • • • • " • 
,. SJNKtNG Ftmo, HALL AND OI'FICES (as per contra) 

.As at 31st December, 19... • 
Transfer from Income Acoo1111t • 

•• "· f. •• "· 

1,5611 9 
141 12 7 

3,089 17 10 
1,995 

1,704 I 7 
., ACCUllULATED FUND--

Balance at 31st December, 19.. . • • • • • 99,488 -
U.S E>:oess of Expondit""' over Income for the Year eoded 

31st December, 19.. • • . , , • • • 1;410 13 4 
_..;.---98,077 4 . 

to PRu:a TRuST FuNDS (as per contra) 

We bave examined the above Aocounts with the Books, 
Voucbm, ami Bankers' CerWi<ates reLttlng thereto, and 
certify the same to be <lC>l'RCt. We have ascertained that 
the Certificates "'latiog to the Stocks and Shares, as above, 
are beld tor safe custody by the Bank of England, ami that 
the Inscribed Stocks are duly registered ill the name of the 
Institute. 

GER.-\RD VAN DE LINDEJ. Audil<>rs 
CHAIU.ES F. CAPE, • 

l.Dnillm, tSil Mtm~t, 19.. crwur.,. """""""'· 

104.866 6 9 
5,642 14 9 

{110,509 I 6 
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ACCOUNTANTS IN ENGLAND AND WALES. 

31sT DECEMBER, !9 .. 

By CASH-
At Bank 
In band . . . . . 

u SINKING FUND JNVRSTMENTS AT CoST-

{1,001 2s. !Od. Transvaal 3% Guaranteed Stock. 
£899 Is. 5d. India 2!% Stock . 
£209 9s. 7d. 4t% W;u: Loan Sta<:k 

,. INVESTMENTS AT CosT, viz.
£5,000 2!% Consolidated Stock. 
£2,500 3}0{, War Loan Stock . 
£5,000 3!% India Stock . . 
£5,000 Local Loans 3% Stock . , 
£5,000 Corp. of London 3°10 Deb. Stock 
£5,000 London County 3% Cons, Stock . 
£5,000 Metropolitan Water (B) 3% Stock . 
[5,000 Canada 3% Inscribed Stock , , 
£5,000 New South Wales 3!% lose. Stock. 
£5,000 Tasmanian Gov. 3% Inscribed Stock 
£2,500 Great Western Rly. 2!% Deb. Stock 
£!,000 Great Western Rly. 4% Deb. Stock 
£! ,000 Lanes and Yorks Rly. 3% Deb. Stock 
£!,500 Midland Rly. 2!% Deb. Stock . 
£!,000 North Eastern Rly. 3% Deb. Stock. 
£2,000 South-Eastern Rly. 3% Deb. Stock 
£2,000 South· Eastern Rly. 4% Deb. Steck 
£2,000 East Indian Rly. 3% New Deb, Stock 

£ s.d.£ s.4. 
724 IS 4 

10 6 2 

932 3 11 
569 II 2 
202 6 6 

4,426 10 
2,375 - -
5,0S7 19 
4,971 2 
4 477 12 -
4,426 12 -
4,674 13 
4,560 10 -
4,837 16 -
4 116 I 6 
1,883 4 8 
1,409 6 1 
1,041 I 8 
1,365 4 3 
1,136 17 I 
2,124 9 4 
2,765 16 3 
1,662 11 -

735 4 6 

1,704 I 1 

,[The market value of these securities on the 30th December, 19 .. , 
was £39,473 ISs.) 

57,312 7 10 

u INTEREST ON INVESTMENTS ACCRUED DUE 
SUNDRY DEBTORS • • 
FURNITURE AND FITTINGS-

As per last Balance Sheet 
Further Purchases. 

Less Deprecia lion 

LIBRARY-
As per last Balance Sheet 
Further Purchases. 

Las Depreciation 

HALL AND OFFICES-
Cost (per Balance Sheet of 31st December, 1894) , 

By PRIZE TRUST FUNDs
INVESTMENTS : 

ROBERT FLETCHER FUND : 
£!,000 Central London Rly. 4% Deb, Stock 

DELOI'M'E PRtZE FuND: 

1,189 
21 

1,210 8 
118 18 

2,234 2 ll 
98 ll 11 

2,332 14 tO 
223 8 3 

333 15 -
18 18 -

1,091 10 3 

2,109 

. 41,561 3 -

104.866 

• 1,080 

£!,000 Didcot, Newbury, and Southampton Rly. (Newbury 
Section) 5% Deb. Stock . • • • 

WrLUAM QUILTER FuND: 
[200 Leopoldina Rly. Co, 5!% Pref. ShaJ:es • 

w. B. P£AT FUND: 
£2,018 lis, IOd. Canada 3i% Registered Stock 

FREDERICK WHINNEY fUND ; 
£1,000 Exchequer Bonds 6% 

CAsH at Bank on Income Account 

1,125 

222 10 -

2.016 

1,000 

5,443 14 
199 -

---- 5,642 14 

{110,509 I 6 



MANCHESTER ROYAL 
INCOME AND EXPENDITURE ACCOUNT 

A-ordinary. 
I-ANNUAL SUBSCRIPTIONS 16,498 12 6 
2--DONATIONS • . • , , 12,887 11 

Special Donation " Anonymous" 20,000 - -

32,887 11 
Less Donations, etc., for endowment 

carried direct to Balance Sheet 6,250 -
(see page 18) 

BOXES 
26,637 11 

685 14 

"3-ALEXANDRA DAY FUND 
4-HoSPITAL SuNDAY FuND 

----- 27,323 
500 

5-HOSPITAL SATURDAY FUND . 
6--CONGREGATIONALCOLLECTIONS (apart 

from Hospital Snnday Fund) . 
7-WORKMEN'S COLLECTIONS (apart 

from Hospital Saturday Fund) 
6--!NVESTED PROPERTY

Dividends-Statement A 
" B Income Tax returned 

9-PRIVATE NuRSES , , • 
tO-PROPORTION oF STUDENTs' FEES

Medical 
Massage 

2,371 2 5" 
11,964 14 p 
2,991 7 10 

!93 19 -
246 17 -

11-PA YMENT ON ACCOUNT OF PATIENT$--
ln-patients • • , . 4,647 4 10 
Out-patients (including £65 8s. 

from Aural Board) . • 1,000 5 9 
Local Authorities--Tubewulosis 627 15 4 
Receipts nnder the National 

Insurance Act . . 24 4 10 
War Office-Military Patients 11,326 16 3 
Ministry of Pensions

Pensioners . 

12-0THER RECEIPTs--
Fees for attendance on Police 

Cases . 
Kitchen Refuse 
Bank Interest , 
Venereal Disease Centre . 
Radium Dept. f?.67 19 8 

Do. Laboratory 331 17 8 

Duty on Spirits 
Sundries , 

8,312 17 -

26 12 6 
131 16 -

16 8 3 
1,120 5 10 

599 17 4 
85 8 10 

1,523 15 10 

1,216 1 -
741 5 -

138 6 

331 14 11 

17,327 
8 

5 2 
8 -

440 16 -

25,939 4 -

3,504 4 7 93,969 211 

TOTAL ORDINARY !NCOME Carr1ed jorward 
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INFIRMARY. 
FOR THE YEAR ENDING 31sT DECEMBER, 1919. 

EXPENDITURE. {. s. d. {. s. 
A-Maintenance. 

I-PROVISION&-
!. Meat . . . 
2. Fish, Poultry, etc. 
3. Butter, Bacon, etc. 
4. Eggs . 
5. Milk . • . 
6. Bread, Flour, etc. 
7. Grocerv-

(a) Tea and Coffee 863 8 
(b) Sugar . . 901 18 4 
(c) Other Groceries 1,700 7 I 

8. Vegetables and Fruit 
9. 1\Ialt Liquors . . 

10. Mineral Waters and Ice 

2--SURGERY AND DISPENSARY-
I. (a) Drugs • . 1,482 16 7 

(b) Spirits of Wine and 
Methylated Spirits 887 3 8 

(c) Oil & Malt, & Cod 
Liver Oil 115 6 6 

2. (a) Dressings · 
(b) Bandages 
(c) Lint and Tow 

919 14 5 
!53 6 9 
301 19 6 

3. Instruments and Appliances • 
4. Wines and Spirits 
5. (a) Bottles, Corks, etc. 242 13 II 

(b) Sundries . 66 2 -

3--DOMESTIC-
J. Renewal and Repair of Furniture 
2. Bedding & Linen • 
3. Hardware, Crockery, 

Brushes, etc. . 
4. Washing 
5. Cleaning 
6. Water . . 
7. Fuel and Lighting

(a) Coal 
(b) Gas . • 
(c) Electric Current 
(d) Oil, Wood, etc. 

8. Unifonns
(a) Nurses' 
(b) Theatre 
(c) Porters' 
(d) Servants' 

9. Sundries 

4-ESTABLISHMENT-

6,884 8 10 
472 3 6 

1,106 8 6 
11 3 9 

347 13 II 
167 I 10 
213 6 5 

l 5 

1. Insurance . . . 
2. Renewals and Repairs . 
3. Annual Cleaning • 
4. Grounds 

Carried f()f'IJ)ard 

6,076 19 2 
4,704 19 7 
3,582 10 I 

771 6 11 
7,260 - 7 
1,527 3 2 

3,465 13 5 
1,914 17 1 

l336 6 7 

2,485 6 9 

1,375 - 8 
2,550 7 9 

388 14 -

308 15 11 

258 10 3 
922 7 8 

239 16 9 
859 2 8 
830 11 9 
298 5 5 

8,474 4 7 

728 3 7 
193 16 3 

741 14 1 
1,405 18 I 
3,279 4 9 

147 IS 4 
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29,639 16 7 

7,108 5 I 

12,804 18 11 

5,574 15 3 

£55,127 15 10 

s. d. 



MANCHESTER ROYAL 
INCOME AND EXPENDITURE ACCOUNT 

Bfought jof'U)ard • 

B-Exttaordinary. 
I-LEGACIES. 

Executors of William Paulden • 
Alfred James Atkinson 

£1,000 
Less Duty • 100 

Jolm Royle • • 
Mxs. Sarah Lauxa Sophia 

Geldart . • 
Joseph Milnthorp 
David Rofe • 
Frederick Bridgford 
William Ashworth 
Joseph Ward 
Samuel Massey • 
William Grantham 
James jolmson • • 
Mrs. Mary Flattely {.50 

Less Duty • 5 
James Hancock . • 

, Miss C. E. Beckwith . 
TOTAL EXTRAORDINARY INCOME • 

1,000 

900 
500 

371 15 
300 
200 - -
200 - -
200 - -
145 14 3 
133 l1 7 
100 
50 

45 
25 
2 15 -

2-SPECIAL DONATIONS FOR !;ENDOWMENT. 

Sir J. E. Jones • 1,500 
J. Pinto Leite, Esq. • 1,000 
l'eel & Co., Ltd. . 1,000 
Charles Hopkinson, Esq. 250 

Sir J. E. Jones (for Special Fund) 

Carried direct to Balance Sheet . 
---
3,750 
2,500 

6,250 

15th January, 1920.-Examin.ed and 
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£ s. tl. 
93,969 2 11 

4,173 16 

£.98,142 19 4 

correct. 



INFIRlllARY 
FOR THE YEAR ENDING 31ST DECEMBER, 1919: 

Brought forward 
5--SALAIUES AND WAGEs-

1. Medical 
2. Dispensing 
3. Nursing . 
4. Other Officers 
5. 1\[echanics, etc. 
6. Porters • • 
7. Domestic Servants 
8. Scrubbers 
9. Pensions 

• 6-1\lrsCELLANEOUs-
1. Printing and Stationery 
2. Postages . • 
3. Advertisements 
4. Sundries 

£ s. d. £ s. 
55,127 15 

3,520 18 4 
885 7 6 

6,985 9 11 
3,320 1 8 
5,462 14 -
2,474 1 10 
3,016 2 5 
1,036 8 6 

907 19 -

652 14 6 
421 - 7 
169 13 8 
253 10 3 

27,609 3 2 

1,496 19 -
Total Cost of Maintena11ce 

B-Administration. 
I-MANAGEMENT

I. Official Salaries 
2. Pensions • • • 
3. Printing and Stationery 
4. Postages and Telegrams 
5. , Advertisements 
6. Law Char!{es 
7. Auditor's Fee 
8. Sundries 

2-FINANCE-
1, Appeals • • • 
2. SalariE-s and Commission 

Total Cost of A dmi11islration . 
Total Cost of Maintename and 

Admit~istration 

o-Rent, Rates, and Taxes. 
1. Chief Rents • 
2. Rates and Taxes . . 

Total Rlllfl, Rates, a11d Taxes 

Total Ordinary Expenditure 

D-Extraordinary E:rpenditure. 
Interest • • • • 
Barnes Convalescent Hospital 
Trustees of Harpurhey Cemetery 
Royal Lunatic Hospital, Cheadle . 
1\ledical Board on a/c of War Pensioners 
Transfer to Hodgson Fund 

866 13 4 

381 14 
63 7 

20 13 8 
15 15 -
80 11 10 

10 15 5 
833 10 7 

557 19 1 
542 6 7 

935 1 6 
6,082 10 1 

2 
17 5 -

873 14 8 
15 6 

1,428 14 11 

844 6 -

84,233 IS -

2,273 - 11 

86,506 IS 11 

1,100 5 8 

87,607 4 7 

Total Extraordinary Expenditure. 7,911 6 9 

Total Expenditur~, £95,518 11 4 
Balance being excess of Total Income over Total Expenditure for 

the year 2,624 8 -

£98,142 19 4 

THos. ALDRED & SoN, Chartered Accountants, 88 Moshy St., :t.Ianchester. 
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Dr. 

LIABILITIES. 

SUNDRY CREDITORS
Savings Bank Deposits 

LOAN TO HOSPITAL--
Williams Deacons Bank, Ltd. 

CAPITAL AccouNTs-
For Special Purposes : 

Hospital Endowments as at 1st 
Jan., 1919 . . . 

Donations--Sir J. E. Jones 
J. Pinto-Leite, Esq. 
Peel & Co., Ltd. 
Chas. Hopkinson, Esq. 

Other Special Purposes : 
Barnes Convalllscent Home 
Hodgson Samaritan Fund 
Cancer Research Fund 
" G. W. Smith " Fund 
Bradley Scholarship Fund 
"J. E. Jones" Fund 

£ s. d. 

68,455 
1,500 
1,000 
1,000 

250 

5 :l 

42,801 2 
500 

1,741 3 8 
2,339 8 10 

534 
2,500 

For General Purposes as at 1st 
Jan., 1919 . . . 336,733 8 9 

Add Excess Income over Expen· 
diture . . . . 2,624 8 -

,. Profit on Sale of Shares The 

BALANCE SHEET 

s. d. 

72,205 5 3 

50,415 14 6 

£ s. d. 

518 15 4 

3,474 l 7 

Yorkshire Indigo Scarlet 
and Coloured Dyers, Ltd. . 214 12 9 

----339,572 9 6 
-----462,193 9 3 . 

UNEXPENDED INCOME BALANCES OF 
SPECIAL FUNDS-

" G. W. Smith " Fund • 
Hodgson Samaritan Fund . 
Bradley Scholarship Fund • 
"J. E. Jones" Fund 

300 14 9 
279 16 1 

2 13 6 
105 6 10 

688 11 2 

£466,874 17 4 

We have examined the above Balance Sheet and certify it to be 
found them in order. 

15th January, 1920. 



THE ACCOUNTS OF INSTITUTIONS AND SOCIETIES 

31st December, 1919. 

AssETS. 

CASH AT BANK AND IN HAND-
In hands of Secretary, for Petty 

Cash . . . . . 
In hands of Secretary, for Barnes 

Convalescent Home . 

Deposit with Government 
Health Insurance . . 

On Account of Special Funds: 
Savings Bank Deposits 
Cancer Research Fund • 
Hodgson Samaritan Fund . 
Bradley Scholarship Fund . 
" G. W. Smith" Fund 
"J. E. Jones" Fund 

for 

£ 

465 

35 

s. d. 

518 15 4 
1,741 3 8 

279 16 1 
2 13 6 

300 14 9 
105 6 10 

£ 

500 

61 

s. d. 

2,948 10 2 
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Cr. 

£ s. d. 

3,509 10 2 
INVESTMENTS ON CAPITAL AcCOUNT 

(shown at cost)-
Special Purposes: 

Hospital Endowments as at 1st 
Jan., 1919 . . . . 

India 3% Stock earmarked from 
General Purposes Investments 

Other Special Purposes: 

64,356 3 2 

7,849 2 

42,766 2 
500 

Barnes Convalescent Home 
Hodgson Samaritan Fund 
" G. W. Smith" Fund 
Bradley Scholarship Fund 
"J. E. Jones'' Fund 

2,339 8 10 
534 

2,500 

For General Purposes as at 1st 
Jan., 1919 . 

Less India 3% Stock 
earmarked for En
dowments 

, Repayment of 
Loan Manchester 

. 361,178 8 2 

7,849 2 

Corporation . 10,000 
, Sale of Shares The 

Yorkshire Indigo 
Scarlet & Coloured 
Dyers, Ltd. (shown 
at cost) . . 

, Rylands & Sons, 
Ltd. £100 Deben· 
ture Bond expired 
Repayment of 
Loan on Mortgage 
of Chief Rents 

108 15 

100 0 0 

600 0 0 
---- 18,657 17 

72,205 5 3 

48,639 10 1'l 

-----342,520 11 1 
-----463,365 2 

£466,874 17 4 

correct. We have also examined the Securities for the Investments and 

THOs. ALDRED & SoN, Chartered Accountants, 88 Mosley St., Manchester. 



CHAPTER XV 

BANK ACCOUNTS 

IT is not proposed to explain the various duties undertaken by the 
banking community, which would require several chapters, but 
merely to outline the general system of accou!).ting that is adopted, 
so that the reader may see how far the general principles of book
keeping are applied, and have an opportunity to apply to his own 
business any peculiarities which are suitable for adoption. It 
should be understood that systems vary in different banks (there 
are many. marked differences between the systems of London 
and those of the provinces), and the names of the books will also 
be found to differ though the general functions remain the same. 
We have followed that which we believe to be the general system 
for a provincial bank, and by taking the more simple transactions 
as an example, we propose to trace these through the books. 

Let us assume, in the first place, that a customer whom we will 
call Brown makes a deposit in the bank. The procedure will be 
for Brown to make out a paying-in slip giving details of his deposit. 
Such details might be jn the following form-

Cash (Gold, Treasury Notes, Silver, and Copper) 
Cheques on London Banks 
Scotch and Irish Cheques 
Cheques on Manchester Banks 

£ 
40 
20 
10 
30 

£100 

This paying-in slip will be received by the teller who will initial 
a counterfoil memorandum receipt which he will return to the 
customer, retaining the slip itself for the purpose of entering in the 
books. 

The teller keeps a Counter Cash Book in which he enters the 
amounts of cash received and paid. The ruling of this book is a 
simple debit and credit form, showing on the debit all cash received 
and on the credit all cash paid out. In this particular case he will 
show as received from Brown the sum of £40 in cash. Each teller 
balances his cash at the end of the day and a summary of the 
tellers' cash books representing the total transactions for the day 
in cash is made in a separate book kept for the purpose. 

The teller will then pass the deposit slip with the cheques attached, 
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to the teller's clerk in the office who will check off the individual 
cheques with the paying-in slip. The details of the London and 
Country and Manchester Cheques are then entered in a Cheque and 
Bill Book ruled somewhat after the following form-

Details. 

CHEQUE AND BILL BOOK. 

(Rulfng No. 1). 

I I 

London I Scotch 
Manchester. and Country. i and Irish. 

---------1~-£-~·-s.jd.-£-·---;-a.l'-£---s.Jd. 
Brown 10 I 30 20 

I 

I 

1 

l1 

1 

I I I 1=1=1= -,==,,==~= 
This book is used for the purpose of balancing in the following 

manner. As soon as the totals have been entered, the cheques 
are sorted out and listed for the purpose of clearing. The column 
headed Manchester contains the total of the cheques on banks 
in the Manchester Clearing House and the list of cheques sent 
to the clearing house will agree in total with the total amount 
of this column. Adjustments must, however, be made in cases 
in which cheques are held over until the following day before being 
sent to be cleared. The column for London cheques includes 
all cheques on banks in London and the provinces and agrees with 
the total of the cheques listed for collection through the London 
Clearing House or through agents. The column for Scotch and 
Irish Cheques will agree in the same manner with the totals of the 
lists of cheques sent to agents for collection. 

Cheques paid in by one customer which are drawn on the account 
of another customer in the same bank will be deducted from the 
total amount of cheques as entered in the Cheque and Bill Book, 
and entered in a book which serves the purpose of the Journal in 
a trading concern, though it is not often so named, the customer 
depositing the cheque being credited, and the customer upon 
whom the cheque is drawn being debited. 
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Assuming the name of the drawer to be Smith then the entry 
would be made in the Journal somewhat in the following form-

- JOURNAL 
Dr. (Ruling No. 2.) Cr. 

Fol. Account. Particulars. Account. Fol. Amount. 

£ $, a. 3~ s. a. 
30 - - Smith House Cllequs Brown - -·-

Ct. Af~ • Ct. Af~ • 

Every transaction is entered either in the Cash Book, Cheque 
and Bill Book, or in the J oumal. The sum of these books will there
fore equal the whole of the transactions of the bank. This fact is 
utilized to prove the accuracy of the Day Book for which see post, 
page274. 

The Journal is also used to record transactions with branches, 
agents, etc. For example, if Smith has passed into the agents 
at Bath the sum of £10 for creclit of his account, the principals 
would be advised of the transaction by their agents, whereupon an 
entry would be passed through the Journal, to the debit of the 

· Bath agent and the creclit of Smith. 
The deposit slip is then passed to the ledger clerks and posted 

to the credit of Brown, the slip being used, for the time being, as 
the posting medium, The following morning all the deposit 
slips are entered in a l;>ook known as a Debits and.Creclits Book 
in order to ascertain the total amounts debited and credited to 
customers. The accuracy of the working is verified by calling, 
over the entries in the Debits and Creclits Book with the customers 
Ledger. The Debits and Credits Book is a simple ruling and calls 

· for no special comment. · 
Cheques Drawn by Customers. If a cheque is presented for 

payment over the counter, the teller enters the amount paid in 
the Cash Book and passes it into the office. The account of the 
customer is then debited and the cheque is entered in the Debits 
and Credits Book and called over the following morning in the same 
manner as a deposit. In those cases in which cheques are paid 
in by one customer and drawn by another, the account of the 
drawer is debited with the cheque, which latter is again entered 
in the Debits and Credits Book in adclition to the transaction 
being entered in the Journal. Where cheques are received from 
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the clearing house or from agents, the Customer's Account is debited 
from the cheque, the credit being found in the Agents or Clearing 
Accounts as the case may be. 

Clearing Cheques. All cheques deposited by customers are 
first entered in the Cheque and Bill Book (see ante, page 267), and 
thereafter sorted into two groups, one for cheques on banks who 
are members of local clearing houses and the other for London, 
Country, Scotch, Irish and all other cheques. 

The local cheques are then sorted and those on each bank collected 
together, lists being made showing the total amount on each bank. 
The total of these lists, if correct, will equal the total of the local 
column in the Cheque and Bill Book. The cheques are then 
attached to the lists and taken to the clearing house where it will 
be found that each bank has adopted a precisely similar procedure. 
The clerk from our bank, which we will call "A," deposits the 
cheques he has in the clearing house, and in due course receives the 
cheques drawn upon the "A" Bank which have been deposited 
at other banks. The difference between the two is settled by 
receipt or payment of a draft on the Bank of England, accounts 
being kept by each bank for that purpose. 

The method of settlement is best illustrated by example. 
Assume that the clearing house consists of three banks called 
" A," "B," and "C," and that the clearing clerks of each deposit 
the following cheques- · 

A deposits £13,285 drawn on B and £12,185 drawn on C 
B £12,682 C , £13,271 A 
C £11,892 A ., £14,185 B 

then a statement is made up as follows-

Recei\~ing Paying Bank : Total Drafts on 
Bank, Total. to be Clearing Account : 

B. C. 
Paid. 

Receivable Payable. 

£ £ £ £ £ £ 
A. 13,285 12,185 25,470 25,163 307 

B. 12,682 25,953 27,470 1,517 

c. 14,185 26,077 24,867 1,210 

Total £27,470 £24,867 £77,500 £77,500 £1,517 £1,517 

The whole of the transactions for the day are, therefore, settled 
by B bank paying a draft for £1,517, which is debited to its account 
at the Bank of England, and A and C receiving drafts for £307 and 
£1,210 respectively, which are credited to their accounts. 
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The procedure with regard to London and Country cheques is 
similar, with the exception that the lists are made out to various 
agents who are debited with the amount of cheques sent to them. 
Cheques drawn on the bank which are paid by agents are sent 
to the bank with lists attached. The agent is thereupon credited 
and the accounts of the various customers on whom the cheques 
are drawn are debited. 

The whole of the transactions are summarized in the Day Book, 
which book will be found to take a form closely following the lines 
of the form given on page 27 4. 

Some explanation of the various entries is perhaps necessary. 
The items for Current Accounts and Deposit Accounts are taken 
from the debits and credits book, and represent the total of the 
items debited or credited to customers and depositors during the 
day. Similar remarks will apply to the Savings Accounts which 
represent the total transactions with savings depositors. The 
item " Bills not Discounted " represents on the credit side the total 
amount of cheques and bills received for collection, as shown by the 
Cheque and Bill Book, and on the debit side the total amount of 
cheques sent to the clearing house and direct to agents for collection. 
The credit for the latter items will be found in the Clearing and 
Agents Accounts, all cheques being credited in the Day Book 
and the Agents or Clearing Accounts being debited. The item 
to the credit of Clearing and At5ents Account represents the total 
amount of customers' cheques received, the contra entry being 
found in the Current Accounts. The sundry items for discount, 
interest, commission, etc., represent the various amounts charged 
or credited as the case may be to customers for the various services 
rendered. The item for expenses represents the actual expenses 
of the bank for salaries, wages, etc., which are paid in cash. The 
Day Book is balanced each day, the various totals agreeing by 
inclusion Qf the cash balances at the opening and closing of 
business. 

After halancing, the totals are posted to the General Ledger, 
which ledger will then include a summary of all the transactions 
of the bank. The principal accounts will therefore be represented 
by the headings in the Day Books, the only additional accounts 
being for investments, property, Profit and Loss Account and 
similar en tries. _ 

Ledgers are kept on the self-balancing principle, the various 
types of account being balanced separately. Thus w~ hfl-Ve Current 
Accounts Ledgers, Deposit A"ecounts Ledgers, Savmgs Accounts 
Ledgers and Ledger Accounts for the various Agents and Clearing 
Accounts. The system of self-bal(!.Ilcing is fairly simple, and 
follows very much on the same lines as that of a trading concern, 
but the various Adjustment Accounts. will be all found in the 
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General Ledger. The Current Accounts Account in the General 
Ledger is posted from the total transactions on Current Account 
as shmm by the Day Book; consequently, the balance on this 
account will represent the total of the balances as appearing in the 
Current Accounts Ledger. The balances are extracted at frequent 
intervals, usually weekly, and this agreement verified. Records 
of the balances are kept in a Current Accounts Balances Book. 
It will be found necessary, in the majority of cases, to divide the 
Current Accounts into sections for the purpose of balancing in order 
to localize errors to one section of the Current Accounts. The 
method adopted is to analyse the transactions to the various sections 
and to divide the Current Accounts Account into those sections 
in order to ascertain the total balances which should appear in each 
section. We add an example of a Current Account as it would 
appear in the books of the bank in order to explain the adaptation 
of the commercial form of Current Account to the requirements of 
the bank in the calculation of interest. 

Example. Assume that Brov.n opens an account on 1st October, 
19 .. , paying in £100 in cash, and that his subsequent transactions 
were as follows-

19 .• 
Oct. 5. Cheque drawn in favour of Smith, presented by London Agents 

for payment, £57. 
.. 10. Deposited 17 London and Country cheques, amounting £135. 
.. 12. By arrangement with Bank, drew in cash, £400. 
, 15. Paid in one Local Cheque, £240. 
, 20. "'isbing to close the account, he draws the balance due. 

Interest allowed on balance, 3%. 
, charged on overdraft, 7%. 

Commission, 2s. 6d. %. 

BROWN. 
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NOTES-

( a) All deposits are credited and cheques debited on tbe day of receipt. 
(b) The bank is debited in respect of cheques received from agents on the 

day they are posted, but the customer ·is not debited until the 
following day; the bank, therefore, charges the customer interest for 
one day on all cheques received from agents in England. 

(c) Country cheques are not cleared for three days, so that the bank debits 
tbe customer with decimals for three days' interest on all country 
cheques debited. Local cheques are cleared in one day so that the 
bank debits one day's interest. ' 

(d) This amount is arrived at as follows-

£906 X 6 
2110 

. Principal X Number of Days X Rate per cent. 
36500·- ' l.e. · 365 X 100 

The product 906 as shown in the last column is the Principal x Number 
of Days .. 

(e) The amount is similarly ascertained, the calculation being 

509 X 3 
'36500 =.lOd. 

The product 509 is the balance of the first two " decimal " columns. 

(f) This is the Commission : 2s. 6d.% on the withdrawals, £4S7. 
(g) A charge is made for postage of cheques sent to agents for collection 

at the rate of 2d. per cheque. 

The Deposit Accounts are similarly balanced with the Deposit 
Accounts Account, the balances in the Deposit Accounts Ledger 
being extracted to agree the totals. It is found that the extraction 
of these balances may be made at less frequent intervals than is 
the case in the case of current accounts, once per month being the 
usual time allowed. · 

Savings Accounts would be similarly treated, the total of the 
balances agreeing with the Savings Accounts Account. 

We add an exercise to illustrate the working of the accounts 
to the Revenue Account and Balance Sheet. It should be noted 
that all the balances are extracted from the Gene(al Ledger, the 
accounts for c~ent, deposit, etc., accounts being agreed with the 
ledger extractions before the accounts are completed. The reserve 
for " rebate on bills discounted " is the amount of interest which 
will accrue from the date of the Revenue Account to the date oJ 
maturity of bills discounted for customers. This reserve i! 
necessary since the full amount of the discount is debited to the 
customer immediately the bills are discounted, so that the bank ha! 
over credited Interest Account in respect of the unexpired perioc 
for all bills on hand. The reserve adjusts the Discount Account 
so that it shows the actual amount earned in discounts durin{ 
the period. 



BANK ACCOUNTS 273 

BALANCE SHEET, 31sT DECEMBER, 19 .• 

I, 
Paid-up Capital 
Undivided Profits • • • 
Liabilities to customers 

on Current Accounts 
Liabilities to customers 

on Deposit Accounts 

I, 
500,000 
546,580 

3,263,000 

2,358,420 

Overdrafts and Loans .2,874,000 
Bills Receivable in hand .1,652,000 
Investments • .1,400,000 
Cash in hand. . . • • 42,000 
Balance at Bank of England 200,000 
Cash at Call and Short 

Notice • 500,000 

£6,668,000 £6,668,000 

[N.B.-The above Balance Sheet is a summary of the accounts appearing 
in the General Ledger.] 

TRANSACTIONS for six months ending 30th June next-

f
Cash , , • 

Deposits by customers House Cheques • 
Cheques for Clearing • 

f
Cash , • • 

Withdrawals by customers House Cheques • 
Cheques from Clearing 

D "ts4 Cash . . • 
epoSl ~ Cheques for Clearing • 

Withdrawals on Deposit Account-Cash 
Bills Receivable discounted 
Discount charged thereon • • . 
Cash paid out on account of Bills discounted 
Amount credited to customers • • . . 
Bills Receivable, matured and paid : through Clearing 

Dep~sit Inte';est • 
in Cash 

Interest received on Investments 
Managers' and Clerks' Salaries • 
Directors' Fees 
Income Tax • • . . . . 
Interest and Charges debited to customers 
Sundry Expenses . • 
Rent, Rates, and Taxes, etc. 
Interest charged to Brokers 
Rebate on Bills discounted 
Bad Debts • . . • . . 
Investments by Draft on Bank of England 

,. sold . . . . 
Cash received from Bank of England 
Cheques sent to Agents for clearing. 
Advances on short notice 
Repayments on short notice • . . . . 
Amount debited to Bank of England for Agents' Remit-

tances • • . • 
Overdrafts and Loans, 30th June 
IS-(1410F) 

£ 
1,282,580 

362,000 
22,182,770 

1,217,600 
362,000 

24,222,670 
3,172,000 

130,000 
3,201,050 
2,970,000 

105,000 
18,000 

2,847,000 
2,782,000 

58,000 
60,000 
65,000 
85,500 

4,000 
18,000 

242,500 
14,680 
28,000 
48,820 
15,250 
23,450 

582,000 
181,000 
90,000 

22,311,070 
1,381,800 
1,189,200 

800,000 
3,201,160 



DAY BOOK. 

f. £42,000 Cash in hand [. f. 
Deposits 23,827,350 25,802,270 Cheques 
Bills Discounted 2,847,000 242,500 Interest ltnd Charges 
Bad Debts 23,450 

26,697,800 Current Accounts 26,044,770 
22,182,770 Current Accounts 

130,000 Deposit Accounts 
22,311,070 Bills not Discounted 22,312,770 

Deposits 3,302,000 
Interest 60,000 

3,362,000 Deposit Accounts 3,201,050 
2,840,000 Bills discounted 2,970,000 

105,000 Discount Account 
Cheques 24,222,670 2,782,000 Bills Receivable 
B. of E. 800,000 22,311,070 

" 
not discounted 

25,022,670 Agents and Clearing Accounts 25,093,070 
B. of E. Inv. Int. 65,000 
Current Accounts 242,500 
Short Loans 48,820 60,000 Deposit Accounts 

356,320 Interest 800,000 Agents 
Investments 582,000 1,189,200 Short Loans 
Cash 90,000 65,000 Investment Interest 
Short Loans 1,381,800 181,000 Investments 

2,053,800 Bank of England 2,235,200 
1,381,800 B. of E. 

48,820 Interest 
B.ofE; 1,189,200 Short Loans 1,430,620 

85,500 Managers, Clerks 
4,000 Directors' Remuneration 

18,000 Income Tax 
14,680 Sundry Expenses 
28.000 Rent, Rates, etc. 
23,450 Bad Debts 

Expenses 173,630 
181,000 Investments 582,000 582,000 B. of E. 

Cash 57,750 

84,160,860 84,160,860 



Dr. 

19 .. 
Dec. 31 

19 .. 
June30 

£ 
42,000 

1,282,580 
3,172,000 

58,000 

90,000 

£4,644,580 

To Balances 

" Sundries 
, Balance c/d 

BANK ACCOUNTS 

CASH ACCOUNT. 

Balance . • 
Current Accounts 
Deposit Accounts 
Bills Discounted . 
Managers' and Clerks' Salaries . 
Directors' Fees 
Income Tax . 
Sundry Expenses 
Rent, Rates, etc. 
Bank of England 
Balance . 

CURRENT ACCOUNTS ACCOUNT. 

£ 
1,217,600 
3,201,050 

18,000 
85,500 

4,000 
18,000 
14,680 
28,000 

57,750 

£4,644,580 

£ 19 .• 
2,874,000 Dec. 31 By Balances 

19 .. 
26,044,770 June 30 , Sundries • 

4,243,190 , Balance cjd 
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Cr. 

19 .. 
June30 

1---------l£33,161,960 

19 .. 

·/ 3,26s.oo, 

.126,697,800 

. 3,201,160 

To Balance b/d . 

1-----------------.1£33161960 

. 3,201,160 June 30 By Balances bid 

19 .. 
June30 To Sundries 

BILLS NOT DISCOUNTED. 

. 22,31~.770 1.:!; 3o By Sundries . 
, Balance c/ d 

I----------1£22,312,77C 

19 .. 
June30 To Balanoe b/d. 

19 .. 
June30 To Sundries 

, Balance c/d . 

19 .. I 
Dec. 31 I To Balance 

19 .. 
June 30 'i , Sundries 

1,700 

DEPOSIT ACCOUNTS ACCOUNT. 
£ 19 .. 

3,201,05( Dec. 31 By Balances 
19 .. 

2,519,37 June 30 , Sundries 

£5,720,42( 

19 .. 
June 30 By Balances . 

b/d 

BILLS DISCOU1\'TED. 
l 19 .. 

I ,652, June 30 By Sundries • 
, Balance c/d 

2,970, 

j-----1!!!~ 
19 .. I 

June 30 To Balance b/d • 

DISCOUNT ACCOUNT. 

u Revenue Account . . 89175 

. 2,519,370 

l 
2,840,000 
1,782,000 

J~~~ 3o II To Transfer Rebate A/c ·, 1~.25( J.:!e 3o I By Sundries 

---------- £105, 1--------1 
I 
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REBATE ACCOUNT. 
19 •• , 

I 
£ I 19 .. I June 30 

1 

By Discount Account 

19 .. 
June30 To Sundries 

19 .• 
June 30 To Balance b/d . 

19 .. 
June 30 To Sundries . . 

19 .. 
Dec. 31 

19 .. 

,, Revenue Account
Interest on Investments 
Interest and Commission f 
Charged to customers on 

Loans . . . 

To Balance, 

19 •• 
June 30 By Snndries . 

, Ba.lancecfd 

By Sundries • • 
11 Revenue Account 
" Int. on Deposit A/cs 

By Sundries 

£ 
25,022,670 

70,400 

l 
:. } 356,320 

60,000 

£416,320 

£ 
2,053,800 

June30 , Sundries , Balance c/d 381,400 

1---------1 £2,435,200 

19 .. 
June30 To Balance b/d . 

17 .. 
Dec.31 To Balanee 

19 .. 
June30 u Sundries 

19 .. 
J nne 30 To Balance b/d • 

19 .. I June 30 To Sundries 

19 .. 
Dec. 31 To Balance 

19 .. 
June 30 ,. Sundries 

To Balance bfd • 

EXPENSES. 

By Sundries • 
., Balance cfd 

I .,\ aoJ 19. • I , ~ June 30 By Revenue Account 

INVESTMENTS. 
£ 19 .• 

1,400,00 june 30 By Sundries • 
,. Balance c/d 

£ 
1,189,200 

741,420 

l 
181,000 

1,801,000 

1---------{ £1,982.000 

CAPITAL ACCOUNT. 

I £ I 19 .. I Dec. 31 By Balance 
£ 

500,00( 



BANK ACCOUNTS 

19 .. 
June 30 By Cash paid 19 .. I 1 Dec. 31 To Balance • 

19 .• 
June 30 I , Cash received 

19 .. 1 

June 30: To Balance b/d . 

" Balance c,ld 

REVENUE ACCOUNT. 
19 .. 

June 30 To Interest on Deposits . 
,. Expenses . . . 
,. Balance: Net Profit for 

hali·year cfd 

19 .. 
June 30 i To Balance cjd • 

I 

/o.ooo 
173,630 

212,44C 

£446,07( 

19 .• I 
June 30 I By Discount on Bills . 

19 .. 

,. Interest and Commis-
, sion on Current Ajcs 

and Short Loans 
, Interest on lnvstmts 

759
'
02

( June 30 ~;' ~~~i~ld:/i,.ofits" from. 
last accounts 

{,759,02( 

!9 .. I June 30 By Balance b.'d 

BALANCE SHEET, 30TH juNE, 19 .. 

Paid-up Capital 
Undivided Profits . . . , 
Liabilities to Customers on Current 

Accounts . . . . . 
Liabilities to Customers on Deposit 

Accounts . 
Rebate Account 

{, 
soo,ooc 
759,020 

4,243,19G 

2,519,37G 
15,250 

Overdrafts and Loans 
Bills Discounted • 
Cash in band . . , 

, at Bank of England • 
Short Loans . 
Bills on hand. 
Agents' Balances 

·I 
. :1 

70,400 

277 

{, 
4,586,830 

57,750 

{, 
89,750 

291,320 
65,000 

759,020 

{ 
3,201,160 
1,782,000 

57,750 
3111,400 

813,520 
Investments , 

£8,036,830 

{,741.420 I 1700 

. . i £:::::::: 
Contingent Liabilities. Reference will be found in the published 

balance sheets to the contingent liability of the bank on bills 
discounted by them, also on bills accepted or endorsed for customers. 
It will be noted that if the bank discounts bills, a common practice, 
they will be under an obligation to pay in the event of dishonour 
by the acceptor. This contingent liability is shown in the balance 
sheet by the inclusion amongst the liabilities of the amount of the 
bills, being their liability in the event of dishonour, and on the 
assets side of an exactly similar amount, being the bank's claim 
against their customers from whom they received the bills, should 
the bank be required to pay. If the bank has accepted bills drawn 
upon them by their customer, the contingent liability, in the event 
of dishonour by the customer, is similarly treated in the accounts. 
Additional books are kept for the purpose of record and statistics. 
In particular, might be mentioned the following, but it must be 
understood that the list is by no means exhaustive. 
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1. SECURITY BooK, being a list of securities lodged by customers 
with the bank to secure advances. 

2. SAFE CusTODY BooK, containing a record of all articles left 
with the bank for safe custody. 

3. REGISTER OF STAMPED CHEQUES, giving details of all cheque 
books received and to whom they are issued. 

4. GUARD BooK for preserving loose documents relating to the 
accounts of customers such as instructions for drawing and 
endorsing cheques. _ 

5. SIGNATURE. BooK, containing specimens of the signatures 
of all customers and their agents authorized to draw cheques. 

6. DISCOUNT LEDGER, showing the amount of bills discounted 
for customers, with details. 

7. BANK NoTE REGISTER, con"taining the numbers and origin of 
all Bank of England notes passing through the Bank. 

8. INVESTMENT LEDGER, containing accounts for all investments. 
This ledger is self-balanced with the Investments Account in the 
General Ledger. . 

9. CouPON REGISTER, showing the due dates of coupons held 
for collection on behalf of customers. 

A copy of the published accounts of the Bank of New Zealand, 
Limited, is added, from which will be gathered the enormous 
resources of modern Joint Stock Banks. 



Capital-

4% Guaranteed Stock • 
11 A " Preference Shares 

fully paid, issued to the 
New Zealand Govern
ment • . . . 

u B " Preference Shares 
fully paid, issued to the 
New Zealand Govern
ment . . . . 

Ordinary Shares, 150,000 
@ £6 13s. 4d. . . 

Paid up to £3 6s. Sd. 
per Share • 

New Ordinary Shares, 
75,000 @ £6 13s. 4d. 
fully paid • 

Reserve Fund . 
Notes in Circulation 
Deposits • • . . 
Bills Payable and other Lia-

bilities (including provision 
for Doubtful Debts and for 
Depreciation in Investment 
Securities) • . • 

llalance of Profit and Loss . 

LIABILITIES. 

£ •. d. 

1,000,000 - -

BANK OF NEW ZEALAND. 

BALANCE SHEET AT 31ST MARCH, 19 .• 

£ s. d. 
529,988 10 6 

500,000 - -

250,000 - -

500,000 

500,000 

£ s. d. 

2,279,988 10 6 
2,062,141 7 3 
2,560,325 - -

29,052,790 11 II 

2,007,968 2 
316,954 6 

£38,280,167 18 4 

AssETS. 

Coin and Cash Balances at Bankers . . 
Government Notes-Commonwealth, Fijian and 

Samoan Administration . , . 
Notes of Other Banks (Legal Tender) • 
Bullion on hand and in transit . , . 
Money at CaB and Short Notice, Government 

s. d, £ s. d. 
5,914,979 3 4 

159,331 
451,735 
119,562 19 10 

Securities and other Securities in London 11~476,002 15 1 
Bills Receivable in London and in transit 672,147 3 7 

Investments in the Dominion-
New Zealand Government Securities • 
Municipal Securities • 

Bills Discounted . . . . • . 
Other Advances and Securities and Debts due 

to the Bank . . . • 
Landed Property Premises~ etc. . 

----- 12,148,149 IS 8 

2,905,413 10 -
383,698 6 

3,289,111 16 5 
1,256,721 7 9 

14,489,763 19 'l 
450,812 13 -

£38,280,167 18 4 



PROFIT AND LOSS. 

s. d. s. d. 
Dividend at 1.he rate of 4% on £500,000 "A" 

Preference Shares, issued to the New Zealand 
Government in terms of the "Bank of New 
Zealand Act, 1903 " . , . . . 

Dividend at the rate of 6% on £250t000 u B 11 

Preference Shares issued to the New Zealand 
Govemment in terms of the " Bank of New 
Zealand Act, 1913 " . . . . • 

Bonus at the rate of 3% on 11 B " Preference Shares 
Dividend at the rate of 6% on Ordinary Share 

Capital • , . . . . . 
Bonus at the rate of 3o/0 on Ordinary Share 

Capital • • . . . . 
Amount transferred to Reserve Fund. 

Balance carried down 

20,000 

15,000 
7,500 

59,908 9 6 

29,801 10 -
50,000 - -

30,000 -
15,000 - -

182,209 19 6 
56,464 6 11 

£238,674 6 5 

21,141 9 6 
50,000 

60,000 - -
---- 105,000 

Balance, being net Profit for Year . • . 365,489 19 2 
Amount brought forward from last year 56.464 6 11 

42!,954 6 1 
~Uss Interim Dividend paid as above . 105,000 - -

316,954 G I 

£493,095 15 7 

•. d. s. d. £ s. d. 
Balance 31st March, 19.. 23SJ674 6 5 

£:1.38,674 6 5 

Balance brought down. , • 56,464 6 11 
Profits for year ended 31st March, 

19 .. , including recoveries, and 

f~;~ral{i~~~~t 0Jh:~~J~~~~~ 
on deposits, provision for Bad 
and Doubtful Debts, for the 
annual donation to the Provident 
Fund and for a special grant 
thereto, also for Donus to Staff 964,911 3 7 

Less-
Salaries and Allowances at Head 

Offices and 205 Branches and 
Agencies . • . • 248,515 

Directors' Remuneration, includ-
ing London Board • • 4,250 

General Expenses, including Rent, 
Stationery, Telegrams, Post
ages, Travelling, Repairs to 
Premises, etc. . . 74,735 1 5 

~~~~ ~,;'J"f~:c~unt : 19~:~~{ I~ 4 
528,279 14 11 

436,G31 8 8 

£493,095 15 7 

RESERVE FUND. 

Balance 

B. M. LITCHFIELD, 
Chief A udilor. 

£ s. tl. 
2,135,000 - -

£2,135,000 - -

£ s. d. 
Balance per last Statement • • • • • • . • 21062,141 7 3 
Amount to be added from Profits for yc~ ended 31st March~ 19. • 72~858 12 9 

£2,135,000 - -

W. CALLENDER,""Genna' Manager. 
A. McLENNAN, Accountant. 



CHAPTER XVI 

INSURANCE ACCOUNTS 

THE accounts of companies carrying on the following classes of 
business are governed by the Assurance Companies Act, 1909. 

1. Life Assurance. 
2. Fire Insurance. 
3. Accident Insurance. 
4. Employers' Liability Insurance. 
5. Bond Investment business. 

Amongst the provisions of the Act we find that the accounts 
are to be made up in the forms prescribed and set out in a Schedule 
to the Act, a copy of such accounts being required to be registered 
with the Board of Trade and copies sent to each shareholder. 
There is also a provision which requires that the accounts be 
audited, no exception being made for those companies whose 
constitution did not formerly make any such provision. Where 
the busines~ carried on falls into more than one of the classes set 
out above, then the business must be divided into departments 
so as to show in the accounts the results of each class of business, 
the funds provided for the security of the policy-holders being 
appropriated to departments. Each fund and the investments 
representing it are available for the satisfaction of the claims of 
policy-holders in that department, before the claims of policy
holders in other departments are considered. 

The Act further provides that a sum of not less than £20,000 
must be deposited with the Supreme Court in respect of each 
class of business carried on by the company in order that the 
policy-holders may have a certain minimum security. The effect 
of this provision has been to prevent the flotation of small companies 
with insufficient funds available to guarantee the risks undertaken. 
An exception to the rule above given should be noted, the Act 
providing that companies carrying on fire, accident, employers' 
liability, and bond investment business prior to the date of passing 
the Act are not required to make the deposit in respect of these 
departments. 

The accounts have a number of distinctive features, and in 
particular it will readily be understood that the records of pre
miums payable and received will constitute the most important 

281 
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part of the accounts. The principal books in this connection 
are-

1. NEW POLICIES BooK, in which are entered particulars of all 
policies issued and the amount of the first 'premium. 

2. RENEWALS BooK, provided with columns for a number of 
years, in which are entered the various amounts received each year 
as premium. 

3. PoLICIES CANCELLED (OR EXTINGUISHED) BooK, in which 
are entered details of all policies cancelled. This book is used as a 
posting medium to the Renewals Book. 

4. PREMIUMS CASH BooK, which is a subsidiary to the General 
Cash Book, is used for the purpose of recording particulars of 
cash received in discharge of premiums. The details are posted 
to the Renewals Book and the totals carried to the General Cash 
Book. 

It is necessary to keep two sets of the above books, one for 
insurances effected direct, and another for insurances effected 
through agents. For the purpose of properly recording the trans- · 
actions with agents, it is necessary to keep the following additional 
books-- • 

5. AGENTS' REMITTANCE BooK, in which are recorded particulars 
of the amounts remitted by the agents and the deductions made 
by them. Details are posted to the Agents' Ledger and the total 
cash carried to the General Cash Book. The amounts charged as 
commission or expenses are posted in total to approprillte Nominal 
Accounts in the General or Nominal Ledger. 

6. AGENTS' LEDGER, containing the personal accounts of all 
agents. It should be noted that the Agents are debited with the 
amount of premiums receivable through the media of the New 
Policies and Renewals Books and credited with their remittances 
from the Agents' Remittances Book. 

Books must also be kept for the purpose of recording details 
of loans made by the company to .policy-holders on the security 
of life assurance policies. A separate ledger is used with columns 
provided for the purpose of distinguishing principal from interest. 
Subsidiary books will be provided to record the amount of interest 
debited to the borrower and a subsidiary Cash Book for amounts 
received in respect. of interest. The ledger will be kept on the 
self-balancing principle. 

Similar treatment will be accorded to other investments, an 
investments ledger being kept, and, where necessary, subsidiary 
books for the purpose of recording the income as it is 
received. . 

A General Cash Book is kept which is usually rather elaborate 
in form. A specimen is given with notes and explanations. 



Dr. 

Date. Particulars. 

GENERAL CASH BOOK 
(Life Assurance Company) 

CASH RECEIVED. 

Re-I 
ce1pt Details. 

REALIZATIONS : I INTEREST: ~~~ Pre- I ~::1s Agents' R~~~~:T:: 
Bank. -- ----1r-;l Loans --- Loans . mmms~ I An~~i- Remtt -~ 

Fol. Invest- i FoL! on : Invest- o.n ties tances. Fol Amount. 
ments. ! ii Policies. ments. Policies. Grant~d. I 

,'1~< '~I'- 'I~ •~"-p- ~·'I~'';:, -,-~~-~-£-1--;J" -z-~~d- £ --;:ld 

I I I ·I: I I II II Ll_l J -'~i L_, l_l_! ___ _ 

No. 

(a) (b) (c) (d) (e) (g) (h) (•) 

CASH PAID. Cr. 

---------- ---~---------,-~, -------~~VES:MENTS~------ II I I ExPENSES· p~~~~::s: 

I 
Voucher _ ___ __ ____ Pohcy Sur- Pohcy Annut- _ ___ _ __ _ 

Date. Particulars. No Bank. I I Loans 1 Clam1S. 1 No. renders. 1 No. Phd 1l 

I 
. 1 Fol. Inv~- Fol. on I , ai • Fol. II Amount Fol. Amount. 

· men · Pohc1es. 

---11------~--£--;:d.·i--£---;:d.-£--;!dl~d~--·,,~, ·'~~--I'T--'Tl' 

I J I I I 'I 1111 I 
(J) (k) {I) (m) (n) (o) (I>) (q) 
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part of the accounts. The principal books in this connection 
are-

1. NEw PoLICIES BooK, in· which are entered particulars of all 
policies issued and the amount of the first 'premium. · 

2. RENEWALS BooK, provided with columns for a number of 
years, in which are entered the various amounts received each year 
as premium. 

3. POLICIES CANCELLED {OR EXTINGUISHED) BooK, in which 
are entered details of all policies cancelled. This book is used as .a 
posting medium to the Renewals Book. 

4. PREMIUMS CASH BooK, which is a subsidiary to the General 
Cash Book, is used for the purpose of recording particulars of 
cash received in discharge of premiums. The ~etails are posted 
to the Renewals Book and the totals carried to the General Cash 
Book. 

It is necessary to keep two sets of the above books, one for 
insurances effected direct, and another for insurances effected 
through agents. For the purpose of properly recording the trans
actions with agents, it is necessary to keep the following additional 
books- •. 

5. AGENTS' REMITTANCE BooK, in which are recorded particulars 
of the amounts remitted by the agents and the deductions made 
by them. Details are posted to the Agents' Ledger and the total 
cash carried to the General Cash Book. The amounts charged as 
commission or expenses are posted in total to appropri!te Nominal 
Accounts in the General or Nominal Ledger. 

6. AGENTS' LEDGER, containing the personal accounts of all 
agents. It should be noted that the Agents are debited with the 
amount of premiums receivable through the media of the New 
Policies and Renewals Books and credited with their remittances 
from the Agents' Remittances Book. 

Books must also be kept for the purpose of recording details 
of loans made by the company to .policy-holders on the security 
of life assurance policies. A separate ledger is used with columns 
proviqed for the purpose of distinguishing principal from interest. 
Subsidiary books will be provided to record the amount of interest 
debited to the borrower and a subsidiary Cash Book for amounts 
received in respect· of interest. The ledger will be kept on the 
self-balancing principle. 

Similar treatment will be accorded to other investments, an 
investments ledger being kept, and, where necessary, subsidiary 
books for the purpose of recording the income as it is 
received. · . · 

A General Cash Book is kept which is usually rather elaborate 
in forrn. A specimen is given with notes and explanations. 



Dr. 

~ 

Re·l Date. Particulars. ceipt 
No. 

II 

I 

Details. Bank. 

-£I-; _,_ --
d. £ s. d. 

i 

I I i 
(a) 

GENERAL CASH BOOK 
(Life Assurance Company) 

CASH RECEIVED. 

CASH PAID. Cr. 

-·------- -- ----~~-o-uc-h-er- --~~=---~~v£s:M::s

1
~- --- -- ~~- - -- --:=~~ Sur- I Polley An

11

?,

5
ui- l~x~PENs::_ p;;;~:;s: 

Date. Particulars. No. Bank. , Loans Clam1S, 1 No. renders. No. p ._c.l I 

'I Fol. Invcstt- Fol. on ·~ I ai • Fo!.l Amount Fol. Amount. 
' men s. Pohr IC'S. 

£ -;-d~~-r:-;'d-~r:-;-;dr:--;;l--~£:-;-d--r:-;!d-~£nd. r::::d. 

II ' ' ! : I I I I i\ II i I 
(J) (/<) (I) (m) (n) (o) (I>) (q) 
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The amounts received by realization of investments will be entered in the 
General Cash Book in detail, from which they will be posted 'to the Invest
ments Ledger. The totals as shown by columns (b) and (c) will be posted 
to the credit of appropriate accounts in the General Ledger. The sums 
invested or advanced entered in columns (k) and (l) will be similarly treated, 
tqe postings being made to the debit. The capital columns of the Invest
ment and Loans on Policies Ledgers will therefore be balanced with the 
corresponding accounts in the General Ledger. 

The individual items in columns (d) and (e) will represent the totals of 
subsidiary cash books transferred periodically to this book. The totals are 
posted to appropriate accounts in the General Ledger, and from there to 
the " Revenue Account." The totals of these columns will agree with the 
amounts credited for interest in the Investments and Loans on Policies 
Ledgers. 

Column (f) contains the totals of the Premiums Cash Book. The total, 
when posted, should balance the Sundry Debtors for Office Renewals 
Account. 

Column (g) is posted to the General Ledger and transferred to the 
u Revenue Account." 

Columns (m), (n), and (o) are similarly treated. The various items in 
these columns are usually entered in detail with the exception of Annuities 
Paid, for which a separate register is kept, the totals of which are carried 
to column (o). 

The totals of the Agents' Remittance Book are transferred to the General 
Cash Book, and the total carried to the Agents' Account in the General 
Ledger, which account agrees with the total balances as shown by Agents' 
Ledger. 

Columns (~) and (q) call for no special comment, the various items being 
detailed in the General Cash Book and posted sep<trately to the General 
Ledger. 

The items in column (p) may be entered and posted to the General Ledger 
in detail. Alternatively, the payments may be entered and analysed in an 
Expenses Book, the total of which is entered to the credit in the General 
Cash Book, and the total analysis debited to the General Ledger. The 
latter course has the advantage of keeping out of the General Ledger a 
quantity of detail which is not always necessary; and, if it is adopted, there 
will be no necessity to have a. folio column in the above ruling. 

The cross totals will agree in the following manner, provided the amounts 
of the opening and closing bank balances are extended into the " Sundry 
Receipts " and " Sundry Payments " columns. 

~=~+W+~+W+(f)+OO+W+W 
= (1) + (k) + (l) + (m) + (n) + (o) + (p) + (q) 

The totals of all the subsidiary books are posted either to the 
General Ledger or to the Cash Book. The General Ledger will 
therefore contain Adjustment Accounts to prove the balancing 
of the various sections of the books. In particular might be 
mentioned the following accounts-

1. SUNDRY DEBTORS FOR OFFICE RENEWALS. This account is 
debited with the total amount of renewal premiums as shown by 
the New Policies and Renewals books, Premiums Account being 
credited ; and credited with the cash received as shown by 
the premiums column of the General Cash Book, also with 
the amount of premiums on policies extinguished as per the Policies 
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E:\.i:inguished Book. The balance will then represent the balance 
oustanding, if any. The account takes the following general form-

SUNDRY DEBTORS FOR OFFICE RENEWALS. 

£ 
To Initial Balance (if any) 
.. Premiums as per

New Policies Book 
Renewals Book • 

By Cash as per General 
C'.ash Book • • • 

.. Final Balances (if any) 

£ 

2. AGENTS' AccouNT. This is an ~djustment Account for the 
purpose of balancing the Agents' Ledger. The follov.ing skeleton 
account shows the sources from which the information is obtained-

To Initial Balances (as 
agreed with list ex
tracted from the 
Agents' Ledger) • 

.. Premiums as per
New Policies (Agents) 

Book 
Agents' Renewals 
Book. 

AGENTS' ACCOUNT. 

£ 
By Premiums on Policies 

extinguished as per 
Policies Extinguish
ed (Agents) Book • 

.. Cash as per General 
Cash Book • . • 

.. Commission and 
Charges a s p e r 
Agents' Remittance 
Book. • • . 

.. Final Balances (as 
agreed with list ex
tracted from Agents' 
Ledger) . 

£ 

3. INVESTMENTS AccouNT. This account will form an Adjust
ment Account for the capital columns in the Investments Ledger. 

The final accounts vary in the different departments. The Life 
Assurance Accounts will consist of a simple Receipts and Payments 
Account, termed in the Statutory form a " Revenue Account." 
Attention is called to the example on page 287. There it will be 
seen that the debit side commences with the amount of funds 
at the beginning of the year. This amount represents the amount 
of cash and investments accumulated to date after deducting 
the total amount of claims paid and expenses incurred. Apart 
from this the account is a simple record of receipts and payments 
after including known liabilities. At the end of five years, an 
actuarial valuation is made of all assets and liabilities including 
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the contingent or deferred liabilities upon current policies. The 
difference between the assets and liabilities so ascertained should 
exceed the accumulated fund as shown by the account, and this 
excess is deemed to be the profit for the period and as such available 
for dividend amongst the shareholders. It will be noted that the 
official form requires that the investments should be set out in 
considerable detail, and that there is a note setting out the market 
value of such investments. In the case of the other departments 
the amount of the fund is calculated by reference to the total annual 
premium income, any surplus profit being regarded as profit 
immediately. The difference in treatment is due to the fact that 
in the case of life assurances, the practice of companies to renew 
the policies annually has tM effect of converting the contingent 
liability to pay into a certain liability which is deferred only for 
a period and becomes greater each year as the date of maturity 
approaches. In the case of fire insurance, however, the conditions 
are somewhat different. The risk covered by the policy will not 
necessarily result in a claim, and the probability of such does not 
vary from year to year. It is therefore quite correct to assume 
in such cases that all premiums received have been earned after 
a proportionate reserve has been made for the period unexpired, 
though many companies make a reserve in excess of this figure. 

We add a specimen set of accounts for the perusal of the reader. 



REVENUE ACCOUNT OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, FOR THE YEAR ENDING 
31sT DECEMBER, 1920, IN RESPECT OF LIFE ASSURANCE BUSINESS. 

Amount of life assurance 
fund at the beginning of 
the year 

Premiums 
Consideration for annuities 

granted 

Interest, divi- { 
dends, and rents 273,000 

Less income tax 
thereon 14,600 

-
Fees 

I 

Business 
within the 

United 
Kingdom. 

£ 

323,500 

18,100 

) Business 

I 

'out of the 
• United 
Kingdom. 

£ 

Total. 

I £ 

- I 6,6oo.ooo 
190,500, 514,000 

! 

800 18,900 

1.-
258,400 

300 

lf=~-==1&==~! 7,391,600 

. 

Busines;; I Business I within the out of the 
United United 

Kingdom. j Kingdom. 

Total. 

Claims under policies paid I 

and outstanding- I 
By death .. .I 
By maturity~ . ; 

Surrenders, including I 
surrenders of bonus .1 

Annuities .I 
Bonuses in cash . 
Bonuses in reduction of 

premmms . 
Commission . 
Expenses of management 
Amount of life assurance 

fund at the end of the 
year, as per Balance 
Sheet 

£ 

216,300 
133,5001 

56,5001 
17,300 

1,000 

1,800 
16,000 

£ 

79,200 
32,200 

24,200 
300 
300 

100 
13,800 

£ 

295,500 
165,700 

80,700 
17,600 

1,300 

1,900 
29,800 
44,200 

6,754,900 

£ - 1 - 7.391,600 
~=,==•[==~ 



REVENUE ACCOUNT OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, FOR THE YEAR ENDING. 
31sT DECEMBER, 1920, IN RESPECT OF FIRE INSURANCE BUSINESS. . 

£ £ I. 
Amount of fire insurance Claims under policies . paid and out-

fund at beginning of the standing 1,925,200 
year- Commission . . . 604,400 

Reserve for unexpired risks 1,515,300 .. Expenses of Management • 776,100 
Additional reserve 784,700 Contributions to me brigades 8,500 

2,300,000 Surplus carried to Profit and Loss 580,800 

Amount of fire insurance 
fund at the end of the 

I. -

Premiums 3,895,000. year as per Balance Sheet. 
Reserve for unexpired risks 

being 40 per cent. of the 
Transferred_from Profit and Loss. 500,000 premium income for the 

~.558,000 year • • 
. 2,800,000 Additional Reserve 1,242,000 

£6,695,000 /.6,695,000 



PROFIT AND LOSS ACCOUNT OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, FOR THE 
YEAR ENDING 31sT DECEMBER, 1920. 

Balance of last yeat='s account 

Interest and dividends not carried I 
~ to other accounts . . . : 

co Less income tax thereon .1 

£ 
274,675 

11,925 
-----

Profits realized on Fire Insurance Business 

£ £ 
1,007,050 Dividends and lillnuses to shareholders. • i 400,000 

Transfer to Fire Account 500,000 

262,750 Balance as per Balance Sheet. .I 950,600 

580,800 

£1,850,600 £1,850,600 
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BALANCE SHEET OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, ON THE 31ST DECEMBER, 1920. 

LlABILITIBS. £ £ 
Shareholders' Capital paid up • 2,000,000 
Life Assurance and Annuity Funds 6,754,900 
Fire Insurance Fund • 2,800,000 
Profit and Loss Account 950,600 

12,505,500 
Claims admitted or intimated but 

not paid--
Life Assurance 62,000 
Fire Insurance 205,000 

267,000 
Commission and other outstanding 

liabilities-
Life Assurance 10,700 
Fire Insurance 24,500 

35,200 

£12,807,700 

AssETS. 
Mortgages on property within the United Kingdom 

Do. do.· out of the United Kingdom 
Loans on parochial and .other public rates . 

Do. Company's policies within their sur
render values . 

Investments : 
Deposit 'with the High Court (£50,000 Consols) 
British Government securities . • • 
Municipal and county securities, United Kingdom 
Indian and Colonial Government securities • 

Do. provincial securities 
. Do. municipal do. 

Foreign Government securities 
Do. provincial securities . . . 
Do. municipal do. . . . . • 

l'tallway and other debentures and debenture 
stocks-Home and Foreign . . . 

Railway and other preference and guaranteed 
stocks . . • • 

Railway ordinary stocks 
Freehold grountj rents 
House property 
Life interests . 
Reversions . 

Agents' balances . , 
Outstanding premiums • . . 

Do. interest, dividends, and rents 
Cash : l1l hand and on current account . 

!, 
880,150 
850,600 

1,100,000 

.1,285,000 

39,000 
385,000 
77,000 

1,475,000 
280,000 
370,000 
310,000 
105,000 
408,000 

3,150,000 

1,385,000 
17,000 

480,000 
305,000 

85,000 
45,000 
10,300 

151,000 
105,900' 

8,750 

£12,807,700 

Nom.-In this Balance Sheet the Stock Exc)lange securities stand at or below the value at the date of the last quinquennial 
valuation, or at or below cost in the case of any acquired since that date. Upon a. revaluation on .the date of this Balance Sheet 
the market values were found to exceed the Balance Sheet values in the aggregate. ' 

' 



CHAPTER XVII 

INSOLVENCY AND BANKRUPTCY 

OF the problems which exercise the mind of the accountant, there 
are many which arise out of those cases in which traders, by reason 
of misfortune or carelessness, find themselves unable to meet their 
financial obligations at their due date. The accountant may be 
engaged in the first place either by the unfortunate debtor himself, 
with a view of his seeking the best way out of his difficulties, or by a 
creditor, who, being advised of the state of affairs, requires the 
accountant to investigate and advise as to the most expeditious 
method of obtaining payment of his account. . 

There are a number of courses open, and it is a matter for 
consideration as to which i~ the most suitable having regard to the 
facts of each particular case. It must not be assumed, for example, 
that merely because a trader is financially embarrassed that he is 
insolvent and that his business should be wound up forthwith. 
Insolvency means that the trader's liabilities exceed the total 
value of his assets, and it is not impossible to imag]ne a trader 
unable to pay his debts as they arise, and yet to be perfectly solvent 
and carrying on his business with success. In such a case, the 
proper course to adopt, assuming that all attempts to obtain 
assistance have failed, is to prepare a statement showing the 
position, and, with it, consult the principal creditors with a view 
of obtaining their consent to suspend their demands for the time 
being. It is not uncommon to call a general meeting of creditors 
in such a case and to propose that the business be carried on under 
a committee of management elected by the creditors, and that 
creditors' claims be suspended for the time being. Such an arrange
ment may be g]ven the requisite legal formality by a Deed of 
Inspectorship or similar document. If, however, it appears 
on investigation that the trader is insolvent, then it will usually 
be necessary, in order to avoid the possible difficulties which might 
arise in the event of bankruptcy proceedings being taken later, 
to call a meeting of creditors with a proposal to pay a composition 
to the creditors in full discharge of their claims. In such a case, 
it is the custom to prepare a Deed of Arrangement, which is an 
assignment of all the debtor's property to a trustee to sell, and 
distribute the proceeds amongst those creditors who have assented 
to the arrangement in the manner prescribed by the law. It is also 
usual to stat_e in the deed the amount of composition, i.e. the 
amount in the£ the debtor will pay upon his debts, but this is not 
invariable, many deeds of this character being simple assignments 
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of the property, and the trustee pays a dividend for which hehas 
funds available after the assets have been realized. To the debtor, 
this course has the advantage of saving him from the disgrace and 
many of the disabilities of bankruptcy, and in many cases leaves 
him with the opportunity to continue in business with a reasonable 
chance of success. This course is also to the advantage of the 
creditors, for the cost of winding-up is not so heavy as it would be if 
the debtor's affairs were wound up in bankruptcy, the funds 
available being correspondingly increased. 

The matters of accountancy which require attention are-
l. The statement of affairs, which is required to be presented 

to the creditors for their consideration. 
2. The accounts which must be prepared by the trustee. 
The statement of affairs is a simple form setting out on the 

debit side. the liabilities of the debtor (and on the credit side the 
assets plus the amount of the deficiency). The liabilities should be 
stated in such a manner as to distinguish secured creditors from 
unsecured creditors. In the case of creditors whose claims are 
fully secured by mortgages or charges of any kind upon the property 
of the debtor, the amount of the liability should be stated on the 
debit side and also the estimated value of the security held. The 
excess of the latter over the former, if any, should be carried to the 
credit side of the statement and included with the assets. If the 
creditor's claim is only partly secured, the partic~lars should pe 
shown in the same manner, with the exception that the portion of 
the debt which is unsecured should be carried out on the liability 
side and added to the total· for the unsecured creditors. Certain 
claims, though not secured, must be paid in full before the proceeds 
of realization are divided between the unsecured creditors. These 
should b.e shown separat"ely as a note on the debit side and ded1,1cted 
from the total of the assets as shown on the credit side, in order 
thatthe statement may show clearly the estimated amount available 
for the unsecured creditors. These claims are known as 
Preferential creditors and are set out in the Bankruptcy Act as 
follows-

(a) All parochial or other local rates due from the bankrupt at the date 
'Of the receiving order, and having become due and payable within twelve 
months next before that time, and all assessed taxes, land ta.x, property or, 
income tax, assessed on the bankrupt up to the fifth day of April next before 
the date of the receiving order, and not exceeding in the whole one year's 
assessment ; . 

(b) All wages or salary of any clerk or servant in respect of services 
rendered to the bankrupt during foUl," months before the date of the 
receiving order, not exceeding fifty pounds; 

(c) All wages of a.ny labourer or workman not exceeding twenty-five 
pounds, whether payable for time or for piece work, in respect of services 
rendered to the bankrupt during two months before the date of the receiving 
order : Provided that, where any labourer in husbandry has entered into a. 
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contract for the payment of a portion of his wages in a lump sum at the 
end of the year of hiring, the priority under this section shall extend to the 
whole of such sum, or a part thereof, as the court may decide to be due 
under the contract, proportionate to the time of service up to the date of 
the receiving order ; 

(d) All amounts, not exceecling in any individual case one hundred pounds, 
due in respect of compensation under the "Workmen's Compensation Act, 
1906, the liability wherefor accrued before the date of the receiving order, 
subject nevertheless to the provisions of section five of that Act; and 

(e) All contributions payable under the National Insurance Act, 1911, 
by the bankrupt in respect of employed contributors or workmen in an 
insured trade during four months before the date of the receiving order. 

The assets should be included in the statement at the value it is 
expected they will produce and not at the value at which they 
appear in the books of the trader. These figures v.ill necessarily 
differ in a number of cases, since for the purpose of the books the 
values will be taken at their worth to the business as a going concern 
which is, of course, greater than their" break up" value, the value 
at which they will appear in the Statement of Affairs. 

In the example on page 294 we show a statement such as we would 
expect to have presented to us before attending a meeting of 
creditors called to consider an arrangement with an insolvent 
debtor. 

It will be necessary for the trustee to keep accounts of the 
transactions and dealings which he has had with the estate. 
Though there is no prescribed form in which such accounts•should 
be kept, he is required by the Deeds of Arrangement Act, 1914, 
to submit a statement of his dealings to the Board of Trade, and it 
is also a practical necessity to submit accounts to the creditors 
before the estate is closed. We continue the first example on 
page 295 showing the trustee's final account as submitted to the 
creditors. 

If all attempts to enter into an arrangement fail, bankruptcy 
proceedings will probably follow. Such proceedings may be 
commenced by petition to the Court, either by the debtor himself 
or by one or more creditors whose claims amount in aggregate 
to £50 or upwards. The proceedings are lengthy and complicated, 
and no useful object will be served in describing them here. There 
are, however, a number of matters of interest ·which may be 
discussed. The debtor is required to prepare a Statement of 
Affairs in the form prescribed. This form consists of a Summary 
(known as the " front sheet ") and the following schedules or lists 
of details. 

(a) Unsecured Creditors. The Bankruptcy Rules require that 
these should be numbered consecutively, creditors for £10 or 
upwards being placed, first, and that there should be stated the 
date the debt was contracted, the consideration given and also 
particulars of any bills of exchange held by the creditor. 



...... , ................................. WILLIAM ROBINSON ...................................... .. 

A20993 

TRADING AS 

.............. ROBINSON'S STORES, .................•.. MILL STREET, NEWCASTLE, 
STATEMENT OF AFFAIRS. 

Unsecured Creditors. 

STAFFS. 

jll £ s. I,, rl. !! £ 
. . 1,258 10 . 7 Stock-in-Trade. rl 382 

£ s. d. ·Book Debts- .I 
Creditors fully secured- I \ Good \1271j 5 I 8 • 

Parr's Bank, Limited 282110 41 Doubtful · 30 10 I' -~·~ 
Estimated Value of Security 300 -~ - Bad. /i~~-7 _,___:_ 

{Shop,MiR Street, Newcastle, 11-
1 

Staffs.} -~--~ 10 I 
Surplus to Contra =11 =9 \ 81 

a.: 

8 
3 

~~ Estimated to produce ·.J 286 10 
~ Creditor partly secured . 198 8 8 

1 

Cash in hand . . 5 1 
<0 (Loan and Interest) Bills of Exchange and other Securities : 
"" Less Estimated Value of · £36 13s. 7d. estimated to produce. 36 13 7 

Securities . . . 1100 - _,,

1

. 98 8 i 8 Furniture, Fixtures, and. Fittings- I 
(Life Insurance Policy) =-- I Estimated to produce .· 

-- Property . . . . . 
Other Liabilities . . . I' Surplus

1 

from Securities, as per Contra :_17 _9 __ s 
Creditors for Rent, Taxes, and Salaries, to be 

1

l I I 
paid in full, £33 8s. 7d. carried to Contra Total Assets . . . . . . 738 5 2 

Liabilities on Rills dtscounted, £175 I Less Creditors for Rent, Taxes, Salaries, 
of which it is expected Wlll rank againSt .

1

. etc., to be paid in full as per Contra .. · 33 8 7 
the Estate for Divid.end . . . I 87 ~0 - ~~-----

Total Debts . . . . . £11,444,9
1
3 Net Assets £ 704 16 7 

I 
Deficiency . 739 12 8 

----------------;--£.\1.444 j9
1
3J---------------£.1,444_s ___ a_ 

, I ;= i===F=~ 

10 

Total assets represent 9s. 9d. in tlte £ on uru;ecured liabilities. 



RE WILLIAM ROBINSON, TRADING AS ROBINSON'S STORES, MILL STREET, NEWCASTLE, STAFFS. 

ACCOUNT OF THE RECEIPTS AND PAYMENTS OF ALFRED NIXON, 31 VICTORIA BUILDINGS, MANCHESTER, 
CHARTERED AccoUNTANT (Truste~ under Deed of Assi;:nment) .. 

Receipts 

Estimated 
to produce 

as per 
Statement 
of Affairs. 

£ s. _a. I 1. To Proceeds of Realization-
Stock-in-Trade • 382 10 ~ 
Furniture, Fixtures, & Fittings. 10 - - 400 - -

s. d. 

Book Debts • 286 10 8~ 1276 5 2 
Bills of Exchange • 36 13 36 13 7 
Cash received from Debtor 5 1 5 1 3 
Leasehold Property 

Mill St.,Newcastle £305 - -
Less fully-secured 

Creditors' Claim. 285 9 10 
17 

738 

9 8 

5 2 

19 10 2 

I 737 10 2 

I 
j£737 10 2 
:=---

Pavments. 

By Creditors for Rent, Taxes, & Salaries 
.. Costs of Sale of Stock, Furniture, 

and Leasehold Property
Solicitors' Charges • 
Auctioneer's Charges 
Advertising 

,. Trustee's Remuneration-
S% on Amount,realized,£737/10/2 

f. s. d. 

22 8 7 
15 15 -
2 8 6 

,. Trustee's out-of-pocket Expenses, including 
Cost of Advertising and holding Meetings, 
Postages, Fees, and Stamps • • • 

,. First and Final Dividend payable to Unsecured 
Creditors at the rate of 9s. in the f. on debts 

40 12 1 

36 17 6 

15 17 5 

""'""' ·=··"·· .. £1.356 1... .... I"' 1

1

2: 7~ ., Balance undivided 
' 

~-------------------------------------£737 



The Ba~t&y Act, 1914. 
STATEMENT OF AFFAIRS. 

I:N THE CoUNTY CoURT OF ........................ Lancaster, ........................ HOLDEN AT .................... Manckestel' ................... . 

IN BANKRUPTCY. No ......... 22I... ..... of lt . 
·Re ................................ John "Ei.enry Brown .. , ............................ . 

'TO THE· DEBTOR.-You are required to fill up, carefully a.nd accurately, this Sheet, and the several Sheets A, B, C, D, E, 
F, G, H, I, J, and K, showing the state of your a:ffairs on the day on which the Receiving Order was made against you 
viz. : the ................ day of.. .............................. , 19 . . · 

Such Sheets when filled up will constitute your Statement of Affairs, and must be verified by. Oath or Declaration. 

Gross ~ · Liabilities;__ 

£ s. it. 
4,000 - . 
1,2()0 - -

.3,000 -

LIABILITIES. 
(As stated and estimated by Debtor.) 

Unsecured Creditors, as per jist ~~~).i. 
Creditors fully secured, 

as per list (B) • 1,200 -
Estimated value of 

securities . • 1, 500 -
-----

Surplus . . • 300 -
Less amount thereof 1 

carried to Sheet C. \ __ -_ _: _] 

Balance thereof to , 

;.;~4~ I .]~ ~ ~ 
Less Estimated Value I 

of Securities • . 2,200 - -

Liabilities on Bills Discounted other I 
than Debtor's own acceptance for 
Value, as per list (D), viz.-

Expected to 
Rank. 

{. I .. d 4,000 -

800 

ASSETS. Estimated to 
(As stated and estimated by Debtor.) Produce. 

Property, as per list (H), viz.- J'i. 
{a) Cash at Bankers . . . . . 
(b) , in hand • . . . . . - .,. 
(c) Cash deposited with Solicitor for Costs of 

petition . . . . . . -
(it) Stock m Trade (cost {.2,000) 1,600 - -
(e) Machinery . . . . 1,600 - -
(fl Trade fixtures, fittings, utensils, etc. 
(g) Farming Stock • • . 
(h) Growing Crops and Tenant Right 
(J1 Furniture 
(j) Life Policies • 
(k) Other Property, viz.-

Total as per list H 

' 

-----
3,015 --

I 
11 



-500 

15 

100 

On Accommodation Bills, 
as Drawer, Acceptor, I, 
or Indorser 

On other Bills, as Draw-
er or Indorser . 500 

s. d. 
I .. "i 

500 - -

Of which it is expected will ~kj 
against the estate for dividend., 250 

Contingent or other Lia-11 £ I s.l d.: 
bilities, as per List (E). ~-"-~~~ 

Of which it is expected will rank I 

1 

against the Estate for Dividend I 

I' £ Is. d.l 
- Creditors for Rent, etc., 

-1
, recoverable by Distress I 

as per List (F) . 15 
Creditors for Rates, Taxes, I 

J \llfages, etc., payable in 
full, as per List (G) 100 1 ~-

Sheriffs Charges payable I 
under Sec. 11 of the 
Bankruptcy Act, 1890, 
estimated at j 

Deducted contra mj~-, 
~---~: 

Book Debts, as per List (I), viz.
Good. 

Doubtful 
Bad . 

I I, I' .il 
1

200 - -1 
150 - -

350j--=:--= 
,=1=:= 

1,000 

Estimated to produce. . . . 100 

Bills of .. Exchange or other .similar II £, i s.
1 

dJ' I 
Secunhes on hand as per Ltst (]). .. : .. , .. 
Estimated to produce. . • . . 

Surplus from Securities in the hands of Creditors 
fully secured (per contra) . • • . ~-:::~_..::: 

I 4,415 - -

Deduct Creditors for Distrainable Rent, and for I 
Preferential Rates, Taxes, Wages, Sheriff's :! 
Charges, etc. (per contra) ·II 115 - -

£ 4,300 --=~-
Deficiency explained in Statement {K) 750 _I 

i 

I I 

£'~ 5,050 1-..::!--::: 
l,=,=,= 

I, ................ john Henry Brown, ................ o£.. .............. 99 Cooper Street, 1'\fanckester, ............... .in the Connty of.. ...... Lancaster, .. .. 
make oath and say that the above Stat em en~ and the several lists hereunto annexed, marked A, B,:c. D. E, F, G, H, I, J, and 
K, are to the best of my knowledge and behef a full, true, and complete statement of my affairs on the date of the above
mentioned Receiving Order made against me. 

rnw~~~ ~~~~t~··~f'.·.::·.·.::·.·.·.·.·.·.:·.·.·.~.~.~=~~~;;~; ~~~: ::::::::~::::::::~:: ) 
t~~~;~··~~·.:::·~~.~ 1:i;;;;;;;;~··~~it~~::::::::::::~~~~.~~~.·.·.·.·::::.~.~.:::· j 

.... ........ Official Receiver ........ 

(Signature) 
........................ John Henry Brown ....................... . 
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(b) Partly Secured Creditors. This list requires that there 
should be stated particulars of the security held, the estimated 
value and the amount of the surplus, distinguishing a surplus 
available for distribution amongst unsecured -creditors from that 
which is the subject of .a further charge for the benefit of partly 
secured creditors. · ~ 

.(c) Partly Secured Creditors. This statement is practically the 
same as list (b), but there must be stated the balance of unsecured 
liability instead of the surplus of the security as in the previous 
fut . • 

(d) Liability on Bills Discounted. other than Debtor's own 
Acceptances for value. This list is divided into two parts, one 
for the liability of the debtor as drawer or endorser, and the other 
for accommodation bills. Full particulars of the bill, the nature 
of the liability, the name, address and occupation of the acceptors 
and also of the holder, if known, should be given. The amount 
of liability which it is expected will rank for dividend should be 
estimated and shown as a creditor. 

(e) Contingent or other Liabilities. General particulars are 
required. 

(f) Creditors for Rent Recoverable by Distress. These claims 
may be regarded as preferential since the landlord can always 
distrain on the property even after the commencement of the 
bankruptcy. . 

(g) Preferential Creditors. 
(h) Property. 
(i) Book Debts. Full particulars · of the debtors' names, 

addresses, -etc., should be showri. and the debts analysed between 
good, doubtful, and bad, an estimate being made of the amount 
they may be expected to realize. · 

(j) Bills of Exchange and other similar .securities. Full par
ticulars of the bills ·and of the securities held and of the amounts 
they are expected to realize. 

(k) Deficiency Account. The debtor is required to show in this 
account the causes of his insolvency and to account for the loss 
of his capital, the profj.ts earned and his present deficiency. 

The forni of the Summary or front sheet is shown on pages 
296 and 297, and the Deficiency Account is given on page 299. 

The accounts of the Trustee are required to be made up in the 
form required by the Board of Trade and periodical returns are 
made showing the receipts and payments and the position of the 
~~ . 

The accounts are submitted with vouchers and audited every 
_six months by the Board of Trade, who make a close examination 
before certifying same to be correct. 



DEFICIENCY ACCOUNT. 

£ s. d. 

700 

260 

300 

600 

Surplus as per Statement of I; 
Affairs (if any) • j' 

I __ 
Total amount accounted for • 

Signature ........... John Henry Brown ........... . 

Dated ........ ... 1st October, ............ 19 .• 
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The trustee must keep-
1. A Cash Book. This book is in columnar form giving a close 

analysis of receipts and payments. 
2. A Record Book containing minutes of proceedings at 

meetings of creditors and the committee of inspection, and any other 
matters affecting the estate. 

When the affairs are fully wound up the trustee will declare a 
final dividend and apply to the Board of Trade for his release. 
On such application he will prepare a "Statement showing the 
position of Estate at date of Application for Releas~ " submitting 
this to the Board of Trade and forwarding a copy to each creditor 

· with notice of declaration of the final dividend. The form, which 
is a simple one, is given here as an inset. 



CHAPTER XVIII 

WINDING~UP AND RECONSTRUCTION OF COMPANIES 

I:N the previous chapter we considered the problems which arise 
when an individual comes to the end of his business career by reason 
of insolvency. In this chapter we consider the various questions 
which arise when it .becomes desirable either to wind up the 
company's affairs or to reorganize its constitution. 

Reduction of Capital. Let us consider the common case of a 
company which has, in consequence of unsuccessful trading in 
previous years, accumulated a large debit on Profit and Loss 
Account with the result that it is found that, though the company 
can now be worked at a profit, it will be unable for a large 
number of years to pay dividends to its shareholders. It will be 
realized that any course which will enable the company to wipe 
off the large debit to Profit and Loss Account will automatically 
provide the means whereby future profits may be distributed in 
dividends, and provisions are made in the Companies Acts whereby 
a company may, with the consent of the court, reduce its capital 
with this object in view, a portion of the paid up capital being 
cancelled and the amount transferred to the credit of Profit and 
Loss Account. Amounts representing depreciation of assets 
which stand at an excessive value in the Balance Sheet may be 
similarly treated. In the following example we give a model 
of a scheme for reduction of capital in such circumstances as above 
described, from which it will be noted that the shareholders, by 
agreeing to cancel certain capital which is already lost, are thereby 
in a position to benefit from that portion which is likely to 
remain remunerative. 

Example 1. Assume that the following is the Balance Sheet 
of the M N & P Co., Ltd., and that it is decided that the £I shares be 
reduced to lOs. shares, the difference being utilized for the purpose 
of writing down the Plant and Machinery by £5,000, Loose Plant 
and Tools by £3,000, Stock in Trade by £6,000, and the balance 
applied to reduce the debit balance of Profit and Loss Account. 

BALANCE SHEET. 

Nominal Capital- • • 
60,000 Shares of £1 each, 

fully paid 
Sundry Creditors 

£ 

60,000 
11,200 

---------- £71,200 

301 

Land and Buildings • 
Plant and Machinery 
Loose Plant and Tools 
Stock-in-Trade. 
Sundry Debtors 
Cash at Bank . • 
Profit and Loss Account 

h 
15,000 
12,000 
8,000 

14,700 
4,000 

8!9 
16,681 

--------- £71,200 
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The followi:r).g entry would be made in the books to give effect 
to the arrangement-

Share Capital Account • 
To Plant and Machinery 
, Loose Plant and Tools 
, Stock-in-Trade 
, Profit and 

JOURNAL . 
. £ 

Dr. 30,000 
s. d. £ 

5,000 
3,000 
6,000 

16,000 

The Balance Sheet will then read-

Nominal Capital-
60,000 Shares of lOs. 

each, fully paid 
Sundry Creditors 

BALANCE SHEET. 

£ 

30,000 
11,200 

Land and Buildings . 
Plant and Machinery . 
Loose Plant and Tools 
Stock-in-Trade . 
Sundry Debtors 
Cash at Bank . . 
Profit and Loss Account 

s. d. 

£ 
15,000 
7,000 
5,000 
8,700 
4,000 

819 
681 

--------- £41,200 --------'--- £41,200 

Assuming that the above company is in a position to make an 
annual profit of £1,500, it may, after the first year, pay a dividend 
of 6d. per share to its members, whereas if the capital had not 
been reduced, its profits would be employed for at least eleven 
years before the debit balance on Profit and Loss Account was 
cleared off and would even then have to face the fact that a large 

·portion of its· capital was lost and therefore earning no revenue. 
This lost capital (the amounts written off the various assets under 
the scheme) would amount to £14,000, representing between 
nine and ten years additional profits. It can, therefore, be fairly 
assumed that dividends become payable immediately which 
ought otherwise to have been deferred at least twenty years. 
In considering such schemes it is also important to consider what 
th~ company's condition would be at the end of the period during 
which no dividends were paid. In this particular instance the 
profits retained would presumably be allowed to accumulate to 
approximately £30,000 (assuming that other factors did not enter 
into consideration) which sum would be represented by accu
mulated surplus of floating capital, which position it would be impos
sible to ignore and would in all probability lead to a reduction of 
capital by repayment of cash even at 'the end of the period. 

·It is not intended to encourage directors of companies to 
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speculate wildly in their conduct of the company's business with the 
feeling that by a little juggling of the figures all losses may be 
wiped out, but it is recommended, if the company possess a good 
business and has been so unfortunate as to find itself in such a 
position as illustrated in the example, that drastic steps be taken. 

Increase of Capital. It is perhaps convenient at this point to 
consider the converse case, that is, of a company which has 
accumulated a large balance of undivided profits but which is 
unable to pay dividends sufficient to dispose of the excessive 
amount because the financial position does not justify such a course. 
The company may decide to allot shares by way of dividend to its 
shareholders at the same time declaring a dividend sufficient to 
pay for them. Such a proceeding should be carried through 
with the greatest care as there are many legal difficulties and 
pitfalls to be avoided. The following example illustrates the 
method of recording these transactions in the books-

Example 2. 

Nominal Capital-
10,000 Shares of £1 each, 

fully paid . . 
Profit and Loss Account . 

A B CO., LTD. 
BALANCE SHEET. 

£ 
Plaut and Machinery. 
Sundry Debtors · 

10,000 Stock--in-Trade . 
10,850 Cash in Bank . 

£20,850 

3~00 
9,300 
7,300 

450 

£20,850 

The above company resolves to increase its Nominal Capital to 
£20,000, and to declare a dividend of ISs. per share and to offer 
7,500 shares to the present holders for subscription. It is assumed 
that the whole of the present holders apply for the shares offered. 

The entries in the books would be as follows-

JOURNAL. 

£ i s. d. £ s. d. 
Profit and Loss Account Dr. 

1 

7,500: 
I 

-
To Dividend Account • ; I 7,500 

(As per resolution dated .................... ) I 
I 

I -i Dividend Account 7.500 I -
To Cash I 7,500 . . . . 

I 
(Payment of dividend declared ............ 

I 
as per resolution dated ............................. ) 

i 
I 

i Cash . . . . . 7.500 I -I - -I To Share Capital Account 7,500' 
(Amount received on allotment of 

I 

I 

I 

7,500 Shares of £1 fully paid.) 
I 
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BALANCE SHEET 
(AFIER THE AlloVE ENTRl'ES}. 

f, £. 
Nominal Capital-

20,000 Shares of 
f,l each • 20,000 

Subscribed Capital-~ 
17,500 Shares of 

f,l each, fully 
paid . • • -17,500 

Profit and Loss Account . 3,350 

Plant and Machinery. 
Sundry Debtol;S • 
Stock-in-Trade . · 
Cash at Bank • 

f, 
3,800 
9,300 
7,300 

450 

---------20,850 --~--.,------ £20,850 

It will be noted that entries are made on the assumption that. 
cash has been {1) paid in dividends, and (2) received for shares 
allotted. It is recommended that in such cases as above the cash 
effect of the transaction be not lost sight of. . 

This example well illustrates the important points which are 
frequently overlooked : that the true capital of a limited company 
is the excess of its assets over its liabilities, that the retention of 
profits in the company's business automatically increases that 
capital, and that the face value placed on the shares is of little 
importance. ·Thus, in Example 2, the nominal value of each 
share is £1, yet by mere book-keeping entries we raise each share 
to 35s.' in value for, whereas we previously had four shares we now 
have seven, yet the assets which these shares represent have not 
varied in the least. Their . value remains the same and, in fact, 
the value of the four shares as they stood before the change is 
exactly the same· as the value of the seven shares afterwards. A 
converse case is found in Example 1, which illustrates that a share 
of £1 denomination can be worth lOs. only, and when necessity 
demands must be changed to that value. 

It has been thought well to bring these matters of increase 
and decrease of share capital into tlJ&ir true perspective, as we find 
that· shareholders frequently allow their ignorance to mislead 
them into the belief that the distribution of bonus shares is an 
unexpected profit which they can immediately turn into cash; 
they do not realize that the sale of their bonus shares amounts to a 
reduction of their holding in the company. The original shares must 
of necessity b~ of less_ value after the distribution of the bonus shares, 
inasmuch as the latter must participate in the same fund which 
previously represented the value of the original shares only. 
Consideration of this point must also lead the reader to the con
clusion that a reduction of capital is all to the advantage of the 
shareholder and that any resentment he may feel when the 
apparent value of his holding is reduced should not prejudice his 
opmion of a scheme for reduction, but, if anything, bring his 
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attention to the circumstances which made such a scheme 
necessary. 

Winding Up for Reconstruction or Amalgamation. It is 
at times necessa;ry to wind up a company for the purpose of 
reconstruction or amalgamation with another company. In such 
cases resolutions are passed for the voluntary winding up of the 
company and arrangements are made for the purpose of carrying 
those resolutions intD effect, a liquidator being appointed and 
agreements being prepared transferring the assets and sometimes 
the liabilities also to the new or parent company. If it is decided 
that the company, by reason of previous losses, is unable to continue 
business with advantage, it may, as an alternative to reduction of 
capital, as described on page 301, decide to sell the whole of its 
assets to a new company to be formed for the purpose, in con
sideration for shares in that company or partly for shares and partly 
for cash, as circumstances may dictate. In such a case the entries 
in the books of the old company will consist of transfers to the 
debit of a Realization Account of all assets sold, and credits to the 
Realization Account for the amount of the consideration to be 
given. The shares taken in payment will be divided between 
the shareholders in the old company in proportion to their holdings, 
the entries being a debit to Share Capital Account, and a credit to 
the account recording the value ofthe shares in the new company. 

A complication frequently arises in those cases in which the old 
company has issued mortgage debentures. If the new company 
provides sufficient cash to enable the old company to pay off the 
debenture holders, then there is no difficulty, but if they require 
the assistance of the loans then difficult questions are bound to 
arise. It is thought that the best method of dealing with such 
a problem in the books of the old company is to transfer to the 
credit of the new company the total amount of the liability 
assumed by them without regard to the consideration given to the 
debenture-holders by the new company, and in the books of the 
new company to treat the consideration given as part of the 
purchase price of the assets. 

Thus, if the new company agrees to issue debentures to the 
debenture holders in tl:e old company on the assumption that the 
latter's debentures are worth and are repayable at par and the former 
are worth 95 per cent. of their face value, it is clear that as 
regards the old company the contract of sale includes the under
taking that the new company will discharge an indebtedness 
which to the old company is represented by the par value of the 
debentures. The o'd company must make entries in their books 
accordingly. The matter will have a different appearance when 
viewed from the standpoint of the new company. Two views 
might be taken, the first that the value transferred to the new 

20-(1410F)-20 pp. 
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company is represented by the par value of the old debentures, 
in which case the difference between the face values of the two 
issues will be treated as discount. On the other hand, it is clear 
that the transaction is only part of the larger operation of buying 
the business, and if this view be taken then it is fair to assume that 
the whole of the assets purchased have cost the face value of Uie 
<;lebentures issued by the new company to the debenture holders 
in the old to buy off their claims. The discount in this case will 
increase the amount paid for goodwill or reduce the surplus of book 
value of assets over the price paid as the case may be. The former
method has the practical advantage of ensuring that the discount 
on the debentures is subsequently written off out of profits, though 
it must be conceded that theoretically the latter has, in the majority 
of cases, the stronger claim for consideration. 

The example next following shows another method of dealing 
with circumstances as presented in Example 1. It will be noted 
that the reorganization of affairs is effected by sale of the assets to 
·a new company formed for the purpose of acquiring them, the 
consideration given being deferred shares in the new company, 
which are distributed amongst the shareholders in the old, and a 
sufficient amount in cash to discharge the liabilities. We give 
the transactions as they appear in the old company's books in 
detail, and a Balance Sheet showing the position of the new 
company at the commencement of business. 

Example 3· We ~sume the same Balance Sheet as Example 1, 
but that instead of a reduction of capital, as there shown, the 
following arrangement is made-

(i) The M N & P Company is to be wound up, and the assets other than 
cash sold to a new company to be formed and styled the " M N & P 
Company (1920), Limited," for £42,000, payable as to-

£30,000 in 60,000 Deferred Shares of lOs. each; _ 
5,600 in 6% Mortgage Debenture Stock, redeemable in five years 

at par; 
6,400 in cash 

£42,000 
-= 

(ii) The creditors of the M N & P Company are to receive a dividend in 
cash so far as the funds will allow, and to have the option of taking 
the above Mortgage Debenture Stock at 95 in discharge of their claims 
or, alternatively, to await realization and receive cash in full for their 
claims with interest so far as funds will permit. 

(iii) The M N & P Company (1920), Limited, is formed with a nominal 
capital of £50,000 divided into-

60,000 Deferred Shares of lOs. each 
and 20,000 Ordinary Shares of £1 each, 
of which: 

60,000 Deferred Shares are issued to the shareholders of the old 
company 

and 12,000 Ordinary Shares are issued payable in cash. 
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As a result of this scheme it is found that creditors amounting 
to £3,800 exercise their option to take debenture stock, and the 
balance of the stock is sold at an average price of 96. The costs . 
of winding up the old company amount to £300, the remaining 
<;~editors being paid off together with interest amounting to £36. 
The costs of forming the new company amounting to £472 are paid 
in cash. The deferred shares are then allotted to members of the 
old company. The following are the entries in the books of the 
old company- · 

REALIZATION ACCOUNT. 

To Land and Buildin~s 
, Plant and Machinery . 
" Loose Plant and Tools 
,. Stock in Trade • 

Sundry Debtors • • • 
,. Mortgoge Debenture Stock A/c.··

. £4,000 Stock issued to Creditors 
in discharge of liabilities 

amounting to . . • 
., Mortgage Debenture Stocl;.: A'c-

Lf)H on Realization . • 
, Cash paid t.o Sundry Creditors 

{, 
15,000 
1?,000 
8,000 

14,700 
4,000 

3,800 

261 
6,919 

517 

By Sundry Credito!'S. . 
, M N & Co. (Iq20), Ltd. 
" Profit :md LoS') Account

Ln.:;s on Rt:-..lliza tion . 

! 
11,200 
42,000 

12,000 

£6',200 ------ £6';,200 

To Realization Account
Purchase Price of Assets 

M N (1920), LTD. 
By M N & P Co. (1920), Ltd.

Shares Account . . 
Mortgai!;e Det-enture Stock 

, Ca>h . 

M N & P CO. (1920), LTD, SHARE ACCOU:-IT. 

Part consideration for Sale of Shares d1stnbuted amon~;o;t .Mem-

l 
30000 

!;,600 
6,400 

{,42,000 

ToM N & P Co. (1920), Ltd.: £ I By Share Capital Account-

60,00~5~::.:;:;:ed Shares of lOs. each (30,000 l>ers ' · · 'I • £
10

•
000 

M N & P CO. (1920), LTD., MORTGAGE DEBENTURE STOCK. 
ToM N & P Co. (19201, Ltd.: £ Ry Reali?> !ion Account-

Part consideration for Sale of £4,000 Stock issued to creditors 
Assets-- in discharge of claims amount-

£ii,600 Stock at par. £5.600 ing to • 3.800 

To Balance . . . 
, M N & P Co. (1920). Ltd. 

~-~--·-------

ToM N & P Co. (1920), Ltd.-

, Cash • . . . . • 1,536 
, Sale of [I ,600 Stock 

Realization Account, b("ing toss on 
sale. 264 

CASH ACCOUNT. 
£ 
-819 By Cost of Windin~·up 

6,41),() , Sundry Creditors. 

£7,219 

By Sundry Creditors. . 
,. Dividend to Shareholdf'rs 

£5,600 

{ 
100 

6,919 

£7,219 

517 
1019 

Mortgage Debenture Stock A/e. {,1,536 £1,536 
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PROFIT AND LOSS ACCOUNT 
c 

To Balance • . 
, Rcaliz~tion Aecount . 
,, casn--.; 

16,681 By Share Capital Account 
12,000 

Cost of Winding-up . 300 

------------ .£28,981 

SHARE CAPITAL ACCOUNT 
£ 

ToM N & P Co. (1920), Ltdo-
60,000 Deferred Shares of l Oso 

each, allotted to Shareholders o 

u Cash • • • • 
,, Profit and Loss Account 

30,000 
1,019 

28;981 

-----·---'-----!~ 

ByBalanco 

f. 
{.28,981. 

We give a Balance Sheet of the new company assuming that the 
assets are reduced in value in the same manner as Example 1 for 
the purpose of showing the full effect of the arrangement. 

M N & P COMPANY (1920), LIMITED 
B~LANC:E SHEET. ' 

Noml~tal Caf>ilal-
60,000 Del•rred Shares of 

lOs. each o o • 30,000 
20,000 Ordinary Shares of 

,/;1 each • • • 20,000 

Sub,Cfil>e<i' Capit<~l-
60,000 Deferred Shares of 

10~~0 -&;~~n!_~Y s~~~· of 
30'000 

{.1 each, fully paid • 10,000 

Mortgage Debenture Stock . 

I. 

40,000 
5,600 

I.and and Buildings o 

Plant and Machinery 
Loose Plant and Tools • 
Stock-In· Trade • 
Sundry Debtors 
Cash at Bank , 
G""dwiU. ·• , 
Formation Expenses, 

£ 
15,000 
7,000 
5,000 
8,700 
4,000 
3,128 
2,300 

472 

------------ £45,600 ------------ £45,600 ·-
Amalgamation. If it is desired to amalgap:~.ate' two companies 

care .should be taken to see that the interests of shareholders of 
both companies are not prejudiced, having particularly in mind the 
fact that the. nominal value of the share is no guide to the true 

·value, and that the relative values of assets and liabilities is the only 
true guide. Take as an example two companies which it is 
proposed to amalgamate whose balance sheets are summarized as 
follows-

10,000 £1 Sharell • . 
Pl'ofit and Loss Account . 

No. 1 COMPANY 

10~00 "Assets 

5,000 

-------- £15,000 

15,000 
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No. 2 COMPANY. 

5,000 £1 Shares . . 5~00 I Assets 6~00 
Profit and Loss Account . 1,000 

£6,000 1 

I 

It is clear that if both companies were wound up and the assets 
transferred to a new company with a capital sufficient to buy up 
both companies, then the shareholders in No. 1 company would 
receive £15,000, equivalent to 30s. per share, and the shareholders 
in No.2 company would receive £6,000 or 2-!s. per share. 

An equitable arrangement would therefore be to form a new 
company which would distribute 15,000 shares amongst the members 
of No. 1 Company and 6,000 shares amongst the members of No. 2 
Company. 

It is not usually necessary, however, to wind up both of two 
amalgamating companies, for it is possible for one to absorb the 
other. If, therefore, it is decided in the above case that No. 1 
company will absorb No. 2 by issue to the shareholders in No. 2 
of a portion of the share capital of No. 1, it is clear that No. 1 must 
pay in cash or its equivalent the sum of £6,000, the value of the 
assets, to be acquired, and if the consideration to be given is shares 
in No. 1 company ranking pari passu with the existing capital, 
then it is necessary to issue shares to the members of No.2 company 
which are equivalent in value to £6,000, i.e. 4,000 shares issued at 
a premium of lOs. per share (the shares being worth 30s.). In all 
these calculations it is assumed that the relative values of good\vill 
have been taken into consideration. 

In the following example we give the workings, showing the 
absorption of one company by anoth~r. 

Example 4· The A Company has decided to absorb the business 
of the B Company, the respective Balance Sheets being as follows-

BALANCE SHEET. 

B Co. 

Paid-up Capital in [I Shares. 200,000 80,000 Land and Buildings 
Debentures--It% 50,000 Machinery and Plant 

,, -5%. 50,000 Stock-in-Trade , 
Sundry Creditors. • 16,800 14,200 Sundr)' Debtors . 
Profit and Loss Account 56,000 22,130 Cash at Bank 

1:---1---1 

i A Co. B Co. 

.I 56,000 31,000 

:i lb;:ggg ~t:: 
81,200 48,770 

8,600 2,560 

I:~~~----------11322,ROO 16t',330 

The terms of the absorption are as follow-
(i) The Shareholders of the B Company are to receive 1 share 

in the A Company for every share held by them in the B Company. 
The shares in the A Company are valued at 25s. per share. 

(ii) The Debenture holders of the B Company are to be paid 
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at the rate of 96 per cent. (the current market value) by issue of 
4! per cent. Debentures in the A Company at 90 per cent. 

(iii) The A Company will take over all the assets except cash 
in Bank paying as consideration in addition to the shares and 
debentures above the sum of £15,000 in cash. 

The above arrangements are carried out and in addition-
(a) The creditors of the B Company are discharged by payments 

amounting to £13,980. 
(b) The costs of winding up the B Company are paid out of the 

funds of that company amounting to £2,370. 
(c) The costs to the A Company amount to £1,190. 
(d) The A Company issues 12,000 shares at a preminm of Ss., all 

of which are taken up and paid for in cash. 
The following accounts will illustrate the method of treating the 

transactions in the books of the B Company. 
R~ALIZATION ACCOUNT. 

To T...and and Buildings 
11 Machinery and Plant 
, Stock~in~Trade . 
11 Sundry Debtors . . . . 
" A Company, being liability on 

debentures assumed by them . 
" Ca<>h paid to Sundry Creditors . 
11 Profit and Loss Account: Profit 

on realization . 

To Realization Account . . 
Sundry Assets transferred . 

To Balance . 
, A Company. 

£ 
31,000 By Sunrlry Creditors 

£ 
14,200 
50,000 

165,000 
33,000 " Debentures Account . . 
51,000 u A Company: Assets transferred 
48,770 

50,000 
13,980 

1,450 

A COMPANY 
165,000 £ 

By A Company Shares Account . . 100 000 
Being value of 80;000 Shares at 
25s. per share . . . . 

" Realization Account-
Liability on Debentures assumed 
by A Company 50,000 

,, Cash :- 15,000 

By Profit and Loss Account-
Costs of Winding~ up. 2,370 

Sundry Creditors . 13,980 
Profit and Loss Ac('ount-

Final Dividend to Shareholders. 1,210 

£17,560 -----
A COMPANY SHARES ACCOUNT. 

To A ~~/::~"~lso,ooo Shares @ 2ss. 

{. 

per share. 100,000 

By Profit and Less Account
Premium on Shares distributed 
amongst our members 

11 Share Capital Account-
20,000 

Nominal -value of Shares dis~ 
$ributed . 80,000 
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PROFIT AND LOSS ACCOUNT. 

To Premium on Shares in A Company 
distributed amongst the members 
of this Company • 

, C:,sh:jf~~ of ~~?dde~j-ufo Share: 
holders • 

{, 

20,000 
2,~70 

1,210 

£23,580 

By Balance . . 
, Profit on Realiza lion 

SHARE CAPITAL ACCOUNT. 

To Shares in A Com_p_an_Y_· ____ · 80~00 I By Balance 

311 

£ 
22,130 

1,450 

[23,580 

The following is the Balance Sheet of the A Company as it would 
appear after the amalgamation. It is assumed that the nominal 
capital consists of 300,000 Shares of £1 each and that all assets are 
included at the values appearing in the two Balance Sheets as they 
appeared prior to amalgamation-

Nominal Cabital-

BALANCE SHEET. 

f. 
300,000 Shares of £1 each . 300,000 

Subscribed Capilal-
292,000 Shares of £1 each, fully paid (a)292 000 

Premium on Shares Accowlt
Premium of 5s. pe-r Share on 92,000 
Shares issued @ 25s. per share 23,0<)0 

Ltss excess of Purchase 

Land and Buildings ~ ~ : 

Machinery and Plant ~ ~ : 

Stock-in-Trade 

Sundry Debtors 

,A. 
(B. 

£ 
55.000 
31,000 

71,000 
33,000 

105,000 
51,000 

81,200 
48,770 

87,000 

104,000 

156,000 Price over values at 
which Assets are in· 
eluded in Balance Sheet 
and which were acquired 
from the B Company 4,563 

(c) 
Cash at Bank . 

,A. 
(B. 

129,970 
• (d) 8,410 

, Costs of the amalga· 
mation 

Debentures-4t% 
Sundry Creditors . 
Profit and Loss Account 

- 17247 
(b) 103.333 

16,800 
56,000 

------·-·------ £485,380 

Details of these amounts are as follow-
w £ 

Original Capital . . . 200,000 (c) Consideration paid-
Issued to Shareholders in B Co. 80,000 80,000 Shares @ 25s. . 

and paid for in cash . 12,000 Debentures as in B Company 

_______________ £292,000 

(b) Original Issue • · . . . 
Issued to Debenture-holders in B 

Company, representing- the 
nominal value of debentures 
@ 90, which Is equivalent to 
£50,000 Debentures at 96, i.e. 

£50,000 X 1'1,'!, X 1
9'l,0 = 

----£103,333 

Cash • . . . 

Less Assets acquired
Land and Builrlings . 
Machinery and Plant 
Stock-in-Trade. 
Sundry Debtors 

Balance as above . 

31,000 
33,000 
51 000 
48,770 

100,000 
53,333 
15,000 

168,333 

163,770 

£4,563 
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(d) 
To Balance. • . • 
1, cash received for Shar~ 

12,000 @ 25s. • 

CASH ACCOUNT. 
£ 

9,600 By Cash paid to B Company 
., .Atnalgam.ation Expenses 

. 15,000 , Balance 

£ 
15,000 

1,190 
8,410 

----- ----- £24,600 ---------- £24,600 

Liquidation. In the event of insolvency, or if it is found 
inexpedient to further carry on the .business of the company it will 
be necessary to wind up the company's affairs. There are two 
methods of carrying out the liquidation- . 

(i) Voluntarily, in which case the members resolve that the 
company be wound up, a liquidator being appointed for that 
purpose who acts practically independently, having only to comply 
with .certain statutory requirements relative to his appointment 
and to file accounts in a prescribed form if the liquidation continues 
for more than one year. This method of winding up is adopted 
in all cases in which it is deemed expedient to wind up the company 
for the purpose of reconstruction or amalgamation or if creditors 
are either paid in full or receive, under the terms of the winding up, a 
composition to their satisfaction. 

(ii) Compulsorily by order of the Court. -This method is com
menced by petition to the Court by a creditor or shareholder or 
the company itself, and is resorted to in such cases as would require 
bankruptcy proceedings were it not for the fact that the company 
is not subject to the bankruptcy laws. The proceedings are very 
much the same as in bankruptcy though there are important 
distinctions. 

If the Court makes a winding-up order it imposes upon the 
officials of the company the obligation to prepare a statement of 
affairs. The statement is not unlike that which is to be prepared 
by a debtor against whom a receiving order has been made, but it is 
divided into two parts, the first showing the surplus or deficiency of 
assets as compared with liabilities (excluding share capital) known 
as the Statement as .regards creditors, and the second part shows 
the surplus or deficiency after taking into consideration the amount 
raised as share capital. This second part, therefore, shows the 
position as it affects shareholders or, as they are termed in liquidation 
matters, contributories. It will be noted that if the share capital 
is not fully called up, then the amount uncalled is available for the 
benefit of the creditors, and the official form provides a place in 
which this liability may be recorded. 

The Deficiency Account is also varied, two forms being provided, 
one for use if the winding up order is made less than three years 
after formation and the other if s)lch is not the case. The 
schedules in support of the statement consist of the following, 
suitable details being required in each instance. 
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A. Unsecured Creditors. 
B. Fully secured creditors not including debenture holders. 
C. Creditors partly secured. 
D. Contingent liabilities on bills discounted. 
E. Other liabilities. 
F. Preferential Creditors. 
G. Debenture holders. 
H. Property. 
I. Book Debts. 
J. Bills of Exchange. 
K. Unpaid Calls. 
L. Founders Shares. 
l\1. Ordinary Shares. 
N. Preference Shares. 
0. (i) Deficiency Account for companies formed within three 

years of winding up. 
0. (ii) Deficiency Account for companies formed more than 

three years before winding up. 
We show the official front sheet of the Statement of Affairs and 

the Deficiency Account worked up from material provided. 
Example s. The following is the Balance Sheet of the A B

Company, Ltd., on 31st December, 1920-

Nominal Caf>ilal-
10,000 Ordinary Shares of £1 each • 
10,000 heference Shares of £! each 

Subsai~tl Capital-
10,000 Ordinary Shares: !Os. 

called . . 5,000 
Less Calls in arrear 600 

10,000 Preference Shares, fully 
paid. • • . . • 

41o~~~n~o~~~~: ~bl"~~~· ~~~~~: 
uncalled Capital • . • 

Mortgage on Freehold Property • 
Bank Overdraft . • • 
Sundry Creditors 

BALANCE SHEET, 
£ 

10,000 
10,000 

£20,000 

4,400 

10,000 

6,000 
3,000 
4,000 

17,280 

Freehold Premises • 
Plant and Machinery 
Stock-in-Trade • • 
Sundry Debtors 
Cash in hand • , • 
Goodwill and Patent Rights 
Formation Expenses , • 
Cost of Issue of Debentures 
Profit and Loss Account • 

£ 
6,000· 
7,800 
3.800 
2,700. 

30 
10,000 

600· 
500 

13,250. 

----------- {44,660 ----------- £44,680 

The company having been ordered to be wound up by the Court,. 
the following information is extracted from the books and 
documents-

(i) A creditor for £525 holds certain of the company's stock 
valued at £700 on which he claims a lien for his debt. 

(ii) Preferential Creditors amount to £131. 
(iii) The bank have a second mortgage on the freehold premises. 

20.>.-(WOF) 



314 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY 

and it is found that Plant and Fixtures amounting in value to £880 
are included in this charge. . 

(iv) The assets are expected to realize as follows
Freehold Premises, £4,800. 
The balance of the machinery, £5,000. 
Stock which is not charged, £2,500. 
Goodwill and Patent Rights, nil. 

{v) An analysis of the Sundry Debtors shows-
£2,000 to be good and valued . at £2,000 

550 to be doubtful and valued at 300 
150 to be bad and valued at nil 

2,700 2,300 

(vi) Calls in arrear are expected to produce £450. 
The Profit and Loss Accounts for three years are summarized 

as follows-
1918 1919 1920 

Salaries and Wages. , 1,500 1,500 ·~ Gross Profit • • 

Rent, Rates, and Taxes . #so §oo ~00 
Miscellaneous Trade Exps.. 3,980 4,810 5,110 
Depreciation written oft in 

Company's books 100 -
.Interest on Loans . 240 240 240 -----

6,600 7,350 7,750 
Net Profit c/d 200 Net Loss c/d • • 

1

6,800 7,350 7,750 
~=~= 

Loss for 1919 . Balance at 31st Dec., 

6,800 5,200 1,500 
2,150 6,250 

" 1920' . ' . . 
Dividend paid in 1917: 4% Pre!. Shares 
Directors' Fees-1918 

2,150 
6,250 

400 
1,000 
1,000 
1,000 
1,870 

Profit for 1918 . . . 
Balance at 31st Dec., 1920 • 

-1919 
" -1920 . . 

.Bad Debts written ot! in 1920 • 

---------- £!3,670 

(Continued on page 316,) 

If there are funds available for distribution between the share
holders, care must be taken to see that the rights of the various 
-classes are properly adjusted and, if necessary, a call should be made 
in order to adjust the rights of shareholders inter se. 

If, for example, there are 10,000 £1 shares issued with equal 
rights of participation in the capital of the company, of which 
6,000 are fully paid and 4,000 ISs. paid, and the cash available 
for distribution is £5,000, then the division will be made on the 
assumption that the balance of the unpaid liability is called up. 
There would,, therefore, be available the sum of £6,000, equal to 
12s. per share, but inasmuch as Ss. per share is owing on 4,000 shares, 

-:the division of the £5,000 would be made as follows-
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To the holders of fully-paid Shares-
6,000@ 12s. per share • • 

To the holders of partly-paid Shares-
4,000 @ 7s. per share 

£ 
3,600 

1,400 

£5,000 

315 

If the available funds were £1,000 only, then the holders of partly 
paid shares would be required to pay a difference to make their 
loss equal to that of the fully paid shareholders. A call of Ss. on 
the partly paid shares would produce £1,000, raising the total 
distributable balance to £2,000, or 4s. per share, but inasmuch as 
the uncalled liability is Ss. per share, the holders of partly paid 
shares would be required to pay ls. per share, the distribution being 
as follows-

Available Funds • • • • • • • 
Call of ls. per Share on 4,000 partly-paid Shares • 

Payment to holders of fully-paid Shares-
6,000 Shares @ 4s. per Share • 

£ 
1,000 

200 

£1,200 

Different classes of shares frequently have different rights of 
participation in the surplus. It is, for example, frequently found 
that preference shareholders have the right to repayment of capital 
before the ordinary shareholders, also that they have no right to 
participate in any surplus after the full amount of the capital 
has been repaid. These special privileges should be stated in the 
company's articles of association, to which the liquidator should 
refer, and if there appears to be the least doubt the advice of the 
Court should be sought under powers granted by the Act. 

The accounts to be kept by a liquidator in a compulsory winding 
up are almost the same as those kept by a trustee in bankruptcy, 
and as these have already been described it is unnecessary to repeat 
the information. 

The liquidator in a voluntary winding up is not bound to observe 
any regulations with regard to his accounts, save that which 
requires him to file a statement, which is a simple Receipts and 
Payments Account, should the liquidation continue for more than 
a year. 



1 Insert 
full name of 
Company. 

Gross 
Liabilities. 

In the High Court of Justice 
COMPANIES (WINDING-UP) 

IN THE MATTER OF THE COMPANIES ACTS, 1908 TO 1917 

AND 

IN THE MATTER OF 1 A B COMPANY, LIMITED. 

No ...•...•......... of 19., .. 

STATEMENT OF AFFAIRS on the thirty-first day of December, 19 .. , the date of the Winding-up~Order. 
(I.) AS REGARDS CREDITORS 

Liabilities. 

--,---11--------
II 7;h";~~ Assets. II Es~~d~~~- to 

4 /'-.-. f.-de:-.+--_;__ ___________ --£-1~ a: 
... £ s. d. 

a; 16,624 

3,525 

4,000 

Debts and Liabilities, viz.-
(a) 107 Unsecured CreditoiS, as per List " A " 

(Stflle number). 

(a) Property1 as per List (j H." viz.-

(b) 2 Creditors fully secnred (not in-1 
dueling Debenture-holders) as 

16,624 . - - /:) c~~h t: i,',':,~e": : · 30 _ 
d. (c) Stock-in-Trade . • 2,500 

I (Estimated Cost, £3,800) 

per List u B , . . . 3,525 
Estimated Value of Securitie.c; 6}380 

Estimated Surplus 
Carried to List " C " 

--1--
2,855 - -2680 - _, 

Balance to contra (d) --u5 - -
(c) 1 Creditor oartly secured, as per.----~ 

List 11 C'; ~ . . 4,000 - -
Less • Estimated Value ofl 
Secunti<S • • , 2,680 - -

-----

l
d) Machinery. . . . . • . 5,000 

I 
'e) Trade Fixtures, Fittings, Utensils, etc .. 

.I 
f} Investments in ShaJ;es, etc.. . . 

(g) Loans on Mortgage . . . . 
(h) Other Prop~rty, viz.- , 

., -· ~~ ""' .:~"'' • ~ "' "'·" ···j 
;;:~~< ~ ; ; 11~fgl ·~ i ·=·1. 

1700 - -

2,000 



131 

:! 
'-l 6,000 

I . .. I I 
(~ Liab:::::·:,:~s :~:::rte:,::::d i s: d.-~~ l,::\20 

l than the Company's own accept-

1 

auces for value, as per Ltst 'j D .. nil 
Of wh1cb it is expected wtU rank f£r D1;.1dcd~ I 

(e) Other Lu'lbllihes as per List "E.. •

1 

I

, Of which It is expected wtll rank for Dividend 

(f) 12 Preferential Cred1tors for Rates, I f. s. d. II' 
Taxes, Wages, etc , as per Ltst 

-~ "F" deducted contra . 131 - -

(g) Loans on Debenture Bonds
1 

as per~-----, 

( holders) ' 
----

---1-

-~ Ltst "G H deducted contra. 6)000 - -

r E-,tima ted Surplus (if any) after meetin~ Liabilities of 
17 

t

944 

· Company, subject to Cost of Liquidation • 

'"~ -::-1-::-~ I

ii 
i----1-
117,944 - -

Estimated to Produce . • • i s. d • • 
1 

300 

(c) Bllls of Exchange or other stmtlar I 
Securittes on hand, as per Ltst u J " Kil 

Estimated to Produce • . . . . 
(d) Surplus from Secunties in the hands of Creditors 

fully secured (per contra) (b) • i s: d_ • • 

1

175 -

(e) u;;,.·t..f?.1~~ .~ . deb~ors) 600 -

Estimated to Produce • • 450 - -
------

., 10,455 
per 

131 

Estimated Amount available to meet Claims 
of Debenture·hoJders • . . . 10,324 
Deduct Loans on Debenture Bonds secured 

on the Assets of the Company as per l 
contra (11) • · • i 6,000 

Estimated Amount availahle to mt>et Unsecured 
Creditors subject to Cost of Liquidation . . 4,324 

Estimated Deficiency of Assets to meet Liabilities of 
the Company, subject to Cost of Liquidation. 13,620 

17,944 

The nominal amount of unpaid Capital liable to be called up is ;tS,OOO, which is available to meet the above deficiency. 



(II.) AS REGARDS CONTRIBUTORIES 

I I jl s. I d. Capital Issued and Allotted, viz.- I £ s. d. £ 

Fou(~~-~~-~~~ifeh01de:S)~hare I I 
(a) Issued as tully patd. 1 

Amount called up at£ ___ per share., I . 1 
as per Ltst "L,. . . . . 

10,000 Ordmary Shares of £1 per share . 
(a) W h e r e (23 shareholders). 

capHal is issued (a) Issued as fully paid. 
as partly paid t:.p Amount called up at lOs. per share, as I 
the form should per List " M" . . . . 5,000 - - 5,000 - -
bealteredaccord- l-j-
ingly. 10,000 Preference Shares of {.1 per share . 

(18 shareholders). 
(a) Issued as fully paid. 

Amount called up at £1 per share, as 
per List "N" . . . . 10,000 - -~· 

10,000 - -

(b) Md par- (b) I 
ticulars of any 
other capital. 

Amount (if any) paid in advance of Call . I 
----

Less Unpaid Calls estimated to'be irrecoverable . ~ ____ / 

Add Deficiency to meet Liabilities as above 13,620 - -

£
1
jzs,62o ---:-

1
-:-

. . . · I £ s. ! d. 
Estimated Sur:p\us as above {1f anyL subJect to 1 

Cost ol Liqmdation . . . . . ·1 

' 

II 
I 

l 

I 
1: 

Total Deficiency as explainedjn Statement u 0" (28,620 - -

1

-'-1-
£ 28,620 



I, ................................................................................................................ of ...................................................................................................... .. 
make oath and say that the foregoing statement and the several lists hereunto annexed marked ................................................... . 
........ .... .... .... ............................ are, to the best of my knowledge and belief, a full, true, and complete statement of the ........... .. 
affairs of the above·named Company, on the ................ day of.. .............................. , 19 .• , the date of the Winding·up Order. 

Sworn at 

in the County of .............................................................................. .. 

tlte ................................ day of ................................................ l9 ... . 

Before me .......................................................... .. I 

A c~:;,::~.:;,: ~~.=································· J 

The Commissioner is particularly requested, 
before swearing the A tfidavit, to ascertain that the 
full name, address, and description of the Deponent 
are stated, and to initial all crossings-out or other 
alterations on the printed form. A deficiency in 
the Affidavit in any of the above respects will entail 
its refusal by the Court, and will necessitate its 
being re-sworn. 

Signature ............................................................................ .. 



'Jo. 0. 33.-Statemsnt of Afjairs. Company's Winding up, 
LIST "o." (2) Deficiency Account. 

(2) Deiiciency Account where Winding-up Order made MORE THAN THREE YEARS AFTER formation of Company. 

I. Exce5S of Assets over' Capital and Liabilities on the I 
l3!st day <>I December, 1917 (three years befo.-e date <>I 
Statement of Affaixs) (if any), as per Company's 
Balance Sheet • • • • • • • • 

f. •. d. 

220 -

III. Deficiency as per Statement of Atmir.J • • ~8,620 -

Total Amount to be accounted 1or• • 42,340 - -
---1~ 

1 Three Y"31'S before date <>I winding-up order.· 
• This list must sbow when debts wece contracted. 
• Here add particulars of other losses or expenses (U any) and lial>!litles 

(if any) for whfeb no con•ideration <eeeived. · 
• Where particnlano are numm>us, tbey sbou.d be inserted in a separate 

schedule. 
• "Dose ligures should agree. 

I. Excess of Capital a~d Liabilities over Assets on the 
1 ____ day of _______ _,. l ___ (if any},. as per Com-
pany's Balanct> Sheet • • • . • • 

I r. 

Miscellaneouo Trade Expenses 115,770 - -
Depreciation r.itten off in Com-

II. ExE"~;~~~~:x::in~; from~·~ t;1;g~~fy :; 
panv1s Books • • - • 100 - -

:(nter.St on Loans 1! 720 ....:.:::_ ....:.:::...~.570 
III: Bad Debts (if any) as per List " I " I . . . . 
IV .. Directors• Fees from the • 31st day of December1 1917 . 
V. Dividends paid (if any) since tbe . 31st day of December, 

1917 • . . . . . • . • . 
VI. Losses on Investments realized since tbe 31st day of 

December, 19171 exclusive of Depreciation written off 
as above, viz. . . . .. . . . • . 

400 
3,000 

400 -

. VII. ~;.~~~~ ~Y n~t wn_tten ~if in -Com~y's. 
Freehold Property . • • • . • . ·1,200 
Plant and Machinery . . . . • . 1,920 
Stoek-in·Trade • . . 600 
Goodwill and Patent Rights • 10,000 -

d .. 

~:f:l~!x~ent~res : . . . : I ~ - , -
VIII. Other Losses and Expen3eS (if any) I sinee tbe> ____ day I 

rx. u::~:-~~~~~ 1~:~;:~:~.. ~· ·~·~ ·~ I il::. .. 
Leu : Amount taken credit for in . 

front . sbeet as estimated to be 
realized therefrom. as per List "· K" - -

Balance estimated as irrecoverab e 
150 

Total' Amount accounted fori • 

Signatur11 ······~····· ............................................................. .. 

Dtlled ........................................................ _ ..... l9 •• 



INDEX 
ACCOUNT current, 210 
-- sales, 205 
Accounts, 4 
--, adjustment, 52 
Adjustment Accounts, 52 
Adjustments, 15 'llo. 
Agreement of partnership, 72 
Allocation of. wages, 180 
Allotment account, 108 
Amalgamations, 76 
Analysis cash book, 253 
-- of books, 32 
Annual list and su=ary, 145 
Application for shares, 107 
Applications and allotments book, 145 
--account, 108 
Apportionments, 121 
Appropriation of profit, 123 
Assets, 4 
--, fixed, 21 
--,floating, 21 
Authorized capital, 108 

BALANCE sheet, 17, 122, 130 
----, limited company, 122 
----,statement of items in, 131 
Balancing, 52 
Bank account, 266 
Bankruptcy, 291 

statement of affairs in, 293 
Bills of exchange, 208 
Branch accounts, 181 
--balance sheet, 189 
-- books, method of keeping, 181 
-- trading and profit and loss 

account, 188 
--, treatment of transfers from 

head office, 191 
Branches, foreign, 192 
----, differences in exchange, 

198 
----, treatment of exchange, 195 
Builders' accounts, 247 

CALL accounts, 108 
--book, 146 
Called up capital, 108 
Capital, 13 
-- account, 69, 107 
--, authorized, 108 

Capital, called up, 108 
how stated in balance sheet, 109 

--, issued, 108 
--, nominal, 108, 117 
-- of company, description of, 104 
--,paid up, 108 
--,subscribed, 108 
Card system, 46 
Carriage, 213 
Cash book, 5 
---- with bank column, 6 
---- analysis, 35, 253 
Cheques, 268 
Clearing accounts, 269 
-- house, 269 

system, 269 
Colliery accounts, 217 . 
Companies (Consolidation) Act, 104 
-- limited by shares, 103 
--,private, 104 
--, public, 104 

winding up, 301 
Company accounts, 107 
Contingent liabilities, 277 
Contract accounts, 247 
Contracts in progress, 247 
Consignment accounts, inwards, 203 
----. outwards, 204 
Cost accounts, 218 

ledger, 242 
Cotton spinners, 228 
Cr., 2 
Current account, 79 
----, forms of, 86 
----, method of calculating in-

terest, 86 
-----, partners, 79 

DEAD rents, 217 
Debenture redemptioq sinking fund 

account, 143 
--stock, 136 
Debentures, 135 
--. classes of, 135 
Deed of arrangement, 100, 291 

accounts under, 292 
preference creditors under 

292 
----, trustee's duties, 
Deficiency account, 298 

293 

321 
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Departmental aqcounts, 172 
----, adv~>ntages of, 172 
-- day book, 173 
-- trading and profit and loss 

-account, 173 
Deposit. accounts, 266 
Depreciation, 24 

annuity method, 24 
--, computation of, 24 
-- on revaluation, 26 

under double account system, 26 
Directors, register of, 145 
Discount, 5, 15 
-- account, 15 
Double Account system, 26, 234 
-

2
-
6
---· --, depreciation und!<r, 

------, when compulsory, 
234 

Double entry, principles of, 1 
Dr., 2 
Drawings, int~rest on, 84 

ENGINEERS' accounts, 237 

FIXED assets, 21 
Floating assets, 21 
Foreign branches, 192 
Forfeited account, 115 
Forfeiture shares, 115 

GAs companies, 233 
Goods account, 14 
Goodwill, 29 

in partners~p accounts, 68 

HIRE purchas~ accounts, 223 
---- system, wagons acquired 

by, 223 
-.----.-,wagons account, 227 

IMPERSONAL accounts, 4 
Income and expenditure account, 249 
------,form of, 251 
Insolvency, 291 
Insurance accounts, 281 
Insurances, 17, '212 
Interest on drawings, 84 
Investment accounts, 285 
Issued capital, 108 

JOINT venture accounts, 207 
Journal, 5 

LEDGER accounts, 2 
Liabilities, 4 
--. contingent, 277 

Life assurance accounts, 283 
Limited companies, 103 
----balance sheet, 122 
--Partnership Act, 102 
Liquidation, 301 
Loose leaf system, 46 

MACHINERY and plant, 28 
Mechanical aids, 46 

· Members, register of, 145 
Memorand~ of association, 106 
Minimum i'Cnts, 217 
Minute book, 145 
Mortgages and charges, -135, 145 
Multiple shop accounts, 181 

OBSOLESCENCE, 28 
Oncost, 241 
Ordinary shares, 104 

PAID up capital, 108 
Partners, accounts on admission of, 69 
--, current accounts of, 79 
--,retirement or decease of, 87, 89 
Partnership Act, 1890, 67 
-- agreement, 67 
--, dissolution, 87, 90 

estates in bankruptcy, 97 
--,.limited, 102 
-- realization accounts, 90 
Patents, 29 
Paying-in slip, 266 
Personal accounts, 4 
Petty cash book, 35 
Preference shares, 104 
Preferential creditors, 292 
Preliminary expenses, 119. 
Premium on shares, 116 
Prime cost, 241 
Private company, 104 
Profit and Loss Account, 13, 17, 122 
Profit between purchase and incor-

poration of company, 120 
Public company, 104 · 
Purchase analysis book, 32 
Purchases book, 5 

returns, 5 

·R,EAL accounts, 4 
Realization accounts, 90 
Receipts and payments account, 249 
--------. form of, 250 
------, when used, 249 
Reconstruction of companies, 301 
Red, interest, 212 
Register of directors, 145 
-- of members, 145 
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Register of mortgages and charges, 
145 

-- of transfers, 146 
Regret, Letter of, 107 
Rent, rates, etc., 16 
Reserve, 126 

capital, 130 
for bad and doubtful debts, 129 
funds, 126 
secret, 128 

--,when provided, 127 
Return, annual, 145 

of allotments, 159 
Returns Books, 5 

purchase, 5 
sales, 5 

Revenue expenditure, 13 
Royalties, 217 
Royalty, accounts, 220 
----,method of raising, 221 

SALARIES and wages, 17 
Sales book, 5 
-- returns, 5 
Secret reserves, 128 
Share.capita1 accounts, 108 
Shares, classes of, I 04 

forfeiture of, 115 
--, premiums on, 116 
Short workings, 217 
----account, 221 
------,method of raising, 221 

Single entry, 59 
ascertainment of profit by, 

60 
----, conversion to double entry, 

59 
Sinking funds, 26, 142 

i Statement of affairs, 292 
' ---- in bankruptcy, 293 
----.contents of, 292 
Stock accounts, 214 

valuation of, 29 
Subscribed capital, 108 
Subsidiary books, 5 

TERMINATION of partnership, 87 
Transactions, 1 
Transfer Journal, 146, 174 
Trial balance, 6 
----, errors in, 7 
Trustee in bankruptcy, 293 
-----, accounts kept by, 293 

VALUATION of assets, 21 
of goodwill, 29 
of stock, 29 

WAGES analysis, 180 
\V agons acquired by hire purchase , 

223 
Winding up, 90, 301 

Primed by Sir Isaat Pitman & Sons, Ltd., Bath, E~tgland 
w-(1410F) 
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Employment. With Introduction on the Laws of Spain, Germany, 
France and Italy. By the same Author. In demy Svo, 166 pp. os. net. 

WILLS, EXECUTORS, AND TRUSTEES. By J. A. SLATER, B.A., LL.B. 
With a chapter on Intestacy. In foolscap Svo, cloth, 122 pp. 2s. Gd. net. 

INHABITED HOUSE DUTY. By W. E. SNELLING. In demy Svo, cloth 
gilt, 356 pp. 12s. Gd. net. 

THE LAW OF REPAIRS AND DILAPIDATIONS. By T. CATO WoRSFOLD, 
M.A., LL.D. In crown Svo, cloth gilt, 104 pp. 3s. 6d. net. 

THE LAW OF EVIDENCE. By W. NEMBHARD HIBBERT, LL.D., Barrister
at-Law. Third Edition, Revised. In crown Svo, 120 pp. 7s. 6d, net. 

THE LAW OF PROCEDURE. By the same Author. (New Edition in 
preparation.) 

BILLS, CHEQUES, AND NOTES. (See page 4.) 
THE HISTORY, LAW, AND PRACTICE OF THE STOCK EXCHANGE, 

(See page 3.) · 
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BUSINESS REFERENCE BOOKS 
BUSINESS MAN'S ENCYCLOPAEDIA AND DICTIONARY OF COMMERCE. 

A reliable and comprehensive work of. reference on all commercial sub· 
jects, specially designed and written for the busy merchant, the com· 
mercial student, and the modem man of affairs. Edited by J. A. SLAT:ER, 
B.A., LL.B. (Loud.). Assisted by upwards of 50 specialists as con· 
tributors. With numerous maps, illustrations, facsimile business forms 
and legal documents, diagrams, etc.. In 4 vols., large crown 4to (each 
450 pp. ), cloth gilt. £4 4s. net. 

BUSINESS MAN'S GUIDE. Seventh Revised Edition. With French, 
German, Spanish, and Italian equivalents for the Commercial Words 
and Terms. Edited by J. A. SLAT:ER, B.A., LL.B. (Lond.). The work 
includes over 2,000 articles. In crown Svo, cloth, 520 pp. 6s. net. 

COMMERCIAL ARBITRATIONS •.. By E. J. PARRY, B.Sc., F.I.C., F.C.S. 
An invaluable guide to business men who are called upon to conduct 
arbitrations. In crown Svo, cloth gilt. 3s. 6d. net. 

PERSONAL EFFICIENCY IN BUSINESS.· By E. E. PURINGTON. In crown 
Svo, cloth gilt, 341 pp. 7s. Gd. net. 

DICTIONARY OF COMMERCIAL CORRESPONDENCE IN SEVEN LAN· 
GUAGES: ENGLISH, FRENCH. GERMA.N, SPANISH, ITALIAN, 
PORTUGUESE, AND RUSSIAN. tn demy Svo, cloth, 718 pp .. 12s. Gd. 
net. Third Edition. 

A MANUAL OF DUPLICATING METHODS. By W. D:ESBOROUGH. In 
demy Svo, cloth, 90 pp., illustrated. Ss. net. 

OFFICE MACHINES, APPLIANCES, AND METHODS. By the same Author. 
In demy Svo, cloth gilt, 157 pp. 6s. net. 

COlllliiON COMMODITIES AND INDUSTRIES SERIES. Each book in 
crown Svo, cloth, illustrated. Ss. net. Volumes already published on 
Tea, Coftee, Sugar Oils, Wheat, Rubber, Iron and Steel, Copper, Coal, 
Timber, Cotton, Silk, Wool, Linen, Tobacco, Leather, Clays, Paper, Soap, 
Glass, Gums and Resins, The Motor Industry, Boot and Shoe Industry, 
Gas and Gas Making, Petroleum1 Salt,~. Furniture1 Coal Tar, KB.itted Fabrics, 
Zinc, Asbestos, Photography, Silver, .,;arpets, Pamts and Varnishes, Cordage 
and Cordage Hemt~ aJUI. Fibres, Acids and Alkalis, Gold, Electricity, Butter 
and Cheese, AlllW.Illium, The British Corn Trade Engraving, Lead, Stones 
and Quarries, Clothing Trades Industryi Modern Explosives, Electric Lamp 
Industry, Perfume% Cold Storage and ce Malting, Telegraphy, Telephony, 
Wireless, Gloves &'l« the Glove Trade, .Jute, The Film Industry, The Cycle 
Industry, Drugs in Commerce, Cotton Spinning, Sulphur, .Ironloundinr:, 
and Textile Bleaching. 

BUSINESS ORGANISATION AND MANAGEMENT. 
A Monthly Magazine of High Standard for Business ~en. 

Price ls. Gd. Post Free, ls. lid. Annual Subscription, 18s. 

COMPLETE LIST POST FREE ON APPLICATION 

Sir Isaac Pitman&. Sons, Ltd., Parker Street, Kingsway, W.C.1 
And at Bath, Melbourne, Toronto, and New York, -


