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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 bearing his performance of the task will have on the
ultimate Trading and Profit and Loss Accounts and Balance Sheet
in which the transactions will one day be summarized. He needs
an apalytic 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 1
THE PRINCIPLES OF DOUBLE ENTRY BOOK-KEEPING

ACCOUNTING may be described as the art of collecting and classifying
the details of trading 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 medium 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 entéred 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 or‘
type of a person’s belongings or indebtednesses, and may be active,
as in the foregoing examples, or passive. Thus, if Brown goes fora
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
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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 recordmg 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 positive
and negative. effects: Debits "and Credits, and the reader must
under¥fand that the abbfeviations 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. Actdbunts are written in a book called
the Ledger.

Thus all the transactmns affecting cash are collected and stated
in a " Cash Account,” all cash received being set down on one side
of the page, the Dr side, and all cash 1 paid out on the opposite side,
the Cr. side. -

It-is"the 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—

Dy. . Cr.
1 2 3 4 .5 6 7 8
Date. | Particulars. |Fol.| £ s d.f Date. | Particulars. |FoL| £ s d.

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
4—gives the amount of the transaction in £ s. d.

Example. On Ist 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.

L
Dy. CASH ACCOUNT. Cr,

! | ;
Date. | Particulars. | Fol.! ' Date. | Particulars, Fol.!i

Cycle . 3 70, — ~

]
i
|
*,: Jan. 2 | By Motor |
! |

{
Jan. 1 | To Jones’s !
Loan Afc] 2 1 100 —

2.
LOAN ACCOUNT.
; ‘ ]
Date. | Particulars. | Fol. 11 Date. | Particulars. 1F01,|5
' |
£]sia " | I s d
! }‘. Jan. 1 | ByCash . 1 | 100 —1 -
‘ 1‘»! 1 : f
3
MOTOR CYCLE ACCOUNT.
i ;
Date. | Particulars. Fol.; t Date. | Particulars. * Fol.
,gfs.‘d.‘ I £]s]a
Jan. 2 | ToCash .f 1 70i - —‘ i
| L

NotE 1.—The folios form a cross reference so that if one half of
the effect of the transaction is found, the other can be conveniently
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,
£80 in cash, and it will be found that the debit side of the cash
account is £30 more than the credit side. If Brown spent £5
more, he would credit the cash actount, thus reducing the debit
balance to £25 which corresponds with the cash he would then
have in 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 course the converse will apply where profit is made,
and if Brown recesves cash £30 for rent, he would debit cash 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, ie. accounts other than those of persons;
and then impersonal accounts into-—

(@) 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. -

{ 2. Having decided the accounts, debit or credit as the case ma
i:ve according to the following rules.
¢ H an account affected is

(2) 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.

(8) a Real Account— :

(i) Debit, if an asset is acquired or increased invalue.

(i) Credit, if an asset is disposed of, or decreased in value.

- {¢) a Nominal Account—

(i) Debit if the transaction represents an expense or loss,

(i1} 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 Goods
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 Boox, recording from day to day the pur-
chases which are made, individual items being posted to the credit
of the person supplying the goods and the total debit to Goods
Account.

PURCHASE RETURNS BooX (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.

Sares 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.

SAaLES 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 i 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 similar in character,
as well as saving a considerable amount of time in recording the
large number of transactions which affect these two accounts only 5
indeed, the record of certain steps may generally be eliminated
if it is considered that the significance of the 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 may be, 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 the 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 a 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 Balance. 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
Jdrom 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
1s drawn to the fact that the following errors would not be
disclosed— -

1. 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 Ist January, 19.., showed the
following to be his position-—

Ligbilities.
5. d £ s. d
Sundry Creditors—

T. Turner ., . . . . 87 10 -

H. Horner . . . . 3210 -
— 120 - -
Bills Payable . . . . . 100 - -
Capital . . . . . . 1,155 - -
£1,375 -~ -
————

Assets.

‘ £ s d £ s, d

Cash in hand . . . . . 46 - -

., at Bank . . . . 530 - -
——mn 576 ~ -

Sundry Debloys—

B. Benson n . . . 21010 -

D. Duncan . . . . 62 § -

J. Johnson . . . . 4815 -~
—_— 321 10 -
Stock . . . . . . 477 10 -
1,375 ~ -
S—

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

£ s
Jan. 1. Received from B. Benson, Bill at three months for. 210 10 -
2. Sold Goods to J. Johnson = . . . . . 30 9 86
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Jan. 4. Bought of S. Smith, Office Furniture value . 60 -
5. Bill Payable due this date was met by my bankexs 45 - -
7. Bought Goods from H. Horner value 58 10 6
10. . Johnson sent Cheque, which was pmd into bank. 46 - -
And Discount allowed . . . 215 -
14. Sold Goods to D. Duncan 82 10 -
Paid Wages it cash . 1812 6
Sent Cheque to H. Horner in settlement of the amount
due to him on 1st January . . . .31 -
16. C. Cochran drew by cheque y 25 -
19. Received Cheque from D. . Duncan on account and
paid it into bank . . . . .. 30 -~
20. Paid Carriage Account in ca.sh . 3 8
25. Sold Goods to B. Benson J. 62 5
27. Drew Cheque for cash 20 -
28. Paid Wages in cash . 18 12
31. © ,, Month’s Rent by eheque 5 -
JOURNAL,
19.. January, 19.. Dr. Cr,
Jan, ‘ Sundry Assets Dr. £ s. | @ £ s | 4.
[ To Sundry Liabilities,
i VLZ e
[ Cash in hand. . .CB/I| 46| - -
. at Bank . .| 1 530 - -
B. Bepson. . . .[Led/l}j 210({10 [ -
D. Duacan . . .| 2 62 5| -
J. Johnsom . 3 481 156 | -
Stock . 7 477 10| -
. Turner 4 87110 | -
H. Horner . 5 32|10 -
Bills Payable 6 100 —~ — -
Capital . . .| 8 1,155 ~ | -
(For assets and liabilities
in the business at this
date.)
1,378 — | - | 1,375| ~ -
Jan. 1 | Bills Receivable Ajc . 9 210( 10 | -
To B, Benson. Dz, 1 2100 10 | ~
(For Bill received from
B. Benson payable at
3 months date in settle-
ment of account.)
Jan. 4 | Office Furniture . Dr. | 10 60) ~| -
ToS, Smith . . J 11 60| ~ |-
(For Office Furniture
bought from 8. Smith
this day.)
£1,645| 10 | ~ [[1,645] 10 | -~
[
| |




CASH BOOK.

Dy, CasH. CONTRA. Cr.
- CT T Ty T L - . ‘\
18.. _ 1 Disct. | Cash, | Bank. | 19.. S— zDisct. . Cash, J Bank.
I oalglstalgls d.} £lsld lglsalglstal g (s|a
Jan. 1| To Balances in hand |+/ § Jan. 5| By Bill Payable . .! 6 | J 435 - -
at this date . 1 iol46] 53() - - M4, Wages . . . .12 I 1812
10! ,, J. Johnson., . ./ 31 215 - . 48 ~| ~ -, H.Horner ., . .| 5| 1110 - 31 —
19| ,, D. Duncan. .2 30 | - 16| ,, Drawings A/c . .[I3 i LoJ 25
27 ,, Bank as per contra| 4/ 20| - ~ 20} ,, Carriage . 14 i 38 86
271 ,, Cash as per contra \7 i 20; —
. ; 281 ,, Wages . . . 12 t 181" 6
31!, Rent . . . .15 - 5 -
= » Balance ¢/d . .14/ 25 6* 480] -
e ] e e — —
e 16 gzls] -{86 | —|¢606] | - 16 7110 _l's6 _§ _ ,5606 -
4— o ' ! ‘ i
19.. | O
Jan. 31| To Balance bid . .1 i25 6| 6| 480 —| — . oo
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PURCHASE BOOK.
Janvary, 19.. .
£ d.
. 7
H H. Horner Sundry Goods. . . .|+ | 58|10 6
| 7
N —
SALES BOOK,
Janvary, 19..
. £ d.
2 .
3 J. Johnson Sundry Goods . .. . .I'4/| 30| 9 &
14
2 D. Duncan Sundry Goods . . . .4/ | 82{10] -~
25
1 B. Benson Sundry Goods . . . .|/ || 62] B ] ~
‘ 75| 4| 6
-
i)
- LEDGER.
1
Dr. B. BENSON. Cr,
19.. £]s4d] 19.. £|s|d
Jan. 1| To Balance . 31 | 210000 { Jan. 1| By Bill Receivable
(@ 3 mo.) .| 3. || 21010 -
25| ., Goods . sl e2 8| R
X g V
Dr. D. DUNCAN. Cr.
19., £lsia] 9., £sla
Jan. 1| To Balance J 3 62] 5/ -] Jan. 19| By Cash {(on %) . .| C.BJ1)| 30| |-
» Goods . Bl a2l - , Balance c/d . .| v | 114]15( -
£144 1§ - £144[15] =~
19..
Jan. 31 | To Balance bfd . Eva 114015( -
3,
Dr. J. JOHNSON, Cr.
19.. {B;s‘ af 15.. £lsld
Jan. 1} To Balance NERERS 48i15] ~§ Jan. 10 | By Cash & Disct.
(215 . . |CBJI| 4815 -
2] , Goods. lsB 30‘ 9| ¢ ,
4. T
Dr. & T. TURNER. CI.’
£lsla) 19, ISEEA
Jan. 1| By Balance . dIn 8710 -
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S
Dr. H., HORNER. Cr.
19.. £]sid] 19.. £ |s|d
Jan. 14 | To Cash and Disct, Jan. 1 82110| -
/109 . JcBt| 32| By Balance J/1

| 7| . Goods. 2 IERD
8.
Dr, BILLLS PAYABLE. Cr.
19.. £ |sld] 19.. £ |s.|d
Jan. §| To Cash . JCB./1| 25| |—{ Jan. 1| By Balance L J b No0) <) -
31| ,, Balance ¢/d v 55| ~| e
100 | - / .
Jan. 31 | By Balance bjd . v 55| —| -
7.
Dr, GOODS ACCOUNT. Cr.
19.. £|s[d] 19.. £ |s.|d.
Jan. 1| To Balance (stock on Jan, 31 | By Sundries (Sales) . 173! 4/ 6
an .. 477 10|
31| ,, Sundries (Pur- |
chases) AP.B./Li| 5810; §
8.
Dr. CAPITAL ACCOUNT. Cr.
£ {s]a] 19, | £]s]d
Jan. 1| By Balance Jo/0 HOISS[ | -
9.
Dr. BILLS RECEIVABLE. Cr.
19.. £]s.|4] £ |s|4
Jan, 1/ Te B, Benson: Bill
@ 3 mo. dated
1/1/19 . 210/10;
10
Dr. OFFICE FURNITURE. Cr.
19.. 1 £ lsla £ sl
Jan. 4| To S.Smith , . .| J/1 ‘ 60| ~| ~
1L
Dr, S, SMITH. Cr,
£]s.|d] 19.. £ |sld
Jan. 1| By Office Furniture .| J./1 60f ~| -
12, .
Dr, WAGES. Cr.
19.. £ '54 d,I £ |s.|d
Jan. 14 | To Cash . 1812 6
28|, . - 1812] 6
437} 5
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1 Dr. DRAWINGS. Cr.
19., : £ 1s.|d £ |sfd
Jan. 16 | To Cash . 1 25! —|
14.
Dr. CARRIAGE. Cr.
19.. £ |sla £|sla
Jan, 20 ToCash . . . .| 1 3| § §
15.
Dr, RENT. Cr.”
18., £ 5.4 £ 1s|d
Jan. 311 ToCash . . . .| 1 5[ ~ -1
16,
Dr, DISCOUNT. . Cr. o
19.. £ |sla] 19.. £ |s|d
Jan. 31 | To Sundcies . L[ CBJ1|] 218 -] Jan. 31| By Sundries . [cBt 1)10{ ~
TRIAL BALANCE: 3l1sT JANUARY, 19..
Dr. Cr.
£ s. d £ s. d.
1 B. Benson . . . 62 § -~
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, . . . 58 ~
7 Goods Account . . .| 536 - & 175 4 §6
8 Capital Account . . . 1,186 - -~
9 | Bills Receivable N TR L
10 Office Furniture . . 60 - -
11 S. Smith . . 60 -~ -~
12 Wages .. . . . 37 5 - .
13 Drawings . . 25 = -
14 Carriage : . . 3 8,6
15 Rent . . . . 5 - -
16 Discount . . 215 - 110 -~
CBjl1| Cash . . 25 6 6
1 - Bank 480 - -~
£1,592 15 - |£1,592 15 ~




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 lability, 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 capitsd 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 expenditure 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 give 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 Goods 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 Account 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 eamned 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 4 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
therefore E=B-(A+C-D)

=B~A-C+D
therefore A+ C+E =B4 D
or the debits in the :
Goods Account }— the credits

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 have agreed to allow discount upon pavment
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
down 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, will 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 ILoss
Account. By this means it is possible to ascertain to what extent
customers are availing themselves 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 division
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 following 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 received.

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 will then balance except for the reserves carried down to
debit and credit.

Amounts Prepaid and Owing. Certain items of expenditure 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 day to day. 1f, for example, Brown insures his goods against
loss 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 bis 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 10s. 0d., 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—

" 1. 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. RaTtes (Poor Rates, General District Rates, Water Rates,
and similar levies by local authorities).

I 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
accrning from the commencement of the period covered by the
rates to the date of the Balance Sheet is owing.

3. Taxgs, INCOME Tax, aND ProPERTY Tax. The tax covers
the year ending on 5th April in each year., Tt is a general custom
to apportion income tax in the same way as rates but circumstances
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usually require modifications, Other taxes such as Compounders,
Pawnbrokers, Plate Licences and the like are prepaid and accrue
for the period stated in 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 majority of
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 10s.
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 (10s. 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. TerLepHONE RENTS. The annual 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 RarLway 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 worked.

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.

2eme( 14105)
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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 putinto 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 aftér the requisite
adjustments to provide for—

(1) Carriage accounts not yet received estlmated at £3.
(1) Wages accrued from 28th January to the end of the
month £4 10s.
(ii1). Stock on hand 31st January, 19.., £420.
(iv) (a) Estimated discount on Debtors £2 10s.
,» - Creditors £1 10s.

We repeat the Ledger Kccounts 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.

Dr. . WAGES. Cr.
19.. £sla] e.. £ 1sld.
Jan. 14| ToCash . . . . 1 18(12 6f Jan. 31 | By Profity& Loss Afe| 17 411§} -~
28] oo ] ] 18112) &
31 ,, Reserve for Wages|
accrued to date,
but not yet paid,
¢ carried down .| 4/ 4110]
£41118] - £4I15( ~
£ {54 £ls.)d
Jan. 31| By Reserveb/d . . . 410 ~
4.
Dr. CARRIAGE. Cr,
19.. £ls)a] 9., | R £]s]d
Jan.20| ToCash . . . . 1 3j 8 6 Jan. 31 By Profit & Loss Afc{ 17 6 8 6
3t| ,, Reserve, for ac-
counts owing but|
not yet received,
carried down .| 4/ 3 - -
£6| 8 ¢ REE
£ 1s)4d] ) £1std
Jan. 81| By Reserveb/d . .| +/ 3| | -
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7.
Dr. GOODS ACCOUNT. Cr.
19.. £stal 19l £lsla
Jan. 1| To Balance (Stock on | By Sundries {Sales) . 175 4. 6
bhand). . . | JAN1 477 10; -] Jan. 31| ,, Stock on band: N
31| ,, Sundries  (Pur- carried down . 420| -1 -

‘ I
chases) ., . L.1P.BJlj| $810 § !

» Balance  {gross | | ,
profit) carried to ' i
Prolit & Loss Aje| 17 59 4 - : ;

1

|

£595 4 6§

s s MRS N

Jan, 31 | To Stockonhand b/d| +/ 420 —‘ ﬂ '

16. .
Dr. DISCOUNT. Cr.
—— ‘ .
1s.. | | ¢lslas .. | Pyls a
Jan. 31| ToSundries . . .|C.BJI 2'15| -4 Jan, 31 By Sundries . . . C.Bj1| 1{10] ~
» Reserve for disct, i I, Reserve for disct,
on debtors ¢/d .| 4/ 2110] on creditors ¢/d. 110 -~
» Profit & Loss Aje » Profit & Loss Afc
Discount on Pur- ! Discount on Sale 3 & -
chases . . .l 17 31 - !
FEE I | g8 s ~
£ sfa] 1s.. £ s
Jan. 31 | To Reserve byd . . 1}10 A Jan. 31 | By Reserve bjd . ‘ | 210| ~
)
8.
Dr, CAPITAL ACCOUNT.
19.. £ 19..
Jan. 31 | To Trabsfer Draw- Jan. 1| By Balance ..
ings Afe . . .| 13 3 3t | ,, Profit & Loss Alc
» Balance ¢/d - 1133
£1158
Jan. 31 | By Balance b/d |
17
Ds. PROFIT AND LOSS ACCOUNT ror THE MONTR OF JANUARY, 19.. Cr.
19.. ©oglsda] e, £|s|a.
Jan. 31 | To Wages. . . .|LJI2 4115 -] Jan, 31 | By Discts. received .'L./16 3 - -
., Carriage 14 0 6l 8| § » Goods Account |
" Rent . . . . 15 5| (gross profit) .| 7§ 59 4] -
» Discounts allowed 16 35 -
» Balance carried : }
to Capital Afc . 8 315 o
" gezl 4] S £62| 4f -
PROARIER S |
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BALANCE SHEET—31st JAWuARY, 19,.

LIABILITIES.

Su nd_rly Creditors—

T, Turner | .«

H. Homner, . .
8. Swith ..
Wages accrued .
Carriage estimated)]

Lass Reserve for
Discount .

- Bills Payable . .

Capital Account—

Bal. 1st Jan,, 19..
Less Drawmgs

Add Profit for the
month as per
Profit & Loss A/c

£ 5 d.l £ s d AssETsS. £ s 4
. Cashin hand . . |C.B,
: 1 25 6 6§
87 10 | » atBank . 11480 - -
58 10 6|
60 — -l Slmdfy Debiors—  |Led,
410 -~ Benson . . 11 62 § -
3 - DDunoan. 21415 -
! J- Johnson . 3/ 3 9 ¢
213 10 6
£207 9 6
110
o 212 ~ &
55 - -] Less Reserve for
Discount . . | 16 210 ~
1155 - -
25 -~ - N Bills Receivable. 9
Stock onhand . . | 7
1130 - - Office Furniture . | 10
315 6
1133 15 6
,‘-:[MOO 16 - £

»
=3
Ly
]
t1ia

1400 16 -
e e



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, with 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 int 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 {0 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
ithe period of its effective life. Floating assets are to be valued at
cost or the market price at the time of the Balance Sheet, whichever
be the lower. . ’

Another classification is infroduced as supplementary to the
above and gives us certain amplifications of the rules. This classi-
fication is based on the nature of the asset and not on the use to
which it is put, and is as follows—

+ 1. Those assets 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 derived from this second classification are important :
assets which in their nature 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 includimg in its accounts, the increase in value
of those particular assets as they approach maturity. The 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 keéping those wines 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 arguments 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 resulting 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 continnous 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 with such an amount as is deemed sufficient to
meet the contingency of ultimate loss on sale, and to credit this
sum to a Reserve Account, 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 will find that the rules above given will
give guidance in dealing with the great majority of cases which
arise, any shortcomings of the rules arising out of the first classifica-
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 fluctuatign 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 with 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
(6) Of the use to which it is put.
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‘'The asset may be affected by any one or all of these 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 from 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 with £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 earMer years with a greater sum than the later vears. If such
be the case, then a convenient method of depreciation will be found
to be by writing off year by year such a percentage from the dimin-
ishing value of the machinery as will reducg the asset to its estimated
residual value at the end of its effective life. If, for example, the
eight sewing machines referred to above, can be sold at the end of
eight years for 25s. each, then 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

Ny
Then R= 100(1— 4/51!)
‘ b4

Example —Required the rate per cent. which will write an asset of
£80 down to £10 in 10 years.

Then R= 1oo<1 . 1%/10
30
= 100(1 - \/°728)
Log 10 A/ng = l‘i&l;(l)_‘"? = 1;’%@ = T-00969 = log 8123
ie .38 = 8123

Therefore R = 100(1 — -8123)
= 18-77 .
Therefore the required rate is 18:779%,.
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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 neces-
sary to work with such exact percentages, the nearest convenient rate
being just as likely to give an accurate result at theend 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 without repeated experiment.

A little adjustment will 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 '
vears 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 withdrawal of a full £1,000 of capital, whereas in the
second and succeeding years the proportion of that capital is
replaced by writing down the £1,000. In order to compensate the
earlier years for the interest lost, it is necessary to calculate what
annuity for ten vears 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 will 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 annuity, and"an 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 £1 in 1 year at the given rate per cent.
N = Life of the asset in vears
Then A4 = S RuR )>
T\ (R 1)
Example—Required the annual sum which will write off £1.000 with
interest at 5 per cent. in 10 years. n
(1-05)19% (1-05 -
Then 4 = 1000< (050- 1)
log (1-08)1¢ == 10 log 103 = 10 x ‘0212 = 212 = log 1-629
. 4 1000(1 629 x 03)
1-629
1000 x 1-629 x-05
- 629
== 129-5
Therefore the annual sum required is £129 10s.
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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 sinking fund to provide the sum 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 charging
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 isadopted, 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 number of years to figures out of all
gro;l){ortion to the remainder of the accounts appearing in the

ooks,

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 ate 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 many variations in the above general
principles applied in practice, and it is not intended that any one
should be followed strictly, since the facts of each particular case
may be such as to necessitate important variations. Guidance is
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Dr. LEASE ACCOUNT. Cr.

i oo ﬂ"
1910, : RENFY BRTITH £ 's la
Dec, 31, ToCash . . J1000 ~! ~] Dec, 31 By P. & L. A'c Depreciation| 129 10, —
1911, | ' n | » Balancecd. . .| 920,10/ ~

Dee. 310, lot. Afe—£1000 @ 3% .| 30 -]

; £ £11050| -}

1911, ‘
Dee, 3| ; To Balance b/d . By P, &L. A cDepneaauon 129110° -
1912, ,» Balancecd. 8371 - 3

Dec.al » Int. A/c-~£920/10 @ 3% |
£966/10° 3

1912, !
Dec. 31 i To Balance b'd . .

By P. & L. A'c Depmclauon 1291107 ~

1912, ! ,, Batance ¢ d. 749 7 3
Dee. 31 ,, Int. Alc—£837.03 @ 39, |
878171 3
1913, ’
ch. 3| | To Balance b/d . B By P. & L. A'c Depreuatlon 129101 —
19 | ,, Balance c'd. .| 637 6, 7
Dec 31 w Int AC—{7T48 73 5% | 37
1914, | i
Dec. 31 ' Ta Galance b'd . . By P. &L A Devacxauon 120110 -
1815, ! i » Balance ¢;d . . 560{13 11
Dec. 31 l , Int. Ale—L637/677 @ 39, | |
i £690| 311
1915. i
Dec. 31| To Balance b/d . By P. & L A'c Depreuaunn 12010' -
1916 e ., Balance ¢,d . 459 4, 7
Dec. 31 P » Int. A’c: £360/13'11@ 5% i
} £588[14 7
1916. ' |
Dec.31 To Balanoe b'd . By P. & L. A'¢ Depncuuon 126110 ~
1917 .» Balance ¢;d . . 35213 10
31, Int Afe—fd459/4/7 @ 5%« 22 19 3 |
£482 3\0 ) £482| 310
1917. I 8 ;
Dec. 31 | To Balance b/d . . . 3321310 Dec 31, By P. & L. A'c Depmaanon 120410 -
1918. o Baamce¢id. . 240[16, 6
Dec. 31 | ,, Int. Alc: £3521310@59, 1712 | i
£370 6, o Lo 3700 6 6
1918. : 1919. . !
Dee. 31| To Bafance b/d . . . 24016 6 Dec. 31, By P. & L. A" I)epreclalmn 120h10 ~
1919, ' »w s o Balancecd. . 12317 3
Dec. 31| ,, Int. A'c—£240/16'6 & 3% 12 - 1
E: | 252017 3
i~ i P
1919, . .
Dec. 31 To Balance b'd By P. & L. A/c Depreciation| 129/10. —
1920. : 1
Dec. 311 ,, Int. A/c—£1237773 @ 57 i
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offered in determining what should be the general principle of
depreciation in the case of the following assets— :
FregnoLD Lanp anp Builpings. 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 PranT. 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, whiSh~t5 calcilateé ~the 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 1deas on the subject. Again, if the machinery has
been allowed 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 weil-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 pattern 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 has 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, Where the occupation of premises
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in which the fixtures are placed is of secure tenure for a long period
of vears, depreciation' should be calculated by a percentage on the
diminishing value. Where the premises are occupied on a short
lease, say, seven to fourteen years, the fixtures should be written
off entirely within the period covered by the lease and a reserve
provided to cover the cost of making good dilapidations. Movable
furniture in such a case should be written 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.

Patext RicHts. The cost of obtaining and developing patents
should be written 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 incurred in connection with an invention applied for
war purposes, the value of such invention is dependent entirely on
its applicability to peace conditions.

GoopwiLL. 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 less on the
realization of an asset which fluctuates in value is to raise a reserve,
which course is recommended for dealing with 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, ip i.ts nature,
appreciates in value asinstanced at page 22.  Other variations might
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 included at the jemgg‘g{_ice
provided the market for such finished stock is assured. e
advantage of this course is illustrated in a later chapter. -Inthe
case of a manufacturing concern, though the stock of materials
which are used 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
or loss. Finished goods may be included at the value of materials
and labour plus an addition for standing charges. It is a general
custom to include such finished goods af prime cost, that is,
‘Imaterials plus wages. Although this method is not strictly
_,ac"c'u'fife, it represénts a conservative policy which should be

! jencouraged rather than condemned.

ATION OF "SToCKE *~CONSULTATIVE COMMITIEE'S OPINION.

“

In this connection, the ‘ opinion given by the committee of
Consulting Accountants 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 is only one sound general principle of valuing
stocks for the purposes of these 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 &s the

k 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 difference 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 irom,
lead, spelter, etc, it has been the custom for a long period in the past to
adopt what is known as a ** Base value ” for part of these materials, on the
theory that it is necessary for the undertakings using them to keep a ressrve
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
tepresents what may be called a minimum cost over a series of years for a
minimum quantity ; in theory, keeping this minimum quantity wotouched
and unused, although in practice no actual reserve stock may be kept which
could be identified at any titne; any excess over this amount is valued at
cost or market value, whichever is the lower,

It appears to have been the practice of the Inland Revenue to admit for
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Income Tax purposes stock valuations of this character in the case of base
metals, provided that it is the general custom of the particular trade, and
has also been the practice in the individual case, and it will be difficuit now
to disturb this practice. The conditions, however, during the war period
are so abnormal, and the effect upon Excess Profits Duty and Munitions
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 1s allowed to continue it through-
out the period to which Excess Profits Duty applies, he will, in effect, be
making an increasinglv large reserve during each year of rising prices to the
extent of the increase in the cost price of the base stock which may have
been used and replaced during that vear, and will as a result pay consider-
ably less Excess Profits Duty than would be paid by an exactly similar
concern which values its stocks on the usual basis of cost or market.

We 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 equivalent 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 effect, this will mean that those concerns in which
the base price has been admitted in the past will, during the accounting
period, be 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 1V
ECONOMY OF ENTRIES IN THE BOOKS

Many systems have been recommended to réeduce the number of
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 us to put all the sales in a book by itself 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 Joumal 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), and also posted to the credit of the indi-
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
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cash paid and discount allowed on settlement, then there is no
necessity to post to a bought ledger, which book is discarded.

1
PURCHASE JOURNAL.

1 2 3 4 5
No. i i Rent, | p
of . Pas- Beht. | Amount | Rates, || Car- " Sun
In- Date. | Name. ticufars, Fal } I "f | Goods. ‘ and  riage. | Fol., dries,
voice. ol Invoice. | ‘ Taxes. ‘ l
AUV SRS SRS | MR N
19.. . £is.d £ s dfos|d iL s d
1 |fan. 6|]. Brown |Goods 62 182 7 8 182 70 8 : 11 ‘ il [
2 [Feb. 1| Manch'ster] - ol I : |
Corprat'n! Poor Rate| 105 ¢ 8510° - ssho - 1 B4
3 |, 12LANWR| Jan.Ac | 171 3510 2 | 38 10| 2 : !
4 ,» 15 Monarch |New Typed 16 [ ! PoNLLT |
Type- | writer 25, -’ i e 25 -~
writer Co. i . i i i |
— e - e b e e
£279] 710 [182 7| 935,10 {36 10] 2 25 o -
o e, e | S o e e e
v 25 |\ 35—1) 43 \

Attention is directed to the form given on p. 34. The columns
(1), (2), (3), (4) and (5) correspond approximately with those given
in the first form, the differences being that the ndividual items in
column (1) are not posted anywhere, whilst there are entered, in
addition, the several balances which were outstanding as owing
at st 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-
demned on the ground that the double entry is not maintained
throughout, yet 1t 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 view) which arises out
of this book. Whilst the credits on personal -accounts are analysed
and posted to the debit of impersonal accounts, still, since the
cash discounts and allowances ultimately equal the amounts
credited to customers, it follows that this book is really a channel
through which the payments of cash are analysed, the main column
{No. 1) being in reality an intermediary whereby the matters are
connected. The reader is invited to consider this point in con-
nection with the actual facts and transactions. Take the first
transaction mentioned in the example : here goods have been
bought from a person named J. Brown, for £182 7s. 8d. The
contract entered into is apparently that Brown should sell the goods
and receive therefor so much cash ; the fact that Brown is for the
time being a creditor is merely an intermediate stage, the really

3—{14107)



2
PURCHASE JOURNAL.

Dr. (4) (8 {0 Cr. 1 Dr. 2 3 4 5
Re- : .
J Rent, SunpRIEE
turns Date No. Amount 2 !
Date. | Falio. lgi‘;sc’tl and An:;/);mts of of In- Name. of Goods. R;;tss, j r?:fgre-
T || Bl . Tmvoice. |} voice. Invoice. Taxes. Particulars. Fol. || Amount,
£s|dlflsadd £ 1sjd4 19.. £ isddlt £lsidffls|d] £]sdl £ d.
Jan.3 & 3601 -| —| Jan. 1 b/ T. Jones . 36210/ 6 } Balance b/f . | 362/10; 8
R.B./18 2|10} 6
Mar, 31 v 182] 7| 8 [} 1 J. Brown 82) 71 8|} 183 7! 8! J
Feb, 28 (i(/i 17415} | 17 Feb. 1 2 ManchsterCorpomhon 35(10] - 35)10) —
154 -
, 27 88 36}10; 2| » 12 K] L. & N.W. Railway .|| 36l10{ 2| 36{10; B
Mae. 31| 70 28] | - o 15Y] 4 | Monarch Typewriter Co.{| 25[ —| -} Office Furniture!: N/16 )| 25 | ~
£439] 5§ 21£2]10] 6)i£200] 2| 8) £841/18| 4]|£182) 7! 8/13510) —:36/10| 2 l £387]10) 6
{a} [¢)] {© »/f | I, Brown . . Al 182( 7 8 Balance bif. ] 4/ |} 18207 8
[Note that the iotals in byf Manchester Corporationf] 17|15 —| 23 35 45 " ” 17{15] ~
the brackets in each of v
the three cases are equal.} gzo?)z 8il lgeoo! 2| 8
¢
[Note that the totals in the brackeis in each of the
three cases are equal.]

§n£ This total wlil agres with the Sundry Creditors column in the Cash Book analysis.
ook,
‘The totals represent the ereditors outstanding at the end of the year,

This total agrees with the total of the Returns B
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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. Wages 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 Book 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—

1. Sussip1ary TO DEBIT 0F 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 will 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. SubsipiaRy 10 CREDIT OF CasH Book-—

(@) 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.

Cash | ]
re- " " H Pay-
ceive + . ments .
Date, | Particulars. | Cash, Bank. Si?is Fol. fsr‘o;: g:::‘s Daté, Particulacs. Cash. Bank. || Wages gig Goods g:gre. Fol. Sutnodry g_‘::s
dry Crs.
Drs,
19.. glslall ¢ [siall 9. £stal dalis sdd. £ £ls
Jan. 1]To Balance 382/10) ~/iJan. 3 [ By T. Jones. 186 [|360} ~| -
51, Smil 6l 2 1 » 174 , Cash., . . = C. 20 ~
17| 1. Takings Feb. 27 , L.&N.W.R. 36(10] 2 16 || 3sy0! 2 .
5 Bank . 20 - (| ,, 281 ,, M/fcCorpn. 17(15¢ -} 18 |} 17{13| —|
3 Brown , 5] 8 6 Mar. 31| , MonarchT.C. 25 — - 16 || 23§ - —
Jan. 7 L o ufl g Cash. , . 60} —| - c. 80} |
to . Jan. 71 ,, Wages B — — [
Mar, 31| ,, Takings 582(10f —{1582/10{ — » gl PettyCash 3 8 1 20 1 1) 8| 2
» Bank .J| 80 - 4 c 6ol | -t Mac. i 72} - ~ 79] —{ -
R | PettyCash 16) 11 8 18| 5] || 4]16; || 1| - 8| )
,, Balancecfd.fi 2¢10, Bt' 588{18511 + 591} 6 2
100 _l—_ 1108 1] 11734] | 6§ 11{10] 7i462(10) - 100; —!1108 1 178\; - 12‘ & 1jf 6 1! -|| 1] 2 8 439 5| 2/|671]| §) 2
@ @ () (@) (@ @ @ C] n
The totals of the columns in brackets should agree. N ‘The totals of the columns in brackets should agree.

{a) Dosted to Cr. of Cash Sales Account in Nominal Ledger.

§b) Posted in detail to Cr. of Sales Ledger.

¢} Includes contras, which agree with items on cred1t also items posted in detail,
{d) Posted to Dr. of T,
{#) Posted in delaﬂ to Bnught Ledger or Pux'chase Journal.

{f} See Note {c).
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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 75 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 footnates.

(¢) 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 2 Bank Account
recording totals somewhat after the following form—

GENERAL CASH BOOK or BANK ACCOUNT.

19.. £ 19.. £
June 4| To Balance b/f . .} 6,000| June 9| By Wages Book .| 1,250
5| ,, Cash Received Bk.| 1,280 ,, Petty Cash Bookl 36
61 . . s 2,170 ,» Cash Paid Book | 12,110
AR " 1,390 ,, Balancec/d . .| 2,644
81 ., » 4,100 )
9 . . " 1,100
£/16,040 £16,040
11| ,, Balanceb/d . .| 2644 }

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.



PETTY CASH BOOK.

1 - 2 3 4 5 8 7 8 9 10 11 12
| EXPENSES. ’ Dirrcr POSTINGS.
Ca'sh!’.d i Led A t St ) Dis-
receiv . ger §| Amoun amps, ’ _
Date. | “rom Particulars. No, paid. || General || Tele- || Car- S‘l’)"’ﬁfy T’;i;"‘" Ete. )i Fol )3331‘ Eg(‘;gg‘gt Sales tou_nfgd
Cashier. . Exps. phones, riage. chases, Expi g PN - I Tedger. || received,
ete. g -
£ |sid £ |s|a|| £ (sl £ [sjd| £ {sidd] £ [s1dfl £ [sddd] £ |s|d £ {sidyl £ |sidy £ 1slafl £ js)d

—_— | |

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 Bank. 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. :
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Note 1.—The total of colomn 1 will equal the sum of
of columns 8, 9, 10, 11, and 12.

Note 2.—The cheque is drawn for an amount equal to the sum of the totals of columns 1, 6, and 7, which money is disposed
of by paying the workmen the amount due to them as shown in coluran 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 scen that the payments represent the totals of columns 2, 3, 4, 5, 6, and 7; and
inasmuch as column 1 is equal to the sum of columns 2, 3, 4, and 5 {se¢ Note 1), then the payments represent the totals of columns

1, 6, and 7, which is the exact amount for which the cheque was drawn.

Note 8.—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, 11, and 12 {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 chaptess 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.
2 3

1 4 5 6
Trans.
Dat Nmfnc P‘f]r— R Cash fex;red R OPther
ate 0! ticulass . G 0 er-
sent. | Con- of Value. | Date. turns, Fol. §e~d | Fot, Sus. Fol. sonal
signee, | Goods. cetved. pense Credits.
- Book
[ £]s|d)|£] 4. £|sld £s]d £ (s|é £ is1d

Column (1) is used merely for details, the total of the invoice
“(pro formd) 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 (8), (4), (5) and
(6) should ultimately equal the total of column (2). The double
entry is 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, thebalances until settled or written off as bad being regarded
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as debit balances, so that we have in the books debsts 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 -+ Col, 4 4 Col. 5§ + Col. 6
Then Col. 2~ Col. 83 = Col. 4 4 Col. 5 4 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 will 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 neuntralize 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 (1) 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
{or the purpose of facilitating postings to that Ledger. 1f Nominal
Accounts are grouped according to the sources from which the



GAS RENTALS BGCOK.

‘ STREET — S
n {2) 3) {4) (5} ) 7y 2a 3 4 5 6 7
- A
MARCH QUARTER : JUNE QUARTER:
No | Nameo | vt |— - T : ; —
: forward. on- | Stove Meter Total || Con- | ' Stove Meter | Totat ¢ i g
sumption. Amount. || pentals, || Rentals. 1 Debits. ‘FOL‘ Cash. sumption. || Ameunt. \ Rentals. || Rentals. || Debits, } FU"!% Cash.
i - ) d . : : —— —
'£s.d flsiaigls d.'£|s. 4. felsla £¥s.!d.,£ slaflgisial¢ s.!d.‘ igﬁs
fod [ : [ N i ; i i
' : i L 1 } z |
! I o : .
= Lo | . | |
| | ’ ‘ | ! |
; | . s e
| ] [ i 1
| | ] o
| ! | . ] : .
! i | s RN
2z 3 4 5 6 7 2 3 4 5 3] 7
T
SEPTEMBER QUARTER : | DECEMBER QUARTER :
Con- | © stove Meter | Total ! Con- i Stove i Meter 1| Total I i Remarks.
sumption.! Amount. | Rentals. || Rentals, | Debits. Cash. jsumption, Amount. I{ Rentals, }ientals. I Debits, Fol. i Cash. !
i | | |
! | 1 ! o i i
i B : ! T : ; ] A
£ s d,{g s.i‘d.’i,{ s d.li[.is. d | £|s 14! £ s.‘d; £ s.;dAig s, dll £l d.§£ 5. 1 d. £Lis.
i [ L | : ; ( ! ]
% P P =! ! i ! ! é |
P I ! i P ‘ :
. . | N
! it ool P ! | i
| o o - I e
[N IR N U N B | EREER ‘ | i
BEEEEEEEEE l] REEE | N
i I - - : i H [ : i
: [ 1 i . ! i 21 [ | 1 i i : 1 }

The tetals of columns {3), {4) and (5} will equal the total of column (6) in each quarter, and the totals of columans {1} and {6) (in each quarter) equal the totals of columns {7} (in
each quarter} and (8. The totals of columns {3}, (4) and (5) will be posted to the credit of appropriate accounts and the final arrears in column (8} reparded 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) s found in the Cash Book.
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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 ACCOUNTS
» . o, WacEs: B {\ATIONAL INSURANCE
Date.| o\ 2% ! Pol. i Clerica), | . Ete.
ticulars. | W
f Pro- Unpro- Unem-
! ductive. | ductive. Packmg | Health. 4 5 loyment.
s alL|s la|gls a

l

i_ £islal £ s.id. 5. d | .
r Lo

o B

i | } | ! I

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 this 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 will be capable of

bandling the more delicate machinery before he finally decides to
set it up in his office.




CHAPTER V

MECHANICAL AIDS AND FILING SYSTEMS AS
APPLIED TO MATTERS OF ACCOUNTING

Or all the developments in office routifie 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 mercly 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 consifler that we express
. this view merely in the hope of reducing office expenses, for this,

it must be admitted, is 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 woik 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 documenis 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
Boc()ik, 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. "
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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 submission 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
from 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— ,

1. 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 first place he should remember in this, asin 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 the
transactions in a much more concise form than loose ledgers which
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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
expeditiously. 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.

8. 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— ’

(2) The date that it was received from the printer.

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

(¢) 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 heid
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 recommended 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
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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 systern 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 it 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 found 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 systern 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 clesk receives
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advice of the intended dispatch of goods in the form 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

Tue work of preparing the trial balance is frequently a matter of
considerable difficulty, particularly if the business involves a large
number of transactions, and wvarious plans have been devised
with a view to ensuring that the books may be balanced without
the expenditure of an unreasonable amount of 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 baldnce 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, 1t 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 a2 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. Seeif 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, £35as£53, but the number of combinations
are frequently numerous, as in the above example, and the work
involved in following up such a suggestion mlght possibly be as
great as rechecking the books.

Alternative Metheds, The alternative suggestion is to "divide
the books into sections 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 ADJUSTMENT ACCOUNT. Cr,
1 ,
To Initial Balance . . . y By Cash and Discount .
,» Sales, as per Day Book ., Sales Returns
., any other Debits . . ,» any other Credits.

,, Final Balance,
i 1
| !

' 1
e s, |

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—

1. 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 will 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 follows—
Sales Sales |Purchase[Purchase| Casi: Book, | Open-| Bal- | Clos- | Bal-
Da{‘ Retumns | Da; Returns ing | ances.) ing | ances.
Book. | Book, | Book. | Back. | Dr. | Cn | Dro | Cro | Dr, | Cr,
£ £ £ £ £ £ £ £ £ £
Sales Ledger | 15010 | 350 23 4 [1405. “o21 31151 703608 20
Bought ,, 25 1 | 13782 | 1,005 8l11,707, 85| 1,125 6| 2,076
Nominal , . w .. 66( 2,350( 3,119 { 5,874 | 1,172 | 3,531
15035 | 950 ) 13,805 | 1,009 |14,179]14,149)
ening Balances . 750} 750
Closing » 780; 780
14,929| 14,029 7,069 | 7,069 | 5,651 | 5,627
Difference | %
5651 | 5651
Dr. ADJUSTMENT AECOUNTS Cr.
Sales | Bought | Nominall Sales | Bought Nominal
Ledgors | Tadgers.| Ladgec. | C58- PARTICULARS. Ledgers.| Lodgers| Ledger, | C5b-
£ £ £ £ £
3,115 85 3,119 750 Opening  Balances £ 70 1,125 5{874 £
15,010 25 Sales Day Book 15,035
351 Sales Returns Book 350 1
51
13,805 Puxchase”l,)a 5Bouk 231 13,782
4 1,005 Purchase R;Btslsms Book 1,009
92| 11,707 | 2,350 " Faid 14,149
£14,149
14179 Cash£ 4Rec9eived 14,108 8 66
14,17
20 2,076 | 3,531 Closinzsiz‘as]lanw 3,693 6l 1172 780
£18,241 | £14,898 | £28,156 | £14,929 ’ 18,241 | {14,922 156 | £14,929
' 2 Difference in Balancs) | £ 0 | S149%% | £RRISE 1 £14
£18,241 | £14.922 | £23,156 | £14,929 £71,248 £18,241 | £14,922 | 123,156 | £14,929
o—

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)
will 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 shown 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, ie. the debit balances
shown on the credit and vice versa, and any unposted totals or
single items on the opposite side of the account to which they



EXAMPLE 2

Dr, Cr.
Cash OTHER DEBITS. . O1sER CREDITS. .
Returns.; and Closing Folio. Goods. Opening
Disct. Balances| ¢ Balances
Particulars. Amount Particulars. Amount
£ £ £ £ £ 0 £ Ao
118 3,050 | Sales Day Book 25 803 2 3,610 | Sales Returns Book 1 385
447 1,979 25 2,380 | Closing Dy. Balance 3]
Opening Dr, Balance 85 33 77 | Cash Received 8
210 1,922 425 35 2,237 320
270| 4,518 848 45 ' 5,218 420
238 60 238
1,005 | £11,707 10 | 2076 | Fowli [r37se 15 11,125
A ! . £14,898 ’ . ’
) s Totals . )
Sales Day Book . 2 . as per ' Sales Returns Book
1005 | 11,707 § Opeming Dr. Balaace as% 2076 | justment | 13,782 |} Cash Received . . s} 1,125
_ Account Closing Dr. Balance 8
£110 —
U £15
nil nil nil nil Differences 24 nit nil
1
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would be posted in the Ledger. It will be found that the items
in the account will then balance. If this svstem is adopted, it
will be found convenient to keep a Private Ledger in addition to a
Nominal Ledger, the former being used for the whole of the fixed
assets and the Capital Accounts and the latter for the Nominal
Accounts only; also to keep accounts for additions to fixed assets
in the Nominal Ledger, the total being transferred to the Private
Ledger Account affected when the accounts are made up. The
following example shows the Balancing Statement which might be
prepared from the particulars given in the first example in this
chapter—

EXAMPLE 3
BALANCING STATEMENT
oL
Opening Balances— ! ;
Sales Ledger . . . . . . .0 3,113 | 70
Bought Ledger . . . 83 1,125
Cash . . o 750
Unposted Ttems— |
Sales Dayv Book Totals . . . .t 15,033
Sales Returns Book Totals . . . A 351
Purchase Dav Book Totals . . . . o 13,803
Purchase Returns Book Totals . . . . Loo9
Cash to be posted to Nominal Ledger . . G 66 2,350
Closing Balances— .
Sales Ledger . . . . . . . 20 3,603
Bought ,, . . . . . . . 2,076 6
Cash " . . . . .o . ! 730
22,156 1 22,180
Difference in Balance as assumed in Example 1 . 24
[UOVT U WU —
£22,180 ' £22,150

SELF-BALANCING LEDGERS

The above methods of location of error will only reduce the area
of operation to one class of ledger. For example, if a business
necessitates the emplovment of, say, three Sales Ledgers, there
is no method of reducing the area of operations bevond the three
Ledgers unless the books are specially adapted for the purpose.
Having reduced the area of possible error by the method descritad,
above to the Sales Ledgers, it will be observed that in order to
discover in which of these Ledgers the error lies it will be necessary
to analyse either the whole of the Ledgers in the manner described
above or the whole of the subsidiarv books. The svstem of
self-balancing Ledgers is the latter of the two alternatives.

Each subsidiary book is provided with analysis columns so that
the items as thev are posted into the Ledger may be extended
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into the colunin provided for that Ledger. The Sales Day Book
might be ruled after the following manner—

SALES DAY BOOK

. T LepGers :
. otals : .
Fol. Particulars. (V). N B C ke,
‘ (2). ®- ).
i ) (| | TR

The total of column (1) will equal the totals of colurans (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.

_1 LEnGERS :
. Date. Particulars, Fol. || Discount. Cash,
A, B. C..
19.. s d s.{d. sjd | £ is{af £ |s]d-
Dec. 1 %‘!,)hnB‘rown < Al16 £ 36 £6 16| 6 £7 - -
. .Smith . .|B/47i 110 - s8]10) - 60| —| ~
D. Jones C/981 100] -1 - 100 —| -
£112 6185} 8] &) £7) -] ~jge0) ~| ~]100] -} -
s | e [fommmc=] o | s formeza] s | s o o | ==t
Posted to Trans- Posted to | Posted to | Posted to
Dr, of ferred to || *“ A ¥ Sales | B " Sales | “C” Sales
Discount || General Ledger Ledger dger
Account. { Cash Bk, Adjust Adjust- Adjust-
‘ment Afe. | ment Ajc. | ment Afc.

"It has been advocated that these Adjustment Accounts be entered

in the Private Ledger, with the total debit balances shown on the
debit sideand 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 should 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.



CHAPTER VII
SINGLE ENTRY

THERE is an impression that there exist two svstems of book-
keeping, one, an inferior method known as single entrv, and the
other, a more or less complicated method known as double entrv.
We do not suggest that the reader holds such an opinion, but make
the statement in the belief that it is a correct interpretation of the
ideas of the general public on the subject. Thus, the advertisement
columns of the morning papers reveal the fact that a gentleman
who is *‘ thoroughly conversant with accounts kept on the double
entrv and smcrle entry svstems ™ is in search of an appointment.
Again we find in one of the W averlev Novels that a character is
“ full} versed in the arts of book-keeping by single and double
entry.” There is but one syvstem of book- Leepmv and it is
the one described in precedmrr chapters, but it 15 the custom to
designate certain computations made up from such records as are
available as single entry, though it 1s impossible to describe the
process as a system.

Converting Single Entry into Double Entry. In those cases in
which there 15 no svstem of book-keeping in vogue.and it is necessary
to ascertain the profits of the business, the possibility of obtaining
the information required, or its reliabilitv when ascertained, is
naturally dependent upon the amount of material available. It
may be possible, with a little judicious handling, to convert such
records as have been made into a complete svstem 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 purchases and the
settlements therefor, also a record of his receipts and pavments,
by assuming the record of receipts and payments to be the Cash
Books and the record of purchases and settlements as the Bought
Ledger, by making a sumimarized Purchase Journal and comp]etel\
posting the Cash Book, the double entry may be completed and
accounts made up in the usual manner.

Another Plan. On the other hand, assuming that the trader is a
person who has never kept any records in the past and apparently
intends to continue on the same simple plan in thé future, a method
such as the following must be adopted. A statement of hisassets
and liabilities must be prepared, showing the amount of the capital
which is in the business; having done this the accountant will
wait uniil a period has elapsed, w hen he prepares a similar statement
showing the capital at the end of the period. The profit for the
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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.

. Dec.31Dec.31 Dec. 31{Dec. 31
Liabilities. 1919. | 1920. Assets. 1919. | 1920,

. £ £ . £ F4
Creditors for Goods .|| 1,000| 1,200{ Cash in hand . . . 16 12
” Exps. 10 30 , atBank . . . 382 476
Rent accrued owing . 6 51S8tock . . . . . 13801610
1,016 } 1,235 ) Debtors for Goods. .|| 380 | 410
Rates prepaid . . . 12 il
Balance being Capital.| 1,234 [ 1,360 | Fixtures . . . . 80 76
£2,2501£2,595 £2,250 [£2,595

If Jones has drawn out of the business during the year £200 in
cash and £12 in goods, then the profits will be as follows—

STATEMENT OF PROFIT.

Capital at 31st Dec., 1919 | 11,5234 Capital at 31st Dec., 1920 . . 1,é60
Bal. being profit for the year .| 338 | Drawings—
’ Cash. . . . . £200
Goods oL 12
® — 212
l¢1,572 £1,572

Profit and Loss Account from the Cash Account. Tt 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 such 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— :

EXAMPLE 2

Dr. SUMMARY OF RECEIPTS AND PAYMENTS. Cr.
—— - T =

—— - Cash, | Bank.| Total. —_— ‘Cash. gBank. Total.

- -y £ £ . £ £ £

To Ipitial Balance . . .[ 16} 38 398 | By Bank Deposits. . .|| 4,500 .
,, Cash received from Drs.} 4,840 48401 ,, Drawines . . . . 200 ‘ 200
4+ _» deposited in Bank 4,500 .. » Bank Commission. . 4 4
,, Bank Interest , . . 3 31 ,, Payments for Goods . 120 | 3,937 | 4,057
,» Cash drawn from Bank 250 »» General Expenses . . 34 140 174
,» Rent, Kates, ete. . . 74 74

‘ » Cheques drawn for cash; 50| ..
I » Wages . . . . | 240 240
‘ » Fixtuees purchased 4 4
» Final Balance . . 12 476 488
'£5,106 1£4,885 1£5 241 £5,106 £4,885 :{5 241
\ | e ——

For Profit and Loss Account and Balance - Sh;cz_ see pages 62 and 63.

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—

1. From the Sales Ledger—
(@) the initial balances ;
(b) the sales for the period ;
(¢) total cash paid by debtors during the period ;
(@) sales returns ;
{¢) bad debts;

(f) the final balances.

The totals of items (a) and () should be equal to the totals of

items (¢), (4), (¢) and (f).



WILLIAM JONES,
Dr. TRADING AND PROFIT AND LOSS ACCOUNT ror THE YEAR ENpING 31st DEc,, 1920,

(@) Debtors 31/12/20
.} 4,840

{74!

£ 4 £
{a)Credxtors$ll}2/20 1,200 To Initial Stock. . . .] 1,380 4,870
Cash paid . .] 4,057}, Purchases . «(@) | 4,245 1,610
s Balance Gross Profit 855
5,257 carried down . }
Leass Crs. 31/12/19] 1,000
4,257 £6,480 £6,480
»» Transfer-to
» Drawings 12
144,245
- {8} Crs. 31/12/20 . 30| To Wages . . . .| 240} By Balance brought down.{ 855
‘" Cashpaid . . 174] ., Geneml prenses N 1941 ,, Bank Interest 3
» Rent, Rates, etc. .[c} 74
204 ,, Depreda.tion of Fixtures 8
Less Crs.31/12/19)] 10| ,, Bank Commission . . 4
,» Balance Net Profit
194 carried fo Capital Afc.] 338
{¢) Owing 31/12/20 ., s
Prepaid 31/12/} 12
Cash paid . . 74
91
s Owing
31/12/[9 £
Prepaid
31/]2/20£H 17
£858 £858

Cash received

Cr.

£
410

Less Drs.
31/12/19 .

5,250
380
4,870




BALANCE SHEET—3lst DECEMBER, 1920,
Liabilities, Assets,

£
Sundry Creditors . . . .| 1,235 ] Cash in hand and at Bank . . . . ' ‘{88
Capital Account Balance (3lst Dec 1919) £1,234 Stock . . . . . . . .i 1,610
Less Drawings . . . - . 212 Sundry Debtors . . . . . .4 410
Prepaid Rates . . . 11
1022 Fixtures : Balance (3]st Dec. 1919) . . {80
‘Add Profit for the year to date . 338 Additions during the year . . . . |
. — | 1,360 —
84 |
Less Depreciation 109 . . . . 8
— | 76
£2,595 - ;[.’,595

—_——
'
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‘2. From the Bought Ledger—

(4) the initial balances ; .

{b) the purchases for the period ;

(¢) cash paid to creditors ; -

(d) purchase returns ; -

(¢) final balances.

The totals of items (4) and (b) will equal the tatals of items (c),

d
( )Tlﬁe) summary of cash received 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 as 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 made. 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 . .| 380] By Cash received from Drs, .| 4,840
5 Sales . . .1 5,262] ,, Discount allowed . 130
,, Returns . . . . 80
,» Bad Debts . 55
,» Contras to Bought Ledger 127
., Final Balances . 410
45,642 | —— (5,642
Dr. AnALYsIS oF BouGHT LEDGER. Cr.
14 B
To Cash paid to Creditors A 4,281 } By Initial Balances . . 1,%10
,» Discounts received . . 205) |, Purchases . 4,749
,» Retumns . .1 160 ,, Invoices for General Exps 194
,,» Contras to Sales Ledger o127
,» Final Balances . .1 1,280
' £5,053 s 15,958
) . |mce—



(201F1)—y

i To Initial Stock .

.» Purchases less Returns
,» Balance Gross Profit
carried down .

WILLIAM JONES.

Dr.
| £ 1
Lo
i 1
|
o
(1) As per Analyses
of Bought Led.
(2) Reserve on Final
Balances : ;
5% on £410 .i 21
Allowed . 1 130
151
Less Reserve on :
Initial Bal. :
% on £380 19
i£132

To Wages .

,, General Expenses (l)
» Rent, Rates, etc. .
. Discount on Sales (2)
,» Bad Debts . .
.» Bank Commission .

Interest on Capital
Proprietor’s Salary

Depreciation on Fixtures.

Balance : Net Profit car-
ried to Capital Account

TRADING AND PROFIT AND LOSS ACCOUNT ror THE YEAR ENDING 31sT D=c,

£ | £
.| 1,380 By Sales less Returns . 5,182
.| 4577] ., Final Stock . . 1,610
835 |
£6,792 £6,792
240 | By Balance brought down .| 835
194] ,, Discount on Purchases (3)] 211"
74] ,, Bank Interest . . 3
132 ,
55 j ‘
a |
8 I
62 !
200 {
80 «}
:
i
41,049 £1,049

1920. Cr.

i
{3) Reserve on ‘Fihal
Balances :

i
1230 @ 23% | 81
Received .| 205
\ ——
236
Less Reserve on
Initial Bal.:
£1,010 @ 25% | 25
£211
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WILLIAM JONES.
BaLAncE SuEpT--31sT DgceEMBER, 1920,

Liabilities. £ £ Ass £ £
Sundry Creditors and Reserves 1,235 . Cash in hand and at Bank . 488
Less Reserve for Discounts. 31 Stock . . 1,610
) —m | 1,204 } Sundry Debtors . 410
Cagxtal Account-— Less Reserve for Discouats - o2l
alance as per Statement — 389
prepared at” 3ist Dec., 1919 ,234 Prepaid Rates 11
Add Adjustments— Fixturesm—
Reserve on Creditors . 25 Balance (31st Dec., 1919) 80
Less Reserve on Debtors 19 Additions during the year . 4
. 6 —_—
—— 84
. 1,240 Less Depreciation 109, . . 8 .
Less Drawings N . 12 — 76
‘ 1,228
Add Interest oo Capital . N 62
» DBalance of Profit . 80
— | 1,370
£2,574 £2,574

e

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 Companies 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

(¢} 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 ¢s 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.

(ii1) Partners are to be reimbursed out of the general funds for any advance
beyoud 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

(v1) No partner is entitled to remuneration therefor.

(vil) No person may be introduced as a partner without the consent of all
the existing partners, .

(viif) Differences arising out of ordinary matters of business are to be
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decided by the majority. For this purpose, 2 change in the nature of the
business is not an ordinary matter. .

(ix) 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 wnobjectionable agent to inspect the books on His behalf (Trego v.
Hunt).)

(x) No pariner can be expelied 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 modifies or excludes them.
It is also advisable that provisions be made in the agree-
ment for a periodical stocktaking and agreement of accounts
between partgers, and also that the agreement contains a provision
that disputes be settled by arbitration.

Goodwill and its Treatment. The special matters of accounting
considered in this chapter will arise (1) 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 together 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 custorners 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 arriving at the value of goodwill of two
or more businesses for the purpose of amalgamation.

The most usual ‘method of \aluation is to take as the worth in
monev of goodwill, so many vears’ purchase of the annual profits
calculated on an average ; thus goodwill might be valued at three
times the average of the proﬁts of the five precedlng vears. In
arriving at the profits, of course, it is necessary to take into con-
sideration the various points mentioned above. In all cases of
amalgamation it is also necessary to adopt the same method of
accountma mn both businesses, e.g. if A and B, sole traders, decide
to amalc'amate their businesses and carryv the two on in partnership
and A has calculated his profits after deduction of 3 per cent. for
depreciation and B has allowed 7} per cent. depreciation, it is
necessary either to provide 7} per cent. in A’s accounts or 5 per
cent. in B’s. _

Opening Books of a Partnership. Where two or more persons
jointly acquire a business, entries will be made in the books of the
new partnership exactly the same as if a single individual purchases
the business, with the exception that two or more Capital Accounts
are required according to the number of persons entering upon the
venture, each individual’s Capital Account being credited with the
amount of cash he provides 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 acqmred it is necessary to make a valuation
of such assets. The difference between the visible assets less
liabilities and the amount paid for the business must, should the
latter exceed the former, be regarded as the amount paid for
goodwill, such amount being written oft as soon as the books are
opened by debiting the various partners with their shares of
this amount calculated in the manner in which they share profits.

Should the values placed on the assets be found to exceed the
sum of the liabilities and the amount paid for the business, the
difference should be placed to a Reserve or Suspense Account,
such account being wsed to write off any loss which may arise
when the assets are finally disposed of. It is not correct to divide
the excess of value of assets between the partners by crediting
their Capital Accounts, since such an entry could onlv be made
on the assumption that a profit had been made, which assumption
is at fault, since with few exceptions no profit can be regarded as
having been made until the whole business is completed (see
Foster v, Lake Trinidad Asphalte Co., Lid.).

Example 1 (¢). Smith and Brown acquire the business, including
assets and liabilities, of Jones as at 30th June, 19.., for £10,000,
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Srﬁith provides £6,000 and Brown £4,000. The Balance Sheet
of Jones as at 30th June, 19.. was as follows—

BALANCE SHEET, 30tz Juwns, 19..

. £ £
Sundry Creditors . . 6,000 i Cash in hand . . . 10
Jones's Capital Account . 8,500 || Sundry Debtors . . 379

- Stock-in-Trade . . . 6,000
Office and Shop Fixtures . 200

Machinery and Plant. . 4,500

£14,500 “ £ 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: 1 v . . 4,000 - -
(For cash introduced as capital in the business)
Sundry Assets . . <« Dr.
To Sundry Liabilities
Cash . . . . . 10 - -
Sundry chtors . . . . . 3,790 - -
Stock-in-Trade . . . . . 6,000 - -
Office and Shop Fixtures . . . . 200 - -
Machinery and Plant. . . . . 4,500 -~ -
Goodwill . . R . . 1,500 - - )
To Sundry Credifors . . . . 6,000 - -
, Jonés | 10,000 - -

(For sundry assets acqulred 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. 10,000 - -
To Cash . 10,000 - -
(For amount pmd to ]ones ‘under Avreement
dated... - e

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—

Dy. £ s d ) £ s.d
Smith: Capital Account . . . 750 - -~
Brown : . . . 750 —~ -
To Goodwill Account . 1,500 - -

(For transfer of amount paxd for
Goodwill to Capital Accounts.)
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_ SMITH & BROWN
BALANCE SHEET, 30TH JUNE, 19..

(After the above entries have been posted to the Ledger)—

Liabilities. £ s. a. Assels. £ s. d.
Sundry Creditors . 6,000 ~ -~ | Cashin hand . . 0 - -
Smith: Cap. Ajc . 5250 -~ - | Sundry Debtors . 3,790 -~ -
Brown ; v ' 3,250 - - ) Stock-in-Trade. . 6,000 - -~

Office & Shop Fixtures 200 - —
Machinery and Plant 4,500 -~ -
£14,500 - -~ £14,500 -~ -

In example 1 (b) we repeat the transactions in example 1 (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 1 (b). Assume that the assets and liabilities after
re-valuation are as follows—

Cash in hand . . . . . . : 10
Sundry Debtors . . . . . . 3,790
Stock . . . . . 7,000
Office and Shop Fixtures. . . . . 300
Machinery and Plant . . . . . 4,900

. £16,000
Less Sundry Creditors . f . . 6,000

The entries in the books would be—

£ s. d || £ s. d
Cash. . Dr. 10,000 - - |
To Smith : Cap1tal Account . . 6,000 - -
,,» Brown: 4,000 ~ -
(For Cash introduced as capxtal in the
business.)
Sundry Assets . . . Dr. i
To Sundry Liabilities— i
Cash . . . . . 10 - - |
Sundry Debtors . . . . . 3,790 - -
Stock . ... 7000 - —|
Office and Shop Fixtures . . . 300 - -
Machinery and Plant . . . . 4,900 - -
Sundry Creditors . . . . | 6,000 - -~
Jones . 110,000 ~ -
(For Sundry Assets acqmred and hablhtles .
assumed from Joncs as per agreement
dated... i
Assets valued as per “yal ate |
dated ) !
Jones . .0 . . Dr. 10000 - - |
To Cash 10,000 - -
(For amount pald to Jones under agreement \
dated......oiniinierieans ) |



72 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

BALANCE SHEET, 30tr JUxE, 19..

. £ £
Sundry Creditors . . 6,000 | Cash. . . . . 10
Smith: Capital Account . 6,000 | Sundry Debtors . . 3,790
Brown : M . . 4,000 || Stock . 7,000
- Office and Shop Fixtures . 300
Machinery and Plant. . 4,900
£16,000 £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, after
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 Accoumt 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 1 (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.
£ |sldy £ (sqd
Cash . . . . . . . Dr. ‘10,000 - <
To Smith : Capital Account . . . 6,000 | -| -
., Brown: s " . . - 4,000 | ~f -
(For Cash introduced as capital into the busiress.) !
Sundry Assets-— Dr.

To Jones . . . 12,210} ~| -
Cash in hand. . . . . . 10| —
Stock-in-Trade . . . . . .} 7000] o -

Office and Shop Fixtores . . . .| 300| -
Machinery and Plant e l4e00] - -
(For Assets acquired from Jones under agreement
dated......oierierniens Assets valued as per valuers’
certificate dated....oooconninn
Jones's Suspense Account . . . . Dr. ‘ 6,000 - -
To Sundry Creditors . . 6,000 | -
Sundry Debtors . . . . Dr. ‘ 3,790 | - —
To Jones's Suspense Account . N 3,790 | -| -
(For Sundry Debtors, as per Debtors’ Ledger, 1
owing to Jones, agreed to be collected as agents -
for Jones ; and Sundry Creditors as per Creditors’ ;
Ledger, agreed to be paid as agents of Jomes.)
Jones . . . . . . . Dr. 110,000| | —
To Cash . . . . . . . ; 10,000} ~| -
(For Cash paid on account of Assets acquired ;
under agreement dated..........i) i '
BALANCE SHEET.
£ £
Sundry Creditors . . 6,00 Cash in hand . . . 10
Jones : Current Account . 2,210 || Sundry Debtors . . 3,790
Smith : Capital Account . 6,000 || Jones: Suspense Account . 2,210
Brown : " " . 4,000 || Stock-in-Trade . . . 7,000
: Office and Shop Fixtures . 300
Machinery and Plant. . 4,900
£18,210 £18,210

] } R
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NoTE.—An example of the entries after opening the Suspeme
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 wusually
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
of-the firm or 1n 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 (@). Assume that A, whose Balance Sheet is as under,
decides to take B into pa.rtnershlp on the following terms—

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

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

A,
BALANCE SHEET, 30tm Juxg, 19..

£ ) £
Sundry Creditors . . 8,000 || Cash and Bank Balances . 1,000
A" Capital Account . 4,000 || Sundry Debtors . - 4,500
Stock . . 3,000
Machinery and Plant. « 8,500
£12,000 : £12,000

—— R
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The entries in the books will be as follows—

2,000 - -

3,000 | - -

1,500 | - ~

£
4,000
4,500
3,000
4,000

£15,500

JOURNAL. ‘
£ S d
Machinery and Plant. . . . . Dr. il 500, —|
Goodwill Account . . . . Dy, 1,500‘ = -
To " A’ Capital Account
(To adjust the value of Assets and raise Goodwill
Account in accordance with agreement with B
dated... i
Cash. . . Dr. 3,000 -
To " B's” Capxtal Account .
(For Cash introduced as capital by B, under
partnership agreement dated...........oceooe, ) .
“ A" Capital Account . . . . Dr. | 1,000 ~ -
“B” , . . . Dr. 500 ~| —
To Goodwill . . .
(To write off Goodwill Account)
BALANCE SHEET.
' £
Sundry Creditors . . 8,000 || Cash and Bank Balances .
A" Capital Account . 5,000 || Sundry Debtors
“B" » . 2,500 || Stock
Machmery and Plant,
£15,500 |

R

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... o

Cash, . . . Dr.
To b A " Capxtal Account T .

(For Cash {3 000 introduced by B under auree-
ment dated...........coveres, Of which £2, 500 is
capital and £:>00 pa.ld to credit of the Capital
Account of A on settlement of one-third share

goodwill.)

IS
b

£ .
500 | -

3,000 —

500 | - -

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 tanglble 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 Partuer has a separate fixed Capltal Account and a Current
Account, and ‘the above transactions are all shown, as on Ist
January, 1915, in the books of the firm.

No Interest is charged on Capital or Drawings, but § per cent.
per annum is charged to Williams and credited to the Partmers
entitled thereto on the amount unpaid by him. They draw during
]tghe year £60 in respect of each Share held. The Profit for 1915 is

9,000.

Show the I_’artners 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
-l£eave% the assets, other than the amount due from Williams, at

4,000.
(Institute of Chartered Accountants’ Final Examination,
November, 1916.)

For Capital Accounts and Current Accounts, see page 77.

BALANCE SHEET, 81st DrceMBER, 1915,
}

Liabilities. £ £ Asseis. £
Capital Accounis— %nnd:y Assets . . . 4,000
Jones . . 1,200 urrent Accounts—
Brown . 1000 (Balance due, being amt.
Smith . . 1,000 unpaid on shares
Williams . 800 - 0 Williams . . . 2,400
4,00

Current Accounis—
(Balances due from Wil-
liams, being amount
unpaid on slmw)—-

ones . . 1,800
rown . 600
£6,400 £6,400




Dr. CAPITAL ACCOUNTS. Cr.
| Jones, Browx. ‘ Saiti. | Wirpiams. B Jones. Brown, ‘ Surmi, WiLLiaxs.
‘Shares | Cash. ||Shares | Cash. ||Shares Cash, | Shares| Cash, Shares | Cash. |iShares | Cash. :Shares | Cash. :Sh Cash.
1915, £ £ ! £ £ ] o14, £ £ £ £
Jan. 1| To Transfer: iDec. 31 | By Balanees)] 50 | 2,000 30 1,200 20 8060
Smith . . 5 200 ,, Transfer
Williums 15, 600 Jones - 5 200 15 600
,» Transfer: Brown 5 200
Williams 5 200
,» Bal.e/d Jf 30 [ 1,200% 25 | 1,000 25 | 1,0000 20 800
{50 |£2,000| 30 £1,200(| 25 |£1,000% 20 | £800 50 1£2,0003 30 [£1,200: 25 [£1,0601 20 ; £800
! 1915. A
§ Jan. 1| By Bals.b/df 30 | 1,200} 25 [1,000| 25 | 1,000} 20 800
CURRENT ACCOUNTS.
Jones. || Brown. || Smith. ||Williams] Jones. | Brown. || Smith. |Wiliams
1915, . £ £ £ £ £ £ £ £
Jan, 1] To Transfer for Shares acquired : 1515,
Jones : 13sharesi@ £240 per sh. 3,800 | Jan. 1| By Transfer from Williams per
Brown:5 , ,, £240 1,200 contra . . . . 3,600 1,200
¢y Transfer for Shares acquired : » Transfer from Smith per contra)| 1,200
Jones: 5shares@ £240 persh.. 1,200 o Cash . . . . . 1,200 2,400
5 Cash . . . 3,000 800 » Dalances carried down . . 2,400
,» Balance carried down 1,800 600 ,
4,800 £1,200 || £1,200 | £4,800
. £4,800 || {1,200 || £1,200 || {4,800
1915,
Jan. 1| To Balances brought down . . 2,400 1815,
Dec. 31 ,, Cash Drawings during the year, 1,800 1,500 1,500 1,200 | Jan. 1| By Balances brought down. . 1,800 600
» Transfer for Interest on Balance Dec. 31| ,, Transfer to Williams for Int.
unpaid on shares : on balance unpaid on shares. 90 3¢
Jones . . 90 » Profit and Loss Account:
Brown 30 Balance of Profit divided
» Cash . . . 990 780 750 480 between the partners 2,700 2,250 2,250 1,800
,» Balance carried down 1,800 800 » Balance carried down . . 2,400
£4,590 | £2,880 || £2,250 || £4,200 £4,590 i £2,880 || £2,250 || £4,200
1915, i 1515,
Dec. 31 | To Balance brought down . ; 2,400 fDec. 31| By Balance brought down . . 1,800 €00
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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 the 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 (@), 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
(tmter alia) being-—

(1) Profits to be shared, A two-fifths, B three-fifths,

(i1} Assets and liabilities to be included at the following values—

' . A. B.

Sundry Debtors . . . . . 11,0001 2,000
~Btock . . . . .| 4,000] 4,500
Machinery and Plant . . . 12,0000 2,500
Goodwill. . . N .| 1,500 ] 2,000
1 8,500 §11,000
Less Sundry Creditors . . .1 2,500§ 3,000
1£6,000 {18,000
The Journal entries will be—
Sundry Assets Dy.
To Sundry Liabilities : £ £
Sundry Debtors . . . . . . . 1 1,000
Stock . . . R .. . .|l 4,000
Machinery and Plant . -1t 2,000
Gaoodwill . . . PR . . 1,500 -
Sundry Credxtors . . . . . . . 2,500
“ A” Capital Account . 6,000
(For assets and liabilities introduced into business by A)
Sundry Assets Dy,
To Sundry Liabilities—
Sundry Debtors . . . I . .|| 2,000
Stock . o . . . . . .l 4,500
Machinery and Plant . . . . . .|l 2,500
Goodwill , . . . . . . . .|l 2,000
Sundry Credxtors . . . . . . 3,000
“B" Capital Account 8,000
(For smef.e and liabilities mtroduoed mto the business by B. )
“A” Capital Account . . . . . . .|| 1,400
“B” “ . . . . . . .| 2,100
To Goodwill . . . . . 3,500
(To write off Goodwill Account) '
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BALANCE SHEET.

£ i
Sundry Creditors . . 5,500 | Sundry Debtors . . 3%00
* A ”Capital Account . . 4,600 | Stock . . . . 8,500
“B” ., » . . 5,900 ; Machinery and Plant. . 4,500
£16,000 ’ £16,000
ST 1 —_—

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 scen 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 showing
the manner of preparation of Trading and Profit and Loss Account
and Balance Sheet recommended for partnership.

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

(1) Smith to receive a salary of £300 per annum.

(i) Ultimate profits to be divided equally.
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TRIAL BALANCE, Blstr DECEMBER, 19,..

£ £
Smith : Capital Account—30th June, 19.. . 6,000
Brown : » " Oth ]'une 19.. . 4,000
Purchases . . . 16,000
Sales . . . 18,000
Sundry Debtors . . 4,000
»  Creditors . . §,000
Stock, 30th June, 19.. . . | 7,000
Discounts . . . . . . 280 207
Office and Shop let\u'es . . . . 300
Machinery and Plant . . . . . 4,900 {.
General Expenses . . . . . 520
Drawings—Smith . . . . . 300
—Brown . . . . . 300
Bank overdraft . . . 393
£33,600 | £33,600
Adjustments—
Stock on hand, 31st December, 19.. . . £1,500
DepreClatlon-—Ma.chmery and Plant . . 109% per annum
" —Office and Shop Fixtures. . 6% "
Discounts —Reserve . . . 5% on Debtors

» Y] . -

TRADING AND PROFIT AND LOSS ACCOUNT

For THE HALF-YEAR ENDING 3lst DECEMBER, 19..

Dr,

19... £ 19..
June 30 | To Stock on hand . .| 7,000] Dec. 31
Dec. 31 ,, Parchases .| 16,0004

» Balanee Gross Profit r./d 2,500
¥ 25,5000
19.. 19..
Dec, 81 | To General Expenses .| 20 Dec. 31
» Discounts on Sales . g A
" Deprecnnou—
Machinery & Plant £245
Office & Shop Fixtures 9 2
—_— 4
» Balance: Net Profit¢/fd .| 1,57
" £2,832]
19.. 19..
Dec. 31 | To Interest on Capnlal—— Dec. 31
Smith , £ 0
Brown - .
R 2500
» Partoers® Salar J  1s0f
,» Balance of Proﬁt divided
as follows—
Smith: one mojety (589
Brown : » 589
~— 1 1,178}
d £1,578

By Sales . . N
‘o Stock on hand

on Creditors

By Balance brought down .
» Disco nts on Purchases.

By Balance brought down .

£2,832

. 1,578
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SMITH & BROWN,
BALANCE SHEET--31sT DECEMBER, 19..

Liabilities. £ Assets. £
Sundry Creditors . . £5,000 Sundry Debors . . £4,000
Less Reserve for Discounts . 125 Less Reserve for Discount 200
4,873 3.800
Bank Overdraft . N . 393 Stock on hand . . . 7,300
Capital Ac«ounls—‘ Office and Shop Fiztures .
Swmith . . . . 6,000 Lass Depreciation 6%, per ane
Brown . . 4,000 num for § yea .
Current Accounts— 10,000 291
Sriih— Machinery and Plant . . 4,800
Interest on Cap.for kyr.todate 130 Less  Depreciation 109, per
Salary for § year to date . 150 annum for § year . . 245
Share of Prefit for § yr. to date 389 4,855
883
Less Drawings . 300
— 389
Bro:in—
Int. on Cap. for § vear to date 100
Share of Profit for § yr, todate 589
689
Less Drawings . . 300
389
£:16,246 £ 16,246
|y ]-——-

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 asin example 1 (¢).
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 with the manner in which
those debts have been collected. A similar statement will 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, showing the total
of each column, and the manner in which the analvsis 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 mect the
requirements of the particular case.

STATEMENT SHOWING PAYMENT OF CREDITORS OF ]ONES

SUMMARY.
i Dy. Jones
Cash paid . . . . . 45,200 { Cr. SuspENSE Afc
Allowances made to Smith & Brown claimed z Dr. JoNEs
in reduction of accounts owing by Jones. Cr. SUSPENSE AJc

Allowances made to Jones since the date

of the last accounts claimed in reduction Dr. Purcniases

30 Cr. SUSPENSE A/C

of accounts of Jones . . . f
Discounts . . . . . 180 xg: gzzgg;{;’g Ajc
Credit Balances written off , . . 20 ig: é‘\;;);ll\l)sgAZ /‘S/CS
£6,000
s

6un{1410F)



STATEMENT SHOWING REALIZATION OF DEBTORS OF JONES,

a Allowances by
Smith & Brown
claimed from
Debts of Jones

of transactions
entered into by

b Allowances to
debtors in respect

Jones
Credits.

1 2 3 4 5 s Total Balances
Fol. Name. Amount. o e Credits. o .

. er

Cash Diset, e b Debts. || Credits.
£ s. @ £ ois|dy £ 1sldl £ lsidi £ [s|dy £ s £ isldl] £ s|d s.jd.

Robinson & Co. | 6 8 1 §}10] — —i 2 9 15 4
ete. 20 *
Total . .{3,790 — —13,500} — {170 — — = 30} — —l 20 | - - 70 3,790( —

Dy, SuspENSE AfC
Cr. JoNEs

Dy. SUSPENSE Afc
Cr. Jones

Dr. SuspeNsE Afc

Cr. INDIVIDUAL A/C|

Dy. SUSPENSE A/C
Cr. DiscouNt

Dy. SUSPENSE AfC
Cr. SALES




Dr,

19..
June 30

19..
Dee. 31

Dr,

19..
July 1

19.
Dec. 31

Dy,
19.,
Dec, 31

19.,
Uee, 31
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JONES. SUNDRY DEBTORS' AND CREDITORS' SUSPENSE ACCOUNT. Cr.
19.. £
To Amount of Creditors of Jones By Amount of Debtors of Jones
outstanding at this date and outstanding at this date
pavabie by Smith & Brown and payable to Smith &
as agents. N . .| 6,000 Brown as agenls . .| 3,790
19..
To Joues's Current Account : Dec. 31 | By Jones’s Current Account :
Cash paid to Smith & Brown Cash paid by Smith &Brown
by Dehtors of Jones for half to Creditors of Jones for
year as per Schedule pre- half-year as per Schedule
ared fol. . 3,500 prepared fol, 5,700
» Allowances made by Srmtb & » Allowances made to Smxth &
Jones and claimed by deduc-| Jones and claimed by
tion by debtors of Jones in them by deduction from
settlement of accounts 30 creditors of Jones in settle-
ment of accounts . 70
To Sales Account : By Purchases Account *
Allowances entered in Sales Allowances entered in Pur-
Returns Books and which chase Returns Book and
are allowances chargeable which are allowances to
to Jones in reduction of Jones in  reduction of
accounts owing to him . 20 accounts owing by him . 30
To Discount Account : By Discount Account—
Discounts allowed to debtors Discounts ailowed by cred-
of Jones and included in itors of Jones and included|
general account of discoynts| 170 in general account of discts] 180
To A B,and C: By X, Y, and 2
Balance appearing in Ledger Balance appearing in Led.
as owing to Jomes being as owing by Jones and
irrecoverable, now written being  unclaimed  now
off as bad . . . 70 written off . . 20
16,790 (9,790
JONES'S CURRENT ACCOUNT. Cr.
£ 19.. £
To Cash N N . .1 20,0004 June 30 ‘By Sundry Assets acquired
under agreement dated .
Cash in hand . . 10
Stock-in-Trade . 7,000
Office and Shop Fixtures .| 300
Machinery and Plant .| 4,900
12,210
19..
To Amounts paid on account of Dec, 31 | By Amount realized on account
Sundry Creditors : of Sundry Debtors :
Cash. . . 5,700 Cash . . 3,500
Contra accounts . 70 Contra accounts . . 30
y Balance carried down, . 30
£|18,770 £|15,770
To Balance brought down 30
DISCOUNT ACCOUNT. Cr.
i 19.. £
To Discounts allowed to debtors.’ 2801 Dec. 31 | By Discounts received from
» Jones's Suspense Account 180 creditors . 207
w Reserve for Discount on , Jones's Suspense Acwunt 170
debtors carxied down 197 » Reserve for Discount on
5, Profit and Loss Account : creditors carried down 124
Discounts received . g 151 w Profit and Loss Account:
Discounts allowed . .| 307
£808 £808
e (e
19..
To Reserve brought down .1 124} Dec, 31 | By Reserve brought down o £197
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Dr. TRADING.AND PROFIT AND LOSS ACCOUNT Cr.
. For tie Havr-vEaR ENDING 8isT DECEMBER, 19..

19.. 19.. %‘
June30| To Stock. .| 7,000 § Dec. 81 | By Sales .| 18,020
Dec. 31| ,, Purchases . .[16,030 ” Stock on hand .| 7,500

1 Balance Gross Profit c/d .| 2,490
125,520 £ 25,520
fosamamn s

19.. 19..

Dec. 31 | To General Expenses 520 ] Dec, 31 |- By Balance brot n 2,490
» Discounts on Sales 307 »» Discounts on 151
» Depreciation-—
Machinery & Plant ,£245 N
Office & Shop Fixtures 9 254
—— o4

» Balance: Net Profit ¢/d .1 1,560
£2,641 42,641
oo

19, . 19..

Dec. 31| To Interest on Capital : Dec. 31 | By Balance brought down 1,560
Smith . .  .£150
Brown . 100 .
. - 250 -
» Partners' Salaries :
Smith 150
s Balance of Profit divided a8
follows 3
%mlth : one mmety £580
- { 1,160
£1,560 £1,580
e ety
BALANCE SHEET--31st DECEMBER, 19.,
LiasiLrries, £ £ ASSETS, £ £
Sundry Creditors + £4,980 Sundry Debtors « £39%0
Reserve lar Discounts .+ 124 Less Reserve for Discounts 197
e | 4,856 3,783
Bank Overdraft . 393§ Stock on hawd . . N ., 7,500
Capital “Accounts—Smith 6,000 Oﬁu;nd Shkop Firlures . . 300
rown - 4,000 110,000 aﬂun G% per ann.
Current Accounts—Smith for . . ®

Int on Cap. for § year to date. 150 e | 204

for § year to date 150 Machinery . 4,900 |

.‘:hare of Prot for § year to date 580 Les: Depreciatlon xo% per ann,

— for § year . . U5
880 — | 4,655
Less Deawings » o . 300 0 Jones's Carvent Account o o - 80
Brown—
Int.onCap for § year to date. 100
Share of Proitfor § year to dale 580
880
Less Drawings . . S00
————— 380
£hiezo0 £[16,209
macvmrran.

Calculation of Interest on Drawings. It is the common practice
for partners in a business to withdraw moneys as and when they
require 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 calenlating 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 thé
products of those items in the calculation which are not common
to all, and divide or multiply by those figures which are common
toall. 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

()
;BE%OA’WHI give the interest in pounds, If sums are paid in, 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 150 days
following the first method ; or following the second method is
(150 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 instalent, 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 § 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.
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Exarmple 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, 10th 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 1s 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.
T
19.. Amount. |Days. rﬁfé’{s_ Amount. | Days. g:é’;s
£ sod
Aug. 3| To Cash . 150 122,500 June 30| By Balance | 382 -~ - 184 (70,288
Septd0: 5, 112 22,400i Dec.31 | ,, Salary .| 150 -~ —| 76§|11,475
Oct. 6| , 86 | 8,600 » Lnterest
on Cap, | 100 — ~| —
Pec24| ,, o, . .| 250 - - 7} 1,750 »n Current
,» Balance of . Afc . _—
Products 26,513/ 26513°
w 81) ,, Balance 312 8|
cardowni 115 12 8| 73
. w P& L.
Sh, of Profit! 180 - - —
£815 12 8 81,763] £815 12 8 81,763
19,
Dec. 3t | By Bal.b/d.| 115 12 8§

Alternative method. Calculation of interest from commencement
of period-—

Pro- Pro-
Amount. | Days. | ducts, Amount. |Days. | ducts.
19., 19.. £ s d
£ s d
Aug, 3| ToCash . .1 150 - -| 34 | 5100] June 30| By Balance.| 382 ~ —| w
Sept. 10| ,, , . .1200 - - 72 [14,400] Dec. 81| ,, Salary .{ 150 — | 107} 16,125
Oct. 6f , , . .10 — - 98 | 980 .
Dec.24| , , . .i250 - —-| 177 [44,25() 532 -~ - N
| «» Int, on
1700 — ~ Bal. {168, 184 (30,912
. 8], Balcd 512 8 » Int.on
- Cur. A $12 8 — 126,313
28513
| 73
,» Inton
Cag; 4100 - - —
L P&L %180 - -
Skh. of Profit|
{815 127 8 73,580 k15 12 8 73,550
19..
Dec 811 By Bal b/d.| 115 12 §

* See next page
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N.B.—The fraction 26;’;-3-
Given P = Principle
R = Rate
D = Number of days
I = Interest

is arrived at as follows—

PxDxR
then  gse 100 — !
P xD = 26513
R=35§
26513 x 5
< = 3gxiw .
1
_ 26513 x 3
- AB3
73

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—

1. Lossesincluding losses and deficiencies of capital must be paid—

(a) out of profits ;

{b) next out of capital ;

{c) by the 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 gro rafa 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.



88 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

Example 8 (¢). 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.

(i) Goodwill is to be valued at £6,000.

{ii1) A is to allow two-thirds of the moneys due to him toremain
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, anp C.
BALANCE SHEET-—31sT DECEMBER, 19..
£ £
Sundry Creditors . . 3,000 {| Cash in band and at Bank. 3,100
Capital Accounts— Sundry Debtors - . . 5,000
A £5,000 Stock on haud . 6,200
B 3,000 Office Furniture & Fixtures 80
C 2,000
10,000
Current Accounts—
A £1,000
B . . 300
C . 80
1,380
£14,380 £14,380
LR, s

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

Goodwill Account . . . . . Dr. \ 6,000 ? 4
To" A Capltal Account . 3,000
» B" » " 1,800
“Cr i 1,200
(To credit A, B and C with value of goodmll as agreed upon ;
retirement of “* A.”)
“A" Current Account . Dr. f 1,000
To “ A Capital Account 1,000
{Transfer of balance of Current Account to Capxta] ACCounL)
“B” Current Account . . . . . Dr. | 300
To “ B" Capital Account . 300
({Transfer of balance of Current Account to Caplta.l Account)
“C” Current Account . . . . . Dr. | 80
To* €C* Capital Account . 80
(Transfer of balance of Current Account to Capxta~ Account) |
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s 4

“ A" Capital Account . . . . . . Dr. 9,000

To Cash . . . - . . . 3,000

o A" Loan Account . o 6,000
(For discharge of amount due to’ A (“ho now reurea) on |

Capital Account.)
" B Capxtal Account . . . . . . . 3.600°
. . . . . . . 2,400
To Goodmll »\ccount . . . - . . 6,000

{To wnte of Goodwill .-\ccount)

The Capital Accounts of the partners will appear as follows—

L. CAPITAL ACCOUNTS. Cr.
Al B. C. TOA B. C.
To Cash . . 3um By Balance . L 30N 3w 2
, Lom Aceoume | . e , Goodwill Account . 30 Lwe 200
e Goevdwill Account . Sem 2] L Curreat Accounts . KLY B} w
» Belance carrind dywn 1.5 B
OB {5000 (309 LO.C {5,100 £3.250

By Balance brouzht down | Lum 8w
B axp C.

BALANCE SHEET :

Ist fanuary, 19..
£

£ £ £

Sundry Creditors . 3,000 § Cash in hand and at Bank. 100
“ A" Loan Account 6,000 } Sundry Debtors . . 3,000
Capital Accounts— - ] Stock on hand . 6,200
B . . . . 1500 Orfice Fummxre and Fixtures 30

c . ... 830

2,330

£11,380 £11,330

Retirement of Partner. Where one partner retires and another
i3 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, with the qualification that the
goodwill, instead of being divided between the remaining partners,
will be divided between those partners including the new partners.
These adjustments will meet the needs of the case where goodwill
is valued for the purpose of the introduction of the new partner.
Where this is not so it is recommended that the Goodwill Account
be closed 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). Assuming the same facts as in example 8 (a) and
in addition that D is admitted as a partner on the following terms—

{i) D is to introduce £2.000 cash into the business
(ii) Goodwill is to be valued at £6,000 as before.
(ili) D is to have one-sixth shase of the total profits.
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The entries in the Journa.l would be the same as in Example 8 (a),
except the last item, for which would be substituted the latter of
the following entries—

ADDITIONAL JOURNAL ENTRIES.

£ £
Cash . } 2,000
To“D" Capxtal Account N 2,000
(For cash paid in by “D* on Capltal Accouut) [
“B” Capital Account . 3,000
scr, » 2,000
“D*” . . . 1,000
To Goodwill Account . . . 6,000
(To write off Goodwill Account) :
CAPITAL ACCOUNTS.
A | By C | D ) A | B | C | D
To Cask . .|l 3,000 By Balance . .} 5,000 8,000 | 2,000
. Loan Afe. .|| 6,000 . Goodwill Aje .|| 3,000 | 1:800 | 1,200
, Goodwill Aje . 3,000| 2,000] 1,000] ,, Current Afes .|[ 1,000| 300 80
o Balaneec¢/d . 2,100 | 1,280 [ 1,000) ,, Cask . . 2,000
£9,000 1£5,100 |£3,280 2,000 £9,000 {£5,100 |£3,280 1£2,000
By Balance b/d . 2,100 | 1,280 | 1,000
B, C, axp D,

BALANCE SHEET,
1st January, 19..

£

Sundry Creditors . £ 3,000 { Cash in hand and at Bank 2_£100
“A” Loan Account 6,000 § Sundry Debtors. . . 5,000
Capital Accounts— Stock onband . . . . 6200
B . . . . 2100 Office Furniture and Fixtures 80

C . . . . 1280

D . . . . 1000

4,380

£13,380 £13,380
— [N

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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adjustiments 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 (z). 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 . . . . 1,800
Stock on hand . . f . . 3,670 -
Sundry Debtors . . v . . 3,885
Ofiice Fixtures . . . . . 10

(i) The creditors are discharged by payment of £2,385.
{iii) The costs of realization and expenses incurred during
the period are £126.
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X, Y, anp Z,
BaLaNce SHEET,
31si December, 19..

£ £ £
Sundry Creditors . 2,500 | Cash in hand and at Bank. 150
Capital Accounts— Machinery and Plant . . 2,000
X .. . 2,500 Stockonhand . . . . 3500
Y. . 2,000 Sundry Debtors . . 3,900
Z . 1,500 Office Fixtures . P 50
- 6,000
Current Accounts-—
X . . 600
Y. . . 300
YA . . 200
1,100
£9,600 ) £9,600
CASH ACCOUNT.
£ £ o £
To Balance . . 150 By Realization Ajc:
.» Realization Afc: Sundry Creditors . . 2,385
,» Machinery & Plant 1,800 .. Expenses on Realization . 126
,» Stock on hand 3,670 ,» Current Accounts: X.. . 600
,» Sundry Debtors 3,885 Y. . 300
,» Office Fixtures 10 Z., . 200
9,365 ,, Capital Accounts: X. . 2460
Y. . 1,968
Z. . 1476
£9.515 £9,515
REALIZATION ACCOUNT.
£ | £ £
To Machinery and Plant . - 2.000 | By Sundry Creditors . . . 2,500
., Stock on hand . .. 3,500 ,» Cash .. 9,863
»» Sundry Debtors 3,900 | ,, Transfer to Cap A/cs,
» Office Fixtures 50 being loss on realization :
,» Cash . 2,383 X . . . 40
v E\penseq of Reahm- Y . . . 32
tion 1 Z 24
96
£11,961 £11,961
. Ee— 1 ' —y
CAPITAL ACCOUNTS.
o | X | Y z. Y. | Z
‘To Loss on Realization i 40 32 24f By Balance . 2,500 | 2,000 | 1,500
» Cash . 2,460 ) 1,968 || 1,476
122,500 (£2,000 1,500, £2,500 |£2,000 1£1,500
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Example g (). 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
“c” ™ 1 . . 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 Accouniants’ Intermediate Exanunation,
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



: EE | orea |
Debtors,! Stock. || Tetal Realiza-| itors. Ad- Total,
tion. vances.
19.. £ £ £ 18., ) £ £ £ £
Mar. 31 { To Balance . . . 400 { Apr. 30| By Realization Account—
ApE. ”» ation Awount . . . 800 400 1,200 Expenses . . . 100
Mayait ,, » » . . . 1,200 600 1,800 Creditors . . . 1 1,500 1,860
Juae 30} ,, » > . N . 700 350 1,000 | May 31,| ,, Realization Account . .
July 811 ,, » " . . . LO0o 100 1,100 Ex . . B 80
Aug.31} » n . . . 200 350 580 Creditors . 1,500
» &1 for portion of advanoe in
excess of capital o 220 1,800
< Jured0| ,, ReahEzatmn Accouht— -
5 A1 for bala.nce of advance i
excess of capital . 280
» Balam:al in “proportion to
Seof (650 . .£390.
’ioﬁ 650 . 260 )
— 8s0 || 1,000
. JJuly 811 ,, Realization Account . 50
: A Capital Account 310
B: 340
(Amount requued’ to b:mg
accounis of A, B, and C
m Oporbons
H .. B 1&,
pital Account . 10
B » " - 86
. C: NE 34 | 1,100
Avg. 81| Reahz:mon Actount—" 50
Capltal Acccunt . 280
» 186
c: £93
Less amount” agreed "for
payment of debts 0
-— 34 850
£3,900 | £1,750 | £6,050 £350 | £3,000 | £2,700 || £6,050
R, Ak ! R. AJe R. Afc i R.Afe




Dr.

19..
May 31
June 30
July 31

Aug. 31

19..
Mar. 31

Aug. 31

CAPITAL ACCOUNTS. Cr.

A, B. C. A, B. C.
£ £ £ 19.. £ £ £

To Cash B . . 220 Mar, 31 | By Balances . . . 2,000 | 1,000 200

PR, R 280 | 260 <

v - 390

p e 510 | 340

o 100 67 33

v e - . . . .t 280 186 34

,» Transfer to Realization Ajc

for balance of debts out-
standing 60
»» Realization Account for loss
transferred . 220 147 73.
£2,000£1,000 | £200
i ) |
REALIZATION ACCOUNT. Cr.
£ 19.. . ] £

To Sundry Debtors .| 4,200} Mar. 31 | By Creditors 3,000

. Stock . . 1,600] Aug. 31} ,, Cash . . .

.» Cash— Sundry Debtors 3,900
Expenses of Realization .1 350 Stock . 1,750
Sundry Creditors .| 8,000 ,» C: Capital Accounts— ‘

Balance of Debtors . 60
.» Capital Accounts— i
Loss on realization divisible : I
A . 4220 |
B: % . 147
C: . 73
: — | 440
£9,150 |‘{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 rafa 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 Capital Accounts of the solvent
partners, If the amount to the debit 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 10, The following is the Balance Sheet of G, M and W
(equal partners) after all the assets have been realized and the
liabilities paid off, but before the loss on realization is divided—

BALANCE SHEET,

: 4
Capital Acoount: G . . . 9:%00 Cash, . . . . + « . 5000 -
» w M . . . 1000 | W: Capital overdrawn . . 3,500
Loss on Realization . . . 1,500
. £10,000 £ 10,000
o e

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

G {38y of £6,000— {500 = 4,éoo
M 355 of £6,000- £500 = 100

£5,000

The loss of W’s capital {4,000 (£3,500 as per Balance Sheet above,
plus one-third of loss on realization chargeable to W) is as follows—

G 8P X £4,000 = s,’%oo
M A88% 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. ' CAPITAL ACCOUNTS. Cr,
| G. M, W. G. M. W.
To Balance . '. 3,500 | By Balances . . <[|10,000| 1,000
s Loss on Realization .|| 500| s00| 500
» Cash . .| 4,900 100
,» Contra division of W's » Contra deficiency di-
deficiency . ol 3,600 400 vided between G & M. 4,000
:£§,000 £1,000 {£4,000 £1[10,000£1,000 £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 heis), and it will then be found that
the credit balance on Capital Account is equal to the available
cash,

Example r1. 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. £ Assets. £
Unsecured Creditors . . . 8600 | Cash. . . . . . . . 10
Creditors secured on Freehold Stock . . . . . . . 2700

Premises . . . 1,000 | Book Debts. . . . . . 3,400
Bank Overdraft (umecured) 1,800 | Freehold Premises. . . . 1400
Plant . . . . . . . 2,19

£9,700

A, Deficit . . . . . . 1,580

B. v e e ... 120

£11,400 £ 11,400

semam e

LY
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 E xamination,
November, 1916.)
7—(14107)
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JOURNAL.
Sundries . R . . . . . . Dr. £ i
To Sundmes—~
Sundry Creditors . . . . -\ 8,600
Creditor secured on Freeho]d Prexmses . . . .| 1,000
Bank Overdraft . . . . . . . .(| 1,800
Stock . . . . . . . . 2,700
Book Debts . . . . . . . . 3,400
Freehold Premises . . . . . . . 1,400
Plant . . . . . . . . 2,190
Realization Account 1,710
(For Sundry Assets and Liabilities tra.nsferred to Realization
Account.)
Realization Account . . . . Dr. ||10,400
To Creditors” Composxtlon Account . . . . 6,500
»» Profit and Loss Account. . 3,900

(To gwe effect to agreement for composition of 123 6d. in the
on £10,400 unsecured creditors at this date.)

Profit and Loss Account . . . . . . Dy, || 2,040
To Realization Account . 2,040

(Being loss on realization of assets, mcludmg expeuses oi
realization.)

Profit and Loss Account . . . . . . Dy». || 1,860
To ‘“ A" Capital Account . . . . . . 1,240
“B” 620
(DIVISIOn of final batance of Profit and Loss Account in’
accordance with agreement.)
“B” Capital Account . . . . . . Dr. 340
To ““ A" Capital Account . 340
(Deficiency of ““ A’ on Capital Account whmh hemg irre-
coverable from A, is now transferred to debit of B as a loss. )i
I
CAPITAL ACCOUNTS
A, B. {‘ A, B.
To Balance . 1,580 120 ) By Profit & Loss Ajc N 1,240 620
o AT Capntal A/c 340 ,, “ B Capital Ajc.| 340
.+ Cash . . 160 ,
£1,580 £620 4 £1,5801 £620
CREDITORS' COMPOSITION ACCOUNT.
£ £
ToCash. . . . . « . 6500 | By Realization Account . . 6,500

AT e ]
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REALIZATION ACCOUNT.

£ £,
To Stock . 2,700
., Book Debts. 3,400
., Freehold Premises . 1.400
., Plant 2,190
., Creditors' Comp051-
tion Account . 6,500
, Profitand Loss Ajc. 3,900
10,400
(For settlement wunder
agreement of composi-
tion with creditors.)
,. Cash (paid to secured Cred-
itor) . . 1,000
v e }w(pcnses of Rcahzatlon 400
£21,490

CASH ACCOUNT.

£ £
To Balance . . 10
,, Realization Account
(being amount re-
cered on sale of
assets as follows) :
Freehold Premises 1,300
Stock . . 2,400
Book Debts . 2,800
Plant . 1,550
8,050
£8,060 |

PROFIT AND LOSS ACCOUNT.

To Realization Account : 4 - ‘
Loss on realization
of assets, includ-
ing expenses of '
realization 2,040
» Capital Accounts :
Balance transferred :
A . .8 1,240
B .4 620 i
1,860
£3,900

£
By Sundry Creditors . 8,600
,,» Creditor secured on
Freehold Premises 1,000
,» Bank Overdraft 1,800
,, Cash (received on
sale of assets) :
Freehold Premises 1,300
Stock . . . 2 400
Book Debts 2,800
Plant 1,550
8,050
,, Profit and Loss A/c 2,040
£21,490
. £
By Realization Account :
Cash paid to secured cred-
itor . . 1,000
,» Realization A/c Expenses
of realization . 400
., Creditors’ Composition A/c 6,500
. B Capital Ajc:
Balance of cash applied in
settlement of B’s ajc so
far as possible . 160
£8,060
£

By Realization Account :
Abatement of 7s. 6d. i
the £ by unsecured rreda
itors amounting to £10,400 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



100 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

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 Is. 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
1s. 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 might be
necessary for him to pay in in order to carry on the business.
Jones was to manage the business during that time at a salary of
£1 10s. 0d. a week and § 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:
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draw Brown's Balance Shect as on that date, taking the Stock
at a valuation cf £150. It is necessary, in accordance with the
terms of the Agreement, for the Balance Sheet to show the amount
then due to Brown.”

Sundries . . . . . . . . Dr. £ £

To Sundres—
Debtors . . . . . . . . 500
Stock . . . . . . 200
Furniture and Fixtures . . . . . 20
Jones's Deficiency Account . . . . . 430
To Brown . . . . . 1,000
,» Creditors’ Composmon Account . 150

(For assets and liabilities outstanding, including composxtlon
of 1s. in the £ payable to creditors of Jones.)

Cash . . . . . . . . Dr. 300
To Brown . 300
(For cash paid into the business b\' Brown as w orkmz capxtal )

STATEMENT SHOWING NET PROFIT FOR THE HALF-YEAR TO
31str DECEMBER, 19..
ASSETS IN THE BUSINESS AT 31sT DECEMBER, 19..—

. 4 4 £ s d
Debtors . . . . . . 700
Stock . . . . . . 150
Fixtures . . .1 238
Cash at Bank and in hand . . 200
1,075
Less Creditors . . . 30
Amount due to Bro“n . . 1,300
1,380
i Jones's deficiency of assets at 31st Dec, 19 ., 303
, ) 30th June, 19.. 430
Balance being Profit for half-year . 125
Of which 5% is payable to Jones as Commussion. 6 5
And the Balance payable to Brown . . . U815 -
BALANCE SHEET,
31st DECEMBER, 19, .
£ s d £ s d £ s.d £ s d
Sundry Creditors . 80 —~ - Cash at Bank and on
Jones ; CommissionAc 6 3 — hand . . L 200 - -
—————— 86 3 - | Debtors . . . . 700 - -
Brown: Advance A’c 1,300 -~ Stock . . . . . 150 - ~
Less proportion of Fixtures . . . . 23 - -
Profits  payable Jones :
under agreement 118 15 -~ Deficiency at June
— L1881 5§ - 30, . . . 430 - -
Brown : Proportion of Less Profit for d yr. 123 ~ -
Pronts pavable under e e
azreeraent . . . 18 15 - 305 - -
Add Commissiondue 6 5 -
311 3 -
£1,3% 5 - {138 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 practically 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 arnalogons 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 compaunies 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 emtity 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. Purthermore, 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

103
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the Act with or without limited Lability. 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 this section must be understood to be to the Companies
{Consolidation) Act, 1908.

Limited companies formed under the Act are of two kinds—

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 shares or debentures in the company. As a com-
pensation for these restrictions 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 farmliar.

The Various Classes of Shares. A share which has no spécial
privilege over any other share in the company, and is under no
disadvantage as compared with any other class of shares in that
company, 1s known as an Ordinary Share, A company which
issues only one class 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 and 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 vears, the dividend is cumula-
tive and the shares are described as Cumulative Preference Shares ;
if the dividend cannot be so carried forward, then the shares are
Non-curnulative Preference Shares, though tlﬁew 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 ghares
give a right to a share in the balance of the profits left after such
dividend has been paid, they are known as Participating Preference
Shares, and it will readily be seen that they may be either cumulative
or non-cumulative as regards the preferential dividend.

Deferred Shares may be issued which are not entitled to a dividend
until the Ordinary Shares 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 dividend after the persons introducing
new money have received 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, known as Founders’ Shares, is issued to
vendors of businesses or of patents, as consideration for the sale
of the goodwill 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 paying 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 business by will, 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
persogg are required to--—

1. 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—

1. The name of the company with ““ Limited "’ as the last word
of such name.

2. A statement to the effect that the lhability 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-—

1. 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 benceforward
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 part, 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 ¢n 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 sarplus 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 called 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

“letter of allotment ” is sent, setting out the number of shares
al]otted 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
sharcholders 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 Awuthorized
or Nomunal Capital of the company. In a well drawn Balance
Sheet this amount will De 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 known
as the Called up Capital. Deducting from this latter the arnount
of the calls in arrear we get the Paid up Capital, which amount is
extended into the effective cash column i the Balance Sheet.

Example 1 (4) is an illustration of a familiar arrangement in
cases of conversion of a traders’ business into a private limited
company. Example 1 (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 modifications, which are
important—

1. 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 liabilitv.  Toeovercome
the scruples of those persons who cannot regard the share
capital as a liability, it i3 a common practice to head the debit
side of the Balance Sheet with the words “ Capital and Liabtlitics ™
instead of the one word * Liabilities ”* as in the case of a private
trader or partnership.

2. Amounts paid for goodwill, and differences which it is proposed
to write off assets, cannot be written off out of the Capital Account
but must remain in the Balance Sheet in suspense until the Profit
and Loss Account has grown in credit to a sufhicient extent to enable
the company to write off the amount out of profits.

3. The difference between the value of the shares allotted under
the agreement of sale, and the value of the assets transferred, must
be regarded either as an amount due to, or by, the vendor, or as a
reserve (if a credit balance), or payment on account of goodwill
(if a debit balance). It should be particularly noted that in no
case can the balance be treated as capital unless there is a definite
agreement with the vendor to that effect and shares have been
actually issued.

JOHN BROWN.
Baraxce SureT,
30th June, 1920,

+ 4 4 4
Sundry Trade Creditors 7,500 Cashin hand . . . 30
Less Reserve for Dis- . atBavk . . . 2,50
counts . . . . 373 2,350
7123 Sundry Debtors . L 8o
Amounts accrued owing 325 Less Reserve for Dis-
Jobn Brown : Cap. Ac 15,000 counts & Bad Debrs 600
- S 400
Stock-in-Trade . o 5,000

Machinery and Phat
Qitice X Shop Fixtures
Sundry amts, prepand .

S22 450

Example 1 (¢). Brown, whose Balance Sheet on 30th June, 1920,
appeared as above, decided to convert 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 the company at the Balance Sheet valuation.

(i) The comipany to pav Brown by the issue of 9,998 shares,
and the balance to remain on loan at 6 per cent.

(1) The company to collect the book debts owing to Brown
and pay the creditors owing 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. 2
To Share Capxtal Account . 2
(For amount paid by subscribers to Memorandum oi Assoma‘
tion for shares subscribed for by them as follows—
Jobn Brown One share
Amelia Brown »

Sundries— Dr.
To Sundries—

Stock-in-Trade . - . - .1 5,000

Machinery and Plant . . . . .1 8,000

Office and Shop Fixtures. ~ . . .|| 1,000

Share Capital Account . . . . 9,998

John Brown: Loan Account . 4,002

(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 . . . . . . 50 f

Bank Account. . - . . «f 2,300 |

Sundry prepaid amounts . . . . 700

Amounts accrued owing . . . . 325

John Brown: Loan Account . 2,725

(For assets and liabilities outstanding at 30th June, 1920 due
or owing to vendor transferred to the company.)

Sundries— Dr.
To Sundries—
Sundry Debtors . . . .| 6,000
Jobn Brown? Suspense Account . . .jt 1,500
To Sundry Creditors . 7,500
(For debtors and creditors of the vendor agreed to be col- .
lected by the company.)




COMPANIES

JOHN BROWN (1920), LTD.
BALANCE SHEET,
30th June, 1920,

Capital and Liabilities, £ £ Assets. £
Nominal Capital-— Machinery and Plant . .
12,000 Shares of £1 each » 12,000 Office and Shop Fixtures
wsssmns 4 Stock-in-Trade .
Subscribed Capital— Sundry Debtors .
10.000 Shares of £1 each, fully pald 10,000 .  Prepaid Amounts
Jahn Broum Loan Accownt . 6,727 Cash at Bank .
Amounts accrued owing | - . 325 ,» in hand .
Sundry Creditors | . . . 7,500 | Joho Brown: Suspense Account .
£24,552

111

£24,552

s

Example 1 (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— Dy.

To Sundries :

John Brown (1820), Ltd.
Sundry amounts accrued owing
Stock-n-Trade

Machinery and Plant ; (@)
Office and Shop Fixtures .
Cash Account . . . . .
Bank Account . . . - o
Sundry prepaid amounts .

(For assets transferred by agrecment dated 30th ]une
1920, to John Brown (1920), Ltd., and marked (a) above, |
and additional assets acquired, and liabilities assumed by
that company on that date.) I

]ohn Brown (1920), Ltd. Shares Account. . . Dr. '
Loan Account . . . Dr.
" To John Brown (1920), Ltd.
(IFor 9,998 shares allotted in part consnderatlon for ‘:ale 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

16,725
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John Brown (1920), Ltd. Loan Account . . . .} 5,510
Discount Account . . . . . Dr. 430
Bad Debt Account . . . . . . . Dr. 80

To Suudry Debtors . . 6,000

(For cash collected by John Brown (1920) Ltd from debtots
as my agent, discount allowed, and to weite off bad debts.)

Sundry Creditors . . . . Dr. || 7,500
To John Brown (1920) Ltd. Loan Account . . 7,080
,, Discount Account . . 400

,, Bad Debt Account . . . . . 20

(For cash paid by Jobhn Brown (1920), Ltd to creditors as my; -
agent, discount allowed by creditofs, and to write off un-
claimed balance.) -

Profit and Loss Account . . . . . . Dr. 40

To Bad Debt Account . . . . . . 40
Discount Acconnt . . . . . Dr. 195

To Profit and Loss Account . . . N . 195
Profit and Loss Account . . . . . . Dr. 155

To Capital Account . 155

(For nominal accounts outstandmg transferred to Profit and
Loss Account and balance of profit (on realization) trans-
ferred to Capital Account.)

Capital Account . . . .Dr |15,155
To John Brown (1920), Ltd,  Share Account . 9,998
Loan Account . 5,157

{For assets remammg in business taken in d:scharge of Capxtal
Account,)

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 XY Z Company, Limited, is formed with a
nominal capital 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--

Ord.  Pref.
Shares.  Shares.
: £s d {5 d
Payable per share on Application . . . 1 -
a " ,» Allotment . 4 - 5 -
1 » 3 months after Allotment . 12 6
. »  as and when called . 18 -
QA - - f1- -
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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

(For cash received on application for 62,780 Ordinary Shares
at the rate of 1s. per share under terms and conditions of
prospectus dated ... )

To Apphcatxon and A]lotments (Ordmary Shareﬁ)‘A/c .

Cash Dr.

To Apphcatlon and Al]otments (Prekrence Shares) Aje.

(For cash received on application for 47,600 Preference Shares
at the rate of 25, 6d. per share under terms and conditions
of prospectus dated ........c.oorriicaiins )

Applications and Allotments (Ordinary Shares) Account Dz.
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.. [SUPRPRUUIRVORNE ;3 s BE 1.
accordance with resolution of the Board dated..
Minute Book folio.............. )

Applications and Allotments (Preference Shares) Afc . Dr.
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...............)

Appl};atlons and Allotments (Ordinary Shares) Account Dr.
o Cash .

(For amount paid on apphcatlon for 780 sha.res repald to

applicants, such applications having been refused by
resolution of the Board dated................ MinuteBook........)

Cash . . Dr.

To Appllcatlons and Allotments (Ordmary Shares) Afc.

(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)

£
3,139

5,950

12,500

17,850

39

9,400

3,139

5,950

12,500

17,850

39

9,400
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: £
Cash B Dy. 111,900[
To Apphcatlons and Allotments (Preierence Shms) Alc 11,900
(For cash received on allotment of 47,600 shares at the rate
of 5s. per share.)
Call (Preference Shares) Account . .- . . ‘Dr. 20,750
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..........c.innes )
Cash . . Dr. 129,750
To Call (Pteference Shares) Account . 29,750
(For cash received in discharge of call on 47,600 "Preference
Shares at the rate of 12s. 6d. per share.)
Dr, CASH ACCOUNT. Cr.
To Applications and Allotmems {Ordin- ¢ By Applications and Allotments (Ordin-
ary Shares) Accoun 3,139 ary Shares) Account . . .
»» Applications and Allotments (Prefer- » Balance carried down . 60,100
eace Shares) Account 5,950
" Applicatwns and Allotmems (Ordu\
arly; Ares) Aecoun: 9,400
" App ications and Allotments (Pm(er-
ce Shares) Accoun . 11,900
» c:n {Preference Shm) Account . 29,750
£60,139 £60,139
"To Balance brought down . . 60,100
Dr, ORDINARY SHARE CAPITAL ACCOUNT. Cr.
Iy Z
By Application and Al.lotmen( Actount ¢
mount payable on application
and allotment of 30,000 shares
at the rate of 5s. per share . 12,500
Dr. PREFERENCE SHARE CAPITAL ACCOUNT. Cr.
£ £
By Application and Allotment Account : -
Amount payable on application
and allotment of 47,600 shares
at the rate of 7s. 8d. per share, 17 850
» Call Account:
Amount payable on 47,600 shares
at the rate of 125. 6d. per shace. 29750
{47,600
Lt
Dr. APPLICATIONS AND ALLOTMENTS (ORDINARY SHARES) ACCOUNT. Cr,
- To Ordinary Share Capital Account : By Cash s J
Amount payable on sapplication Amount paid by applicants for
and allotruent of 50,000 shares 62,780 shares at the rate of la.
at the rate of 5. per share . 12,500 per share . 3130
" Amount repaid to applicants for Balances paid on allotment o(
780 shares at the rate of 1s. per 50,000 shares . . 9,400
to whom no shuu were
allotted . . 39
£12,58 £12,539
—— —
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Dr. APFLICATIONS AND ALLOTMENTS (PREFERENCE SHARES) ACCOUNT. Cr.

! £
To Preference Share Capital Account ; ‘ ! By Cash:
Amount pavable on application Amount paid by applicants for
and allotment of 47,600 shares ‘l 47,600 shares at the rate of
at the rate of 7s. 6d. per share. 17,850 2s. 6d. per share . . . 5,950
I By Cash :
Amount paid on allotment of
47,600 shares at the rate of 3.
per share . . . . 11,900

Lr. CALL (PREFERENCE SHARES) ACCOUNT. Cr.

£ £
To Preference Share Capital Account : By Cash:
Amount payable on 47,600 shares Amount paid on 47,600 shares at
at the rate of 12s. 6d. per share 29,750 the rate of 12s. 6d. per share . 20750
BALANCE SHEET.
Capital and Liabilities. £ £ ‘ ASSETS, £
Nosunal Capual— 1 Cash at Bank . . . . . 60,100
30,000 Ord. Shares of £1 each 50,000 H
50,000 8%, Cumulative Prefer-
ence Shares of £1 each 50,000
£100,000
Subscribed Capital— |
30,000 Ordinary Shares of £1
€ach,upon which there
has been called and
paid up 3s. per share 12,500
47,800 8%, Cumulative Prefer-
ence Shares of {1 each
fully paid . . 47,600
60,100
£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 rlghts of either suing the defaulting shareholder
as for a debt, or of forfeiting the shares. In the latter case it will
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 will 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 presént holder, is equal to, or in excess
of, the amount considered as paid.

Where shares are re-issued in this manner and a discount is
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allowed to the new holder, the correct entry is {o 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, itis 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,
) s. d | £ s d

Ordinary Share Capital Account . . . Dy, £50 -

To Call Account . N N B . . 37 10

,» Forfeited Shares Account . . . . 210 -

(For forfeiture of 50 Ordinary Shares allotted to Mary

- Jones, upon which there had been paid £12 10s. (Ss.

per share) and upon which there was an unpaid call

amounting to £37 10s. (15s. per share) as per Minutes
of the Board dated........c.oo i)

1

Cash . . . . Dr. 42 10 ~
Forfeited Shares Account. . . . C 710 -
To Ordinary Share Capital Account . . .
(For re-issue of 50 Ordinary Shares greviously for-
feited, to Henry Brown, who paid £42 10s. (17s. per
share), the shares to be considered as fully paid up

as per Minute of the Board dated............ )

Premiums on Shares. A company cannot issue shares at a
discount, but there is nothing to prevent it from issning 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 of the premium amongst its shareholders
in the form of dividend. However true this may be in law, it
appears clear that from an accountancy point of view 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 will be 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 nominal 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 conteation that a profit 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 agise 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 entnes 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 shows 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 upen 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 A B C Company issue 10,000 shares of £1 each at a premium
of 5s. per share payable—

£ s d.
On Application . . 2 6 per share
,, Allotment. . . 10 - " (including premium of Ss.}
Three months after
Allotment . 12 6 ™
45 -

R
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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 receive allotments to the extent of 75 per cent.

JOURNAL,
| £ £
Cash . . Dr. | 1,500
To Applxcabon and Allotment Account 1,500
(Cash received on application for 12,000 shares, at 2. 6d. per
share, under terms and conditions of prospectus dated........ )
Application and Allotment Account . . . . Dr. } 6,250
To Share Capital Account . . . . . 3,750
,» Premium on Shares Account . 2,500
(For amount payable on application and allotment of 10 00()
shares at the rate of 12s. 6d. per share, including premium
-on issue of §s. per share under terms and canditions of
prospectus dated...... v and in accordance with
resolution of the Board dated..............
Application and Allotment Account . . . . Dr. i 125
To Cash . . . . . . . . N 125
(For cash returned to applicants to whom no shares have |
been allotted.)
Cash . . . . - . . . . Dr. || 4875
To Application and Allotment Afc . . . . 4,875
(For cash received from allottees of shares— ]
7,000 shares @ 10s. 0d. per share . £3,500 !
3,000 £1,500 ;
in respect of which there has
been paid on application  £500 t
And upon which there
was payable . . 375
Overpaid . £125 £125 1,375
[,
. 44875
Call Account . . . . . . Dr. |' 8250
To Share Capxtal Account . . - . . . 6,250
. . - . . Dr.
ToCall Account . . . . . N 46,2501 6,230
Dr. APPLICATION AND ALLOTMENT ACCOUNT. Cr.
£
To Share Capital Account . . . 3?750 By Cash (on application) . .L500
g;mmm on Shares Aom\mt . . zg » o {on allotment) . . . 4,875

£6,375 £6,375
—— e
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23 SHARE CAPITAL ACCOUNT. Cr,
By Application and Allotment -\ccount 3,5750
, Call Account, . . 6,250
£10,000
Dr. PREMIUM ON SHARES ACCOUNT. Cr,
‘ I By Application and Allotment Account 25500
Dr. CALL ACCOUNT. Cr.
To Share Capital Account . . £G§250 [ By Cash . . . . . . £‘.£250
fabaii —_—
Dr. CASH ACCOUNT. Cr.
To Application and Allotment Account 1£o00 By Application and Allotment Account ‘:125
» " » 4,875 .» Balance carried down . 12,500
., Call Account. . . . . 6,230
£12,625 £12,625
To Balance brought down . . . TE,&)O

Formation Expenses. The expense incurred in the formation
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 known 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, if 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, preliminary 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 forms, 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
formation of the company.

Profits Earned for and on behalf of the Company prior to Incor-
poration. It is the general custom in cases in which a business is
transferred o 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 necessary 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 eaxned 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 emploved to arrive at the proportion of
profits earned prior to the company’s formation according to the
nature of the business and the information available. If accounts
are prepared at the date of the change, the problem is simple, for
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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
mcorporation, 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 3lst 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 profitis 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
gives 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 dav
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 definitely
to one period or another, then such expenses should be debited to
the period in which they arise. Thus, office and warehouse wages,
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 wntten
off out of profits.

2. Those expenses which in their nature fluctuate according to
the turnover will be divided pre 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 will be seen that the
company, as a fact, becomes possessed of the 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 accounting principles, and it is proposed- to compare the
variations in order that so far as is possible a proper 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
there are assets in the business at least equal to the capital plus the
Habilities.

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 contending 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
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making good the loss out of subsequent income, and also that
which enabled a company which worked 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 will 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 vedr 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 capntal as recom-
mended by the Board at a meeting held................... '
and as per resclution of the Company at the annual general |
meeting held the ..........coovviiciin s i

Dividend Account . . . . . . . Dr. 1 5,000
ol

To Cash . . 3,500
,» Income Tax Account . - . . . ‘ 1,500

{Payment of dividend @ 59, on share eapital, less Income
Tax @ 6s. 1n 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 vear’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 . . . .| 7000|7000
» Balance to Appro-
priation Afc. .|| 5,200 | 6,700
Income Tax charge-
able . ., . . 1,800
Less tax. deducteq
from dividends . 1,500
. o

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 suggest 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 Accoun
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 nef 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-known insurance
company shows the treatment recommended for dlwdends 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. 1d.

‘{ £ s, 4. £ ] s 4
To which have been added— i
From Fire Account 252,782 7 3 |
,,  Marine Account . 92808 19 6 |
,» Employers’ Liability Ajc .l 50,000 - - *
Shareholders’ proportion qQf Life | ‘
Profits . . [ 130,000 - - |
Interest, less Income Tax not |i )
carried to other Accounts . 1 318,509 8 3 J
Less— 844,100 | 15| - |
Income Tax on Profits . i 8995 | 9! 86 |
s e e 804,138 1 5 6
‘ 1,853.600 | 12| 7
Amounts carried to— ‘ ‘
General Contingencies Fund .|| 300,000 | - | - :
Superannuation Fund . Ll 25,000 ~ -
‘————————————,’——-—-—-- 325,000 [ - ~
Less— ) b 58600 | 12 | 7
INTEREST ON DEBENTURE STOCK | b :
Paid Ist July, 19. . ‘ 158211 5 -
Provision for amount due o i
and paid 1st January, 19..7 15,329 | 1 | - ;
| £31,150 1 6| -
DIVIDEND— |
Interim : 14s. per share, less . ,
Income Tax, pald 14th Nov., i |
... | 1936747 1 5 |
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: . |
,{"6 686 3 3 |
ot | 186,803 | 2| 9 | i
! 411,627 ; 10 | 2
Balance of Profit and Loss Afc as ; . |
per Balance Sheet . . £1,117,083 | 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 ta
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 oplmons held on thls
subject.

One pomt of view favoured by a large number of leading
accountants is stated by Mr. F. W. Pwley, F. C A., in his work on
the Duties of 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 carried 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 shown 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. 1If, 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 specially 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 entirely detached-from the business.. Whether such detachment
is possible is a matter which does not appear to have been con-
templated, and we shall have more to state on this point in our
comparison with the second view, which is to the efiect 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 termmology 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 2 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.

BALANCE SHEET (No. 1),

£ £
Capital (paid up). . . 100,000 | Sundry Assets . . . 90,000
Reserve Fund . . . 10,000 | Another Asset . . . 10,000
Reserve Fund Investment . 10,000
£110,000 £110,000

PR
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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 . . . . 90,000
Reserve Fund Investment. 10,000
£100,000 £100,000

e

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—

BALANCE SHEET (No. 3).

£
Capital (paid up) . . . 100,000 | Sundry Assets— £.
Reserve Fund . . . . 10,000 (£90,000 - £10, 000) . . 100,000
Another Asset . . . 10,000
—_— e
£110,000 £110,000

The example reveals these facts—

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 investment 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
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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 veserve
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’ balances 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 erronecus 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, ‘ghus making
it impossible to compare the profits of the year with previous
years, or to use it as a comparison with future years without a
number of adjustments. The second method discounts the

9-{14107)
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possibility of estimating the average 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 suggests——

(i) That, prima facie 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
s0 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. Ifsuchisthe case,itis 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.

* 8. 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.

(i) Provision is required for—

(4@) Rates owing to date of balance, £100.

(&) Insurance prepaid, £130.

(¢) Discount on Debtors 3 per cent., and on Creditors 2 per
cent. Reserve for bad debts, £300.

(iii) Depreciation to be written off—

(@) 2 per cent. on Land and Buildings.
{b) 5 per cent. on Furniture and Fixtures.
{¢) 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 December, 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 Bulldmgs @ 5°/
Interest on Mortgage .

Income Tax . . .
Machinery and Plant (at co:t) . .
Furniture and Fixtures (at cost). .
Advertising Account . .
Sundry Creditors

Bills Payable

Cash in hand

London Joint Clty & Mldland Bank Lud.

X Y Z COMPANY, LIMITED,

Dr. Cr.
£
55,000
47,600
: 5
130,000
10,000
124,000
2,500 1,800
1,400
3.500
3,600
2,200
300
330
43,300
10,000
6,000
300
2,000 75
40,000
. 800
5,600
22,000
9,000
120
4,530
et NN
' 1260,480 | £260,480

[

Dr. TrRADING AND ProrIT axp Loss AccoUNnT from 15th May, 19, Cr.
(the date of incorporation of the (xxmpany) to 3ist December, 19 "
19,.. I s dl Ry
Dec, 311 To Purchases, less Re- | . | Dec. 31 ! By Sales, less Returns . | 1'74 000‘ -~
H turns . . .. 130,0()0‘ - - 5 Sock on hund i 42 000\ — -
| Wages . L1 10,000, - !
' ,, Balance: gross pr.fit | ! |
carried down L26,000 - - i “ |
C . (186,000 — | £166,600 | -1 ~
| s <5 ] | .
19... . |1 19... ‘ “} . b
Dec. 31 ' To Office Salaries U1 3,300 -t -] Dec. 31| By Balance bjd . N 26,000,
» Rates, Taxes, and ~ [ i, Discounts on Purs |
Insurance - 1,370 - - | chases H 2,240
1 »» General Trade F(ps i 2,200 -1 - . k‘
,» Discounts on Sales .0 3,790 | ~ - i
» Bad Debts " 5 = i i
i, BankInt, &Chatges 300 - i ;
» Int.on Mortgage . iOO\ - 1 . i
' ,, Income Tax . . 2,000, - - :

Depreciation—
Land & Bldgs. [”00 ! 1

i
|
!
|
i Machinery &
‘ Plant . 4, 000
Furniture &
Fixtares . 40
240 - -
» Amounts written off: ' ‘
Preliminary
Expenses £1,200
Advertising I ‘ |
Suspense Afc 1,400‘ |

| 2,600 - -
e —

|, Balance net profit . 20,930
i " Tcarried to P, & L, |
Appropriation Ac.|  7,3101 - ]

A v yY7Y P 5
ki

! psuo - -

. e——— v—
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X ¥ Z COMPANY, LIMITED.
BALANCE SHEET, 315t December, 19..

CAPITAL AND LIABILITIES, £ £ ASSETS. £ I's
Nominal Capital— Land and Buildings (cost) . . 10,000
50,000 Ord, Shares of £1 each 30,000 Less Depreciation, 29, . . 200
50 000 8% Cumulative Prefer- 9,800
ence Shares of £1 each 50,000 Machinery and Plant (cost) . 40,000
—_— —_— Less Depreciation, 10% . . 4,000
£100,000 £100,000 36,000
= —_— Furniture and Fixtures (cost) . 800
Subscribed Capital— Less Depreciation 5% . 0
50,000 Ord ham of £1 each, —_— 760
aid . X Stockonhand . . . . . 42,000
47.600 8"' Cumulatwe Prefer- Sundry Debtors . . . £43,300
ence Shares of £1 each, Less Reserve for Bad
fully paid . . . . 47,600 Debts and Discount 1,590
e 97,600 ——— 41,710
Forfeited Shares Acoount . - . . 5 | Prepaid amounts . . . . 130
Mortgage on Land and B\uldmgs 6,000 i 41,840
Sundry Credito . £22,000 - Cashinhand. . . . . . 120
Less Reserve for Discfs, 440 w atBank ., . . . 4,530
21,560 —— 4,630
Bills Payable . 9,000 Preliminary Expenses . . 3,600
Amounts accruing due | 5 Less Amount written off, . 1,200
30,735 2,400
Profit and Loss Appropriation Af¢ 7,310 | Advertising Suspense Acoount 5,600
Less Amount written off . 1,400
. 4,200
e t
£141,650 : £141,650
Plinatng o

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 8s. 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
£ s d £

To Preference
Share Divi-
dend Afc . .
Dividend @
8% on47,600
shares for
year to 31st

@ 6s
inthe{ . 1,082 8 -

To Ordinary Sh,

Dividend Aj¢

Dividend @
10% on B
50,4 000 shars ]
for y
SlstDec. 19. 5,000 - -

Less Income

ax 6s.
inthe@£ < LS00 - -

2,525

3,300
.» Income Tax Reserve Alc .| 1,000
,» Balance carried down . g 284

APPROPRIATION ACCOUNT.
s|dq 19, £
Dec. 81 | By Profit and Loss Afc
_ Net profit for peﬂod to
< date . i 7,810

12] -

™4
J

7,310

7,310

19,

Mar. 1) By Balance brought down 284




COMPANIES 135

Note should be made of the special method of treating the
income tax. The payment of £2,000 as shown 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—

1. Naked 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 msolvency
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— .

1. A fixed charge or mortgage upon a certain specified asset
such as land and buildings. The debenture holders having 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 winding-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. o

Provision is usually 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 manmner 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 itsclf may contain the
necessary clauses giving a charge upon the assets of the company,
and the debenture holder will take possession of fitle 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 takem 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 thetefore omitted.
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Debentures, when issued, are usually either pavable in full upon
allotment, or by certain definite instalments. It is therefore not
necessary to consider the possibilitv of anv uncalled liabilitv on
the part of the lenders. For the sake of convenience it is
suggested, however, that in the case of an issue pavable 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 amount payvable
upon 1ssue, at par, at a premium, or at a discount. It is therefore
necessary to consider the additional element which is introduced
by issue at a discount.

It will 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 Hable to repav 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 Account with the face value of
the debentures, debit cash with the actual amount received and
debit a discount on Debentures Account with the amount of the
discount. In the Balance Sheet, the face value of the debentures
will be shown as a liability, and the discount, so far as it has not
been written off out of profits, shown on the assets side in the
same manner as preliminary expenses.

If debentures are issued at a premium and repavable 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
pavable. If this view is taken it is suggested that the premium
mayv be written to the credit of Profit and Loss Account, in the
same manner as the discount, in the case of an 1ssue at a discount,
is written off to the debit.

Where debentures are issued at par and redeemable at a premium,
it is suggested that the amount of cash received, i.e. the par value
of the 1ssue, should be debited to cash and credited to Debentures
Account and the amount of premium which will become payvable
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 actually a discount allowed upon issue.
When the time comes for redemption, the amount of cash _paid to
the debenture holders will be the face value plus the premum, so
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that the entres 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 credit to Cash Account for
the total sum paid. Exzamples are given illustrating the entries
suggested above.

Example 5. The MN Company issues 1,000 debentures of £100
each at par payable in full on allotment.

JOURNAL.
£ £
Sundry Debenture-holders . [ . . .|l 100,000
To Debentures Account . 100,000
(For issue of 1,000 Debentures of {100 each at par uuder
terms of trust deed dated - «.. in favour of
Messrs. A & B as trustees & ure—holders, and
under prospectus dated and as
per minutes of the Board dated.........omm o )
Cash . . . Dr. |l 100,000
To Sundry Debenture-holders 100,000
(Payment for 1,000 Debentures of £100 each issued
e 3t par)

Example 6. The MN Company issues 1,000 debentures of
£100 each at 95 payable in full on allotment.

JOURNAL.
£ £
Sundry Debenture-holders . . . . « Dy, |' 95,000
Discount on Debentures . . . . .« . | 5,000
To Debentures Account ; 100,000
(For issue of 1,000 Debentures of £100 “each at {95 per r
Debenture under terms of trust deed dated...
in favour of Messts. A & B as trustees for debenture-
holders, and under prospectus dated .
and as per minutes of the Board dated
Cash . B . Dr. |} 95,000
To Sund.ry Debenture-holders ' 95,000
(Payment for 1,000 Debentures of £100 each ‘at £95 per |
debenture issued... ) |
I
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Example 7. »A company issues 1,000 debentures of £100 each
at 105 repayable at par.

. '
Sundry Debenture-holders . . . . . Dr. 105‘.60()0 ¢
To Debentures Account . . . R 100,000
o Premium on Debentures Account . . 5,000
{For issue of 1,000 Debentures of £100 each at IOo re-
payable at par under terms of trust deed dated............ ,
in favour of Messrs. A & B as trustees for debenture-
holders, and under prospectus dated... RSN
As per minutes of the Board dated... !
Cash . . . . Dr. | 105,000
To Sundry Debenture-holders A 105,000
(Payment for 1,000 Debentures of glOO each @ £10:> L
per debenture issued ) !
1l

Example 8. A company issues 1,000 debentures of £100 each
at par redeemable at 103.

Sundry Debenture-holders . . . . . Dr. 100,000
To Debenture Account . . . . . . 100,000
Redemption Suspense Account . . . Dr. 5,00.
To Premium on Redemption Accouut . |
(For issue of 1,000 Debentures of £100 each at par, |
repayable at £105 per debenture under terms of trust }
deed dated... v 1 favour of Messrs. A & B
as trustees for debcnturevholders, prospectus dated
.. and as per minutes of the Board |

Cash . .. . Dr. 1100000

To Sundry Debenture- holders 100,000
(Payment for 1,000 Debentures of £100 each at par ‘
i

Issued . .meivecrnroeenseenesonsens )

Where debentures are issued giving 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 sugg®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 nature 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 convenient
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 has 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 tenth year, other years being in
proportion. . Details of the calculation are as shown on the
following page. v
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The amounts owing at the end of each year immediately before the

drawing will be— £

Ist 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
10th ,, . . . 10,000

£550,000

The accommodation provided is, therefore, equal to £530,000 for one year,
of which £100,000 is used in the first vear.
The charge in the first year's accounts will, therefore, be—

100,000 x 12,000
550,000

An alternative method of calculation may be adopted by use of the

following formula—
Let ¢ = the expenses 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,

¢ = 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

= £2,182 approximately.

. 2(i X ¢
tt e AT M
written off A2 = n= D))
By the formula, the above example shows for the first vear—
~2{100000 x 12000) 2 100000 x 12000 /2 182 approx.
10{2 x 100000 (@ x 10000)) 10 x 110000 as before

If there is a sinking fund in operation the same method of
calculation mayv be adopted ; and the annual contribution to the
sinking fund, plus interest, should be regarded as the sum applied
in repayment each vear.

An alternative may be instituted in a suitable case. Thus, in
the case suggested, if there is no provision for a sinking fund or
repayment by drawings, the debenture liability, net (which at the
date of issue mav be taken to be the amount of cash received less
the expense of issue), will appreciate in value as the date of
maturity approaches. The rate of appreciation is the percentage
which is required to increase the net amount to the face value in
the period of issue, that is, in this case, the percentage required
to increase £88,000 to £100,000 in ten vears. Such a calculation
will be made in the manner following.
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Let a == the amount of cash actually received, less expenses of issue,
b = the amount payable on redemption,
# == the number of years e]apsmg betweeu dates of issue and date of
redemption.

Then the rate per cent. required = 100( 4/ - 1)

The rate, therefore, which is required in the example is—

10
100( ,\/ ?8%%‘:)0—0 — 1-01285% approx.

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.

1t 2nd Sed
Method. | Method. | Method.

£ £ £ £
To Expenses of Issue . . . 2,000 } By Profit & Loss Afc:

» Discount on Debentures . o 10,000 1st Instalxnt 1,200 2,180 1,131
nd 1200 1.972( 1,148

8rd " . 1,200 1,748 1,161

4th ” 200 1,527 1,176

5th » . 1,200 1,308 1,191

6h , .| 1,200{ 1 090 1,207

7t . . 1200 1,223
gh, . 1,200 651 1,239

sth , I 1,200 435 | 1,255

10th » - 1,200 217 1,271
£12,000 £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 maturitya
sum equal to the total debenture issue : this sum is the annuity
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which will amount, with interest, to the total issus 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 Dr.
To Cash
(2) For transfer to the Sinking Fund from the Profit and Loss Account—
Profit and Loss Account Dr.

To Sinking Fund Account
(3) For an investment of a sum out of the Deposit Account—
Sinking Fund Deposit Account Dy,
To Sinking Fund Investment Account
(4) For interest received on an investment of the Sinking Fund—
Sinking Fund Deposit Account Dy.
To Sinking Fund Account
(5) For realization of $inking Fund investments and application of same
in repayment of the debentures—

Sinking Fund Deposit Account Dr.
To Sinking Fund Investment Account
Debentures Account Dr.

To Sinking Fund Deposit Account

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... £ s d
June 30. Paid to Deposit Account . 8500 - -
July 1. Bought £500 59 War Loan Bonds to bearer at a cost
(including all charges) of . 472 10 -

Dec. 4. Deposit account credited with interest on War Loan
for half year, less tax at 6s. . . . 815 -
31. Deposit Account credited with interest . . . 18 -

Paid to Deposit Account . B . . . 500 -
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The Ledger Accounts would then appear as follows—

Dy, SINKING FUND INVESTMENT ACCOUNT. Cr.
Deposit Amount Deposit || Amount
Account. | Invested Account. | Invested.
19... é sidd £ |s|d] 1917 - £ |sldll £ |s)d
une 30| ToCash . . . . 00 | =l ~ July ¥} By Contra—
uly 1] ,, Contra— Amount in-
- Cost of £500 vested in 5%
8% War Loan War Loan
Bonds to Bonds to
. arer . . 472)10{ - beaver . .| 472)10] ~
Dec. 4| ,, SinkingFundA/c| Dec. 31| ,, Balancec/d .| 537 8| - 472[10]
Interest for +
year to date
on 5% War
Loan Bonds . 8 15|
31| ,, SiokingFundA/e|
Int.on Deposit 18{
T ow Cash. . L Ll 500 -
. £1,009 |13 ~£472|10{ | - £1,009 |18 ~[1£472)10( ~
Dec. 31 | ToBalance bjd .|| 837 3 | 472)10f -}
(£1,009/13/-)
Dr, SINKING FUND ACCOUNT. Cr.
Sinking
Fund Amount
Inv'stm’t, ||Invested.
Account.
sid:| £ |s]d] Dec. 4 ) sldfl £ |std
£ By Int. onWarLoan £ 8|18 ~
» _»n onDeposit 18 —
o Pl &L A . 1000( = -
£]/1009{13¢ ~

Tt 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 debentures be made. Any profit
or loss which may arise upon sale of the 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—

(2) 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.

{¢) The amount paid or agreed to be paid on the shares held.

() The date that each person was entered on the register
as a member,

(¢) 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. MivuTE Booxk, 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 subsequently 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 posted

10—(1410%)
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into the Shareholders Ledger, the totals are 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. Cair 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. REGISTER 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 transactlons 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. George Robinson, 299 Ashley Road, Rowdon, Chesln:re,

Managing Director . 30,0001 16,000
2. William Sxm%h 85 Moorgate Street I.ondon EC

Chartered Accountant . - 750 500
3. Mary Jonmes, 127 High Street, Llanel]y. Spmster . 501 - 100
4, Henry Brown, 82 King Street, Manchester, Solicitor. 200 1,000
5. William Turner, 'The Gables,” Knott End Fleet- )

wood, Gentleman . . 24,000] 30,000
6. Thomas Johnston, 80 Church Street Ma.nchester,

Merchant . 7,000
7. Harry Evang, E. Manchester, Cha.rtered Accountmt . 780

- £62,780 | £47,600

Allotments were made in full on applications Nos, 1, 2, 8, 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 Shares 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 5s. 3d. per share.
Oct. 2. Henry Brown to George Robinson :—-100 shares 20s. called and 5s,
paid at §s. 3d. per share,
Nov. 1. George Robinson to Thomas Renshaw, 36 Thomas Street, Man-
chester, Merchant : 100 shares fully paid at 25s. per share.

Dates—
Of applications, Ist June, 19.. Of forfeiture of shares, 30th Nov., ..
,, allotments, 21st June, 19.. ,» re-issue of forfeited shares, 31st

,» call, 30th September, 19.. + December, 19..
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Finsr anp FivaL CaLL or 188, PXR SHARE MADE 30vH SEPTImbER, 19,.,

CALL BOOK.

PAYADLE TORTHWITH, MAKING SuARES Furiv Pamp.

Fol.in Shares acquired Shares dfsgoscd Amount
B (A 1 Dbt A N Tt
Name. Address, Occupation. ;f‘ A u?g:ﬁt Call Liabifity. |1 pg4, pr?x?d“.m Coll Liability. Shares
Mem- || held, No.of [| Amt, of No.of || Amt. of for-
iShares || Liability, ares | Liabitity, || felted.
£ lsla, £ 1sal 10.. £ fea £ lelall £ lsla
Robinson, Georgo 299 Ashlay Road, Bowdon, MDa‘nng:ng 1 {{34,000 ({25,500 | ~| ~| Oct, 2 {25,758 | ~| .
7.3 rector
” » For shares transferred from  |Heary Brown] 1 100 if 75 | = = '
0,
Smith, Wikiam 85 Moorgais Streot, London, ghnrtergd . 2 750 562 1104 ~ » 307 §62101 ~
.C, ceountan .
Jones, Mary 125 High Street, Llapelly Spinster 3 50 37 10f ~ Nov. 39| 87 (10| -
Brown, Henty 82 King Strect, Manchester | Solicitor 4 200 150 | -1 - Qct. 2 75] ~ ~
For shares transferred to , 100 1} 78 -1
Geofge Robinson (No. 1} .
Turaer, Willlam "'Jx'q.ho Gabl?," Koot End, | None 5 80000 8,000 - | » 12]6000) < <
featwoo
Johnston, Thomas 60 Church Strest, Manchester] Merchant 7,000 5,250 —| | n 8]5260) - ~
50,600 137,500} -) ~if 10D 175 | -] - 137,482 |10 ~} 100 }I 78 ~{ 87 10| =
1=




REGISTER OF TRANSFERS.

TRANSFEROR. TRANSFEREE, No, of |Distinctive Nos.
Na. of Shares
Date, |Trans- Fol. in Fol.in || Trans- Remarks,
fer. Name, Address, Occupation. || Reg- Name, Address. Occupation, |} Reg- If ferred. | From, | To.
) ister, ter,
1917, i < —
July § 1 ‘Turner, “The Gables,” Noae 5 Robinson, 299 Ashley Road, | Managing ’ 1 4,000 | 31001 | 35000 {! 8s. paid up
William Knot(ti End, Fleet-| George Bowdon, Cheshire{ Director Price 5/3 per sh.
WO
Oct. 2y 2 Brown, 82 King Street, Solicitor 4 ” " ” ” i 1 100 | 30301 | 31000 || 20/~ called
— Henry Manchester 5/- paid
$ Price 5/3 per sh.
Nov. 1 3 Robinson, 299 Ashley Road, | Managing 1 Renshaw, 36 Thomas Street, ; Merchant 7 100 | 30901 | 31000 || Fully paid
George Bowdon, Cheshire | Director Thomas Manchester Price 25/ per sh.
-
o 30] — Jones, 127 High Street, Spinster 3 Forfeited  {Shares Account 8 50 | 30751 { 30800 j| For shares for-
Mary Liagelly feited as per
minute dated....
207~ called
5/- paid
Dec. 31| =~ Forfeited Shiares Acecount 8 Brown, B2 King Street, Solicitor 4 50 | 30751 { 30800 {} Re-issue of for-
Henry Manchester feited shafts as
fully paid as dper
minute dated....
Price 17/- per sh.




SEARE REGISTER

GEORGE ROBINSON, 299 AsnLEy Roap, Bowpon, CHEsHIRE,
Managing Divector,

SHARES ACQUIRED ! Casa Pavasie o'n SHARES
“6'?; Eg No.of {| Distinetive Nos. ‘§ . Total Date ':,“; ‘
" 6| 2%] pate, |Shares 38| Amount of Description || Fol.|| &% Total  |{
2_‘_6 e E g ac- 0l calledup f .y | of Payment. + 8491 Amount. i2
=28 quired)f From To |la on Shares. g2 :
= [Z% & <g ‘
19., : £ |s|d} 1., sl £ |sfd].
1 June 21 1| 30,000) 130000 - || 7,500 | ~| -1 June 21 | Application & !
otment .|| 1 || 5| ~f| 7,500 -] —i-
1| July 5] 4000l 310005000 || 5[] 1,000 | <) ~
) : 25,500 | | 4 Sept.30 | First ana i
Final Call. 1 15[ —([25,500{ ~{ - }-
2| Oct. 2 100 3090131000 4 1007 — -§ Oct. 2| Liability on
Shares  ac-
quired under
TransfexNo.2Jj 1 H18] - 75) -l -t
34,100 34,100 | - | f
1130000
Bal b/d .o . {34,000 isloox 35000} v [134,000| - I
l
2, ) WILLIAM SMITH, 35 Mooreate Streer, Lonoon, E.C., |
Chariered Accoumiont,
1
19.. £ Islal 1., slafl £ [aldi
2 June 21 750 | 30001(30750 —_ 187 10 { June 21 [ Application &| !
otment .|| 1 |} 5] =)\ 187 10| -
562 {10] - Sept.30 | First & Final !
Call . ., . 1 15 || £s62110| ~
750 £750 | - -]
|
3. MARY JONES, 125 Hica StreST, LLANELLY, "Ll
\ e  Spinster. '
18.. £ lsjdf 19.. sld) £ 5.!5
8 June 21 50| 8075130800 —- 12 |10) - June 21 | Application&
otment .| 1 || 5| -l 1210 -
371]10] -] Sept.30 | First & Final
Call . . .| 1 |15} ~] £87t0] -
4, HENRY BROWN, 82 KinG Streer, MANCRESTER,
. Solicitor.
T !
19.. £ |s)dy 194, s|d)l £ lsid
4 June 21 200 ] 3080131000 || — 50| ~| 4 June21 | Application &
Allotment . 1 || §| ~| S0~ -
Re-issue — 150 1 ~( -1 Sept.30 | First & Final
of shares| Call . . o[ 1 {15 = 150) -
forfeited,| Dec. 81 50| 80751]30800 8 50 -
250 £250 | ~|
Balance {bfd . . 150 || 30751{30900 W I £150 ] - -

150



Date of Entry as a member _____

215 Jume, 9.,

Date of ceasing to be a member, 1
DISCHARGE OF AMOUNT PAYABLE ON SHARES. | SHARES DISPOSED OF :
| ./ Dateof'| l\o. ‘Sl Total
Date Date Nature of ]\1 ‘5.5 Entry “ o Distinctive Nos. g & Amount
of Dis- b‘acch ° Fol.!! Amount. | s &' m”—-—w -— $% . calledup
Call. ! charged, ischarge. .‘ Z 1 Tremy i Trans- || pron To ! 5‘““ on Shares
] &l “fer, | ferred [ | & | disposed of.
1 pn
1w | 9. 1,‘ £ 19.. ‘ P la
June 21 { June 1 | ByCash . | 1 1'1 l,w 3 | Nov.1 100 1| 30901 31000] 7 ‘; 100 - -
2 . P R X 30000 Ao
y . i Bal /d 34,000 30001!35000¥ |V 34,000
Sept.30 | Oct. 2| Casb. . . .| 1 25575 | ‘
n 30 i : L | Bt
i e e
‘»‘ i 3,100 T £34100) o -
| { ‘.—_ }1 |
i i [
i 1 i g
i ; ‘ | 1
i I ! 1 bl
; ; | o
i it ! i 1 i !
Date of Entry as a member. 215t June, 19.._._____
Date of ceasing to be a member_ 2
19.. | 19.. Y ls.!d i ! £ ]s.'d.
June 2t | June 1) Cash. . . .| 1Y 3710 “ : |
n 220 v oo e Ll 1501~ i !
h = “‘ﬁ B i
Sept. 30 | Oct. 30 | Cash. 1 ! £562 :10; | il !
‘ : ‘ \ 4 i
| RN S | i
Date of Entry as a member, 215t June, 19, . oo
Date of ceasing to be a member, 30th Nwombﬂ, 19.. 3
i
19.. 19.. ‘ | £ (sfaf | 19.. v l 1 £ 'sla
June 21 | June 1 lcash. . . .1 2 10| 4For- I\ov.a 50! 3075130800 | 8 50" ~| -~
w300, » 10 | | ~Heit- | i i I
Sept. 30 | Nov.30 | Call payable on i \ -
Shares forfeit'd| 1 || 37 [10] ‘. :
! J— |
Date of Entry 38 a member 215t June, 19..
Date of ceasing 10 be a member 4
1., 19.. £ |84 19.. i [ s !s.!d.
June 21 J\mesé Cash. . . .1 10— -f 2 Oct.?.’ 100 3090\|‘31000 1 1000 — -
B P 40 | ~| -] ! ! I
P . " Ballc/d . || 150(] 80751130900 | v | 10] | -
Sept. 30 ' Oct. 2 [ Liabilityon 00| | : 1
| Shares dis- i
posed of under )i i !
Transfer No.2 | 1 75 j - y
i sho. . 1 751~ - ! L
i | = R
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WILLIAM TURNER, “ Tus Gasies,” Kvorr Enp, FLERTWOOD,

SuARES ACQUIRED 3 Casi PAYABLE ON SHARES :
- N o I Sne
Bl 8 No. of)l Distinctive Nos.J & Total 7]
BE|%% | pate. |Soares 58| smount | P | Dessemrion fip, Syl o
Q‘S 2@ " a¢- US| calied up cal, |OF PAYMENT. 1 5 el Amount.
S48 lquired.|| From | To | ™| on Shares. S K
i & &%
19.. £ |sja] 9. £ \sld
3 June2l (12,000 81001] 43000 — || 3,000( -] | JuncZ1 | Application& 5,4,
Allotment .|| 1 | 5| -{| 3,000 -} ~
6,000 | - { Sept.30 | First & Final
- Call. . .4 L [115] | 6,000) | ~
. 12,000 £9,000] -
Balajnce b/d . .| 8,000 35001) 43000 +/ | 8,000| - -
6. THOMAS JOHNSTON, 90 Cruxcr StREET, MANCHESTEX,
Merchant.
: 19.. N £ |s|af s, slal £ |s]d
6 June 21 | 7,000 |}  43001] $0000| ~— | 1,750 | ~| -} June 21| Application &|
otment .| 1 || § - 1,750 | ~| -
§,2501 - J Sept. 30| Figst & Final N
Call, . .|| 1 )l15) —||£5,250 -} -
7,000 £7,000] —| -
7. THOMAS RENSHAW, 88 Tuomas STREET, MANCHESTER,
Meschand,
19.. £ |s|d] 19.. sjd] £ 8|3
3 |Nov. 1 1001 80901| 31000) % 100 —-}
]
8, FORFEITED SHARES ACCOUNT.
19.. £ |sld] 19.. s|dll £ s
For-| Nov. 30, S0 8  30751/30800 3 50} - ]
teit-
ure
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Date of Entry as a member____ 21st June,

190

Date of ceasing to be a member, - 5
Di1sCHARGE OF AMOUNT PAYABLE ON SHARES. I Suares Disposep oF.
| =
Due | pae 51220 No. o | Distinctive ¥ o B || pZo%,
Date . NATURE OF @ Shares| 8.2 h
of Dis- DISCHARG: Fol.l| Amount. | 4 & \ of |, | 23| called up
charged. SCHARCE. 2 8|\ Trans- | [Fans™ To || E%&| onsbares
Call, = ! fer, |ferved.| From o E disposed of.
| | B "
19.. 19.. i £ |s|d] 'o19.. £ lsid.
June 21 | June 1 { Cash. ., . .| 1 [[1,200|~[ 4 1 | July5|4,0001] 31001|35000 1 {1,000 -
w 20 4 - . . » || 1,800 | - BaL| ¢/d 8,0001 35001(43000 | 4/ || 8,000 | ~
Sept. 30 | Oct. 12| Cash. . w || 6.000] - -]
12,000 £9,000 [ ~| -
Date of Entry as a member... ... 2Ist June 19.. . .. )
. Date of ceasing to be a member________ _— 6.
! ! |
19.. | 19.. £ 1sldl | 19.. £ |sid
Jupe 21 | June 1 | Cash, . 1 350 ) ~ -
30| , . w 1| 1,400 | - ‘
Sept. 30 | Oct. 6 | Cash. . 1 ||£5,250] - -
| |
Date of Eatry as a ber..........1s¢t November, 19..
Date of ceasing to be a member S, 7.
|
I
i
;;
Date of Eotry as a member___________
Date of ceasing to be a member._,____ 8.
: 7
19.. I £ d.
Re-| Dec.31| 50| 3075130800 || 4 || £50|~ ~
fissue) el

|
|
!
i
!
{
|
|
|
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STATUTORY MEETING AND STATUTORY REPORT

SECTIONS 65 and 114 of THE COMPANIES (CONSOLIDATION) ACT, 1908,
: 85,—(1) Every Company Limited by Shares and registered on or after the First
day of January Nineteen Hundred and Ope 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 Directors shall, at least seven days before the day on which the Meeting
is held, forward a report (in this Act calied ‘ the Statutory Report ™) to every
Men}ber.tof the Company and to every other person eatitled under this Act to
receive 1t

(3) The Statutory Report shall be certified by not less than two Directors of the
Company, or, whete there are less than two Directors, by the sole Director and
Manager, and shall state—

(#) The total number of Shares allotted, distinguishing Shares allotted as fully
of partly paid up otherwise than in cash, and stating in the case of Shares
partly paid up the extent to which they axe so paid up, and in either case
the consideration for which they have been allotted ;

(8) The total amount of Cash received by the Company in respect of all the
Shares allotted, distinguished as aforesaid ;

() An abstract of the Receipts of the Compan&eon acconnt of its Capital,
whether from Shares or Debentures, and of payments made thereout,
up to a date within seven days of the date of the report, exhibiting under
distinctive headi the ipts of the Company from Shares and Deben-
tures *and other sources, the payments made thereout, and particulars
concerning the halance remaining in hand, and an account or estimate of

. the Preliminary Exp of the C ,27; .

() The names, addresses, and descriptions of the Directors, Auditors (if any),
Managers (if anyg, and Secretary of the Company ; and

(¢) The 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.

(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.

(8) The Directors shall cause a oogy 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 lst, showing the names, descriptions, and
addresses of the Merabers of the Company, and the ber of Shares held by them
respectively, to be produced at the commencernent of the Meeting, and to remain
;})en and accessible to any Member of the Company during the continuance of the

eeting.

{7) The Members of the Company present at the Meeting shall be at Lberty to
discuss any matter relating to the formation of the Company, or arising out of the
Statutory Report, whether previous notice has been given of not, but no resolution
of which notice 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) 1f 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 filing the Statutory
Report or in holding the Statutory Meeting, the Court may, instead of directing
that the Company be wound up, give directions fox the Statutory Report to be filed
or a Mecting to be held, or make such other order as may be fust.

(10) The provisions of this section as to the forwarding and filing 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 bave
the same right to receive and i.ns%ect 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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Number of %

[Form No. 46.
Certificate e 234,381 ..

“ THE COMPANIES ACTS, 1908 to 1917.”’ ]

A
Companies
Registration
Fee Stamp

Report

(Pursuant to Section 65 of The Cornpanies of a8,
(Consolidation) Act, 1908, must be
impressed

OF here,

wrverireenens 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 Statutory

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 §, and Section 114 of The Companies (Consolidation) Act,
y 1908.  (See last page of this Form)

* Here state (@) The Total Number of Shares allotted is........ 97,600, ........
up? fuly paid * the whole of which........Shares........are allotted* payable in cash.
paid vp other- In respect of 50,000 Ordinary Shares allotted as part of the
wise tham 1o above issue, there has been called up and paid the sum of Ss.
cah to e per share, and in respect of 47,600 7 per cent. Cumulative
per Share.” Preference Shares, remainder of the above issue, there has been

called up and paid the sum of 7s. 6d. per share.

(8) The Total Amount of Cash received by the Company in
respect of the Shares issued wholly for Cash i1s.......£30,350. ........
tSeo Com- @nd on the Shares issued partly for Cash is ... fnil.....
panies  (Con~
solidation t () The Receipts and Payments of the Company on
Act, lggs"a?eé; Capital Account to the.......eighth.......day of........... Augusi........,
onback hereof 19, ., are as follows—

PARTICULARS OF RECEIPTS. PARTICULARS OF PAYMENTS.

(- L

£ |sid £ |sid
Amounts vecesved Amounts repaid to
on Application :| applicants for 780
62,780 Ordinary | Ordinary Shares,
Shares @ 1s.i fo whom no allot-

per shave . .| 3,139| — ~| ment was made . 39| - ~

47,600 Prefevence |
Shares @ 2s. 6d.;
per shave N 5,950 -

Amounts recesved |
on Allotment : |

50,000 Ordinary i
Shares . . .| 9,400 —~ -

47,600 Preference
Shares . . 11,900 —~|

130,389 |
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The following is an Account (or Estimate of) the Preliminary Expenses
of the Company—

|
4 s. | d

Estimaicd Stamp Duties and Fees on Ragosmmon, malud- '
tng Forms, elc. 286 -1 -
Cost of Issm and Advemsmg Prospedus . . . 400 - -
and A * Ghavges . . . J 1,000 - -
Stamp Dutus and Fees on Agreemenis . . 200 | -, -
Underwriters’ Commission . A 1,000 - -

Cost of holding Statutory M eetmg, Seal Boohs Ccmﬁcatcs, |
and Sundries . . 116 - -
£3,000 | — -

{4) Names, Addresses, and Descriptions of the Directors, Auvditors (if any),
Managers (if any), and Secretary of the Company—

DIRECTORS,

Surname, Christian Name Address, r Description.
Robinson George 299 Ashley (Eomtl_ M%qagir.g
Turney William “* The Gables,” Gentleman

Knott End, Fleetwood
Johnston Thomas 90 Church Styest, Meychant
Manchestey
AUDITOR.

Surname. Christian,Name. Address. Deseripticn.

Smith William 36 Moovgate Siveet, Chartered
London, E.C. Accountant
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MANAGER,

Surname. Christian Name, Address, Description.
Robinson George 299 Ashley Road,.
Bowdon, Cheshsre
*
SECRETARY.
Surpame, Christian Namo. Ad lress. Description,
Evans Harry E. Manchester Chartered
Accountant

{(¢) 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

We bereby Certify this Report.

rornaninn GEOTEE RODINSON oo

. William Tuyner ...

Two
Directors,

3 bel‘ebQ (Iel‘tlf[? 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.

Dated the.....15th......day of.....cu.. August......cnnns

LWilliam Smith ...

; Auditor.



‘ RETURN OF ALLOTMENTS
SECTION 88 OF THE COMPANYES (CONSOLIDATION) ACT, 1908,

88, (1) Whenever & Company Limited by Shares makes any allotment of its
ghares, the Company shall within one month thereafter file with the Registrar of
ompanies —

{a) A return of the allotments, stating the number and nominal amount of the
Shares comprised in the allotment, the names, addresses, and descriptions
g& the allotéees, and the amount (if any) paid or due and payable on each

are ; ant

(8) Tn the case of Shares allotted as fully or partly paid up otherwise than in
cash, a contract in writing constifuting the title of the allottee to the
allotment together with any contract of sale, or for services or other
consideration in respect of which that allotment wasmade, such con-
tracts being duly stamped, and a return stating the number and nominal
amouat of Shares so allotted, the extent to which they are to be treated
as paid up, and the consideration for which they bave been allotted.

{2) Where such a coatract as above mentioned is not reduced to writing, the
Company shall within one month after the allotment file with the Registrar of
Companies the grw:ribed particulars of the contract stamped with the same stamp
duty as would have been payable if the contract had been reduced to writing, and
those particulars shall be deemed to be an instrument within the meaning ,of 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. .

(8) If default is made in complying with the requirements of this section, every !
Director, Menager, Secretary, or other officer of the Company, who is knowingly a
party to the default, shall be liable to a fine not exceeding Fifty Pounds for every
day during which the defanlt continues.

Provided that, in case of default in filing with the Registrar of Companjes within
one month after the allotment any document required to be filed by this section,
the Company, or any l}person liable for the default, may applg' to the Court for
relief, and the Court, if satisfled that the omission to filo the 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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Number of (Form Xo. 45.
Certificate % s— % 3.5 |

“ THE COMPANIES ACTS, 1908 to 1917.”

‘

Return of Allotments.

OF

XY Z Company

A
Companies
Registration
Fer Stamp
58,

LIMITED,
made the..21st..day of.. June.., 19,.

Made pursuant to Section 88, Sub-Section 1, of The Companies
(Consolidation) Act, 1908.

{To be filed with the Registrar of Joint Stock Coczjnp)ani&s within one month after the Allotment
is made|

* Distingcish  * Number of the........ Ordinary........ Shares allotted

:*“"* " payable in Cash . . . . . . 80,000
3ty * Number of the........ Pre/ermce ........ Shares allotted
or other payable in Cash . . . . ... 47,600...
deyfictiors & Nominal Amount of the.......Ordinary......Shares
R so dllotted . . . . « £...50,000....
* Nominal Amount of the...... Prefcrence ........ Shares
s0 allotted . v £...47,600....
* Amount paad or due and payable on each such
..Ordsnary........ Share o L 550 e
* Amount paid or due and payable ou each such
........ Preference....... Share . o fon7s.6d..
Number of Shares allotted for a conmdemhon N
other than Cash . L Yo AVOBE

Nominal Amount of the Sha.res 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 folows—
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NAMES, ADDRESSES, and DESCRIPTIONS of the Allottees of Shares in

SURNAME. . CHRISTIAN NAME. ADDRESS,
Robinson George 299 Ashley Road, Bowdon,
Cheshira

Smith William 35Eﬂéoorgm Sireet, London,
Jones Mary 12§ High Street, Llanelly
Brown Henry .| 82 King Street, Manchester
Turner William “ The Gables,” Knoit End,

. Fleetwood
Joknston . Thomas 90 Church Street, Manchesier
Evan ' Harry E. Manchester
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e el Y Z COMPANY, e Limited.

Number of
Deferte | or
uniars’ Saares
allotted.

Number of ? Number of
DESCRIPTION, i Preference Saares Ordinary Shares | Fo
i clotted. allotzed. L

Managing Dsrector . . ‘ 16,000 30,000
Chartered Accountand . X 500 750 |
Spinster . . . . ] — 30 }
Selicitor . . . . . 1Looo ‘ 200
Gentleman . . ‘ 30,000 ’ 12,000
Merchant . . . — rooo | *
Chartered Accountant . g 100 i — ;
! :
47,600 | 50,000

1
!
t
I
|
!
i

Signature.......... Harry E. Evans.. .

Date........ June 22nd........ , 1900 Officer ... Secretary ..o
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Axxvar List AXD SUMMARY
(PRIVATE COMPANY, Form XNo., 6a.
.. 200,000...

“THE CO\[P-L\IE:, ACTS, 1908 to 1917.”

Number of
Certificate

A
Companies

b OR\I E

i Reg-siration
As requiral by Part II of The Companies (Consolidation) Fee Stamp
Act, 138 Bection 26). of 54,
S must be
mmpressed
bere.

Summary of Share Capltal & Shares

.................................................... Joln Brou B (1917) v
LIMITED,
made up to the. ... thirfy-first....... day of.. Uanfz ........ , 19.

(Being the Fourteenth Day after the date of the Flrst Ordmary General
Meeting in 19...).

U __ e

« . L12.000__
Nominal Share Capital, z_h-\fulied into * i 12000 ;Sha:es of gz -
Total Number of Share: tak,n up‘ w0 Lh;__31-$1 dav of
March___ ., 19

urd \UD}B&[ [ pa\'menl wholly in Cash
Number of Shares issued as fully paid up otherwise than in Cash__
Number of Shares issued as partly p.u.d up to the exteny ox;
__________ per Share otherwise than 1:1 Cash
fThere has been called up on each of____2____Shares .

3Total Amount of Calls received, including Pavments on
Application and Allotment
Total Amount (1f anv) agreed to be conudered as peud on
_.9.993__Shares which have been issued as fully paid up__} £ ____ 9993
otherwise than in Cash .
Total Amount (if anv) agreed 10 be cou\ldered as p;ucl on§
ry

____Shares which have been issued as parily pa.xd up tord ___ Nome _____
the extent of.___per Share . . . - .
Total Amount of C ils uppaid .. . £ None

Total Amount (if am, of sums paid by wav of Commx.\:wn
in respect of Shares or Debentures or allowed by wav of}{____ Nome
Discount sicee the dare of last Sumumary -

Total Amount (if any) paid on §_._... Shares foriemd

£ None

Total Amount of Shares and Stock for which bharez Shares £ None
Warrants to Bearer are oursianding Stk g None

- 4 __None

issusd and surrendered respactively  since
date of last Sumgnary . . . . { Surrendered £._._.
Number of Shares or Amount of Stocki Number of Shares £_

Total Amount of Share Warrants to B?-arer i Issued

comprised in each Share Warrant to

Bearer Amount of Stock £
Total Amount of Debt due from the Company in respect of

-all Morigages and Charges which are requxred (or, in the

case of a Compan¥ registered in Scotland, which, #f the

Company had been registered in Eﬂ"land would be £.._. None

requiredi to be registered with the Registrar of Companies.

or which would require registration if cna:cd after the

First day of July, 1903

-

NOTE.~Banking Companies must add a List of all their Places of Businesa.

* Where thove are Siares of 2iFerent fands or amourts {e.g. Prefoemee and Ordivary, or £10 ard ¢3,
Sdie FRE mumiers and wowindl T Lues SEPITBAN.

t Bkers tariius amounis Adte been . o here are Shares of diFerewd Sinds, Gate ihew separaidy.

3 Irciude wha kas beem receied v nized as wed as om €2ISiRg Snares.

§ Niaie 1he Aiverase Number of Saares jurfeiied (f amy).

&35 The Return must be signed, at the End. by the Manager or Secretary of the Compeny.
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List of Persons holding Shares In.................... John Brown (1817) ............
on the.......thirty-first.......day ot March ,19. ., and of ...
Beturn, or (in the case of the first Refurn) of the imcorporation of the
Shares so held,

NAMES, ADDRESSES, AND OCCUPATIONS.

H |
i i |
in Regis :
i
] g{ﬁ;; SURNAXE. ‘v C%‘ﬁg‘" I ADDRESS. Occuration.
! ! ’
e
1 Brown John 2600 Chester Road, | Engineer
Old Trafford, Manchester
2 | Brown Amelia | ditt Mayried
i Woman
1
i
i
|

‘i \

# The Aggregate Number of Shares held, and not tha Distinctive Numbers, must be stated ; and the
colurnn must be added up thronghout, so as to make one total, to agree with that stated in
the Summary to bave been taken up.

§ When the Shares are of different classss, these columus may be subdivided, so that the aumber
of each dass beld, or may be shown separately.
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Persons who have held Shares therein at any time since the date of the last
Company, showing their Names and Addresses, and an Aeccount of the

ACCOUNT OF SHAREA.

% Pasticulars of Share trans- 3 Farnicu'ars of $hares urans.
tersed sivee we Zate of the  fe sinze the date of the
* Numberof  list Return or i the case  last Retam or yin the case
Shares beld  0f the €057 Remwrn) of the  of the frst Retumd of the .
by exing  inorporation of the Com-  incornorsmion of e Come REMARRS.
rany by Fersoos who are  pan Persons wha have
£330 Members. orsed lo be Martess.

e

Nember.t 1 Regisra- Numher b Date of Regtstea-

o of Trapsier. ton of Trazsier.

o ; ;
9,999
1
10,000

B —,
i
(Signatuse) ... John Brownm. ...

Szate whether Manager o Secretary) Manager

2 The Date of Registration of vach Transier

~uld he ziven. as well 38 the Number of Shares
rred 0a each dme

be plizad orposite the naese of the
e s but the pame of e Trassierse mav
€'y opposite the parucwars of each Transder.

be iserted i he © Rmss LoLmE, e
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Names and Addresses of the Persons who are the Directors

QF
............................................ John Brown (1917) ... Limited,
on the....31st....day of e MAYCH i , 19,
Ch-ﬂ]e .prcsx\?nt Any fom\:le.r N‘j’ft‘gﬂ;y ’
i “hristi ion- N
o?' Ig:m cgmua C ors ]1\?;\ ml ESaum N:flg‘;l.l (i );)ther lhqtn Ragi?;\lce‘ Occupations
and Surname, or Sumame. Qfﬁéﬁﬁ}). |
!
Brown, John:| Louis Sach| British | French 2600 Chester| None
. oad,
[N Old Trafford,
} Manchester
Brown, None | British v Marvied
Amelia i Woman
i
|

“THE COMPANIES ACTS, 1908 TO 1917.”
CERTIFICATES TO BE GIVEN BY A PRIVATE COMPANY.

3 ¢€l‘tlf? 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) w..uveees Director............

Should the Membership exceed fifty, ihe following Certificate will
also be requsre

3 Gcrtlf\) that the excess of Members of the Company above '
fitty consists wholly of persons who are in the employment of the
Company, andfor of persons who, baving been formerly in the
employment of the Company, were while in such employment
and have continued after the determination of such employmeot
to be Members of the Company.

. o (Signature) .....cree i

(State whether Director or Secretary)
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[Form No, 6a.

Number of
Certificale ; ~~~~~~~ 234,381........

“THE COI\IPA\IIES ACTS 1908 to 1917.”

"FORM E

As required by Part II of The Companies {Consolidation)
Act, 1908 (Section 26).

Summary of Share Capital & Shares

A
Companies
Registration
Tee Stamp
of 58,
must be
impressed
ete.

OF
................................................ XY Z Company .o ooeeereenessceseesrsss
LIMITED,
made up to the..... twelfth........... day of........ February.......... , 19..

(Being the Fourteenth Day after the date o! the First Ordinary
General Meeting in 19..

Nominal Share { ______ 50,000 Ordinary —.___y (oo | S
Capital,
‘2100 000_ _ Shares of £* each
divided inte | 50,000 89% Cum. Preference__| | _acaue 1
Total Number of Shares taken up* to the__twelfth_day of_, _50,0000rdinary _
______ Febrvary eyl {
(Which number must agree with the Total shown in the List as held
by existing Members)

_47,800 Preference
97,600

Number of Shares issued subject to pavment wholly in Cash
Numnber of Shares issued as fully paid up otherwise than in Cash__
Number of Shares issued as partly paid up to the extent sz
__________ per Share otherwise than in Cash .
tThere has been called up on each of __50,000 Ordmary Sharesf_
” " " .47 GOO Preference._ ,,

$Total ‘Amount of Calls recelved including Paymuents on
Application and Allotment

Total Amount (if any) agreed to be consldered as pald on
——--Shares which have been issued as fully paidup__£____None
otherwise than in Cash o)

Total Amount (if any) agreed to be constderod as pald on
wShares which have been issued as p.mly paxd up tozg____ None
the extent of._ _per Share .

Total Amount of Calls unpaid . £ ... None

Total Amount (if any) of sums paid by way of Commxsmon
in respect of Shares or Debentures or allowed by way of%{

97,605 ...

Discount since the date of last Summary

Total Amount (if any) paid on L___SO____Shar.es forfeited F A
Total Amount of Shares and Stock for which Sbare¢ Shares f._.._..
Warrants to Bearer are outstanding . Stock o

issued and surrendered respectively since
date of last Summary Surrendered £____ None
Number of Shares or Amount of Stock%Number of Shares £___,None

Total Amount of Share Warrants to Beater % "Issued

comprised in each Share Warraat to

Bearer Amount of Stock f___..None
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 bepf____ 6,000

required) to be registered with the Registrar of Companies,

or which would require regxstratlon if created after the

First day of July, 1908

NOTE.—Ranking Companies must add a List of all their Places of Business.

& Where there are Shares of different kinds or amounts (e.g. Preference and Ordinary, or £10 and £5),
stare the numbers and nominal values separately.

t Where various amounts have been called, or there are Shares of different kinds, state them separately.

$ Include what has been recesved on fwfcz!zd as well as on existing Shares.

§ Swate the Aggregate Number of Shares forfeited (if any).

| = The Return must de signed, at the End, by the Manager or Secretary of the Comvany,
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891

STATEMENT in the lorm o! a Balanee Sheet made up to the........ 31st.......day ol..

Decesnibey,....
e Company.
NOTE.—This Statement is not required from a * Private Company * within the meaning of Section 121 (1) of The Companies
(Consolidation) Act, 1908, as amended by The Companies Act, 1913, which complies with the provisions contained in its Articles
by which it is constituted a Private Company.

But Section 1 (3) of The Companies Act, 1913, requires that every Private Company shall send with this Return a Certificate
signed by a Director or the Secretary that the Company has not, since the date of the last Return, or in the case of the first
Return since the date of the incorporation of the Company, issued any invitation to the publie to subscribe for any sbares 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 emlpioyment 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 after the determination of such employment to be Members of the Company. '

..18.., containing

the Particulars ot the Cnpital, Liabilitics, and Assets ol

CAPITAL AND LIABILITIES,

ASSETS.

£ s d
Land and Buildings @ (cost) less Depreciation 9,800 - -~
Machinery and Plant @ cost less Depreciation 36,000 - —

£ s. d.
Nominal Capital— :
50,000 Ovdinary Shayves of {1 each . . 50,000 - —
50,000 8% Cumulative Preference Shares
of £1 each . . . . 60,000 - -~
100,000 £100,000 — -
Subscribed Capital— £ s, d.
50,006 Ordinary Shares
of £1 each, fully paid .50,000 - -
47,600 8% Cumuiative
Pyefevence Shaves of £1
each, fully paid . 47,600 - -
—— 97,600 - —
Forfeited Shaves Account . - -
Mortgage on Land and Butldings . N 6,000 -~ -
Sundry Creditors, including Bills Payable . 30,735 - -
Profit and Loss Appropriation Account . ) - -
£141,650 ~ -~

Furniture and Fiztures @ costless Depreciation 7660 — -
Stock on hand . . . . 42,000 - -
Sundry Deblors . . . 41,840 - -
Cash at Bank and in han 4,660 - -
Pyeliminary Expenses . . 2,400 - -
Advertising Suspense Account . . 4,200 — -
I hereby certify that the above Stalement is a
true copy of the Balance Sheet of the X Y Z
Company, Limited, dated 31st Decembey, 19. .,
upon which I veported to the shaveholders pur-
suant to S, 113 of the Companies (Consolida-
tion) Act, 1908, the 23vd of January, 19..
Wiltiam Swmith,
Chariered Accountant,
London, E.C, Auwudilor.
12th February, 19.. D —
£141,660 - -




691

Names and

Addresses of the Persons who are the Directors

OF

X Y Z COMPAMY orrvercrreomecccsssvcsnsricsssirsserricen

s Limited,

on the....... bwelfth......... day of e, Eebrauary, . 190,
! | Nationadity i
H N (i y . i
The present Christian ! ChI}iZ)!’i fo‘“;;i:nc of Origin
Na'ne or Nawes i or ‘\"‘mca Nationality, if other than Usual Residence, | Gerapations,
and Surname. a of Sarnames, N“:ag:‘;ﬁ;:;," ::
: b
; - T T B o
Robinson, George i None British 299 Ashley Road, | None
: Bowdon, Cheshire |
Turney, William ; Louts Bach British French “ The Gables,"” None
! Knott End, Fleetwood
Johnston, Thomas None British 80 Chuych Street, ‘ Mevchant

Manchestey




List of Persons holding Shares in ...........X Y Z Company...........
on the......3welfth......ARY 0F .o ecenns Febrthary....vvnines 19. ., 80d of....
Return, or (in the ease of the first Roturn) of the incerporation of the
Shares so held. )

NAMES, ADDRESSES AND OCCUPATIONS

Folio
in Register|
i‘,‘ﬁg‘é“ﬁ';fs SurNAME. c’;ﬁ;:é‘“ . ApbRESss. OCCUPATION.
0J1 P{1| Robinson George 299 Ashley Road, Managing
Bowdon, Cheshire Directoy
2 2] Swmith Williasn | 35 Moorgate Strest, Chartered
London, E.C, | Accountant
3 Jones Mary 125 High Sirveel, Llanelly | Spinster
4 3 Brown Henry 82 King Siveet, Manchesley| Solicitoy
5 4| Turney William | * The Gables."‘ Gentleman
Kunott End, Fleetwood
[ Johnston Thomas | 90 Church Styeet, Merchant
Manchester
4 Renshaw Thomas | 36 Thomas Street, Merchant
Manchester ’
5| Evans Harry E. | Manchester Chartered
: Accountant
i
i
4

* The Aggregate Number of Shares held, and not the Distinctive Numbers, must be stated, and
the column must be added up throughout, 30 as t0 make one total, to agree with that stated
in the Summary to have been taken wp. .

t When the Shares are of different classes, these colunms may be subdivided, so that the aumber
of each class held, or transferred, may be shown separately.
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Persons who have held Shares therein at any time since th
Company, showing their Names and Addresses, and an Account of the

wov e Limited,....
e date of the last

ACCOUNT OF SHARES.

It Partisulars of Shares trans- | t Particulars  of  Shares
*Number of fecred since the date of the | trausferred since the date
Shares held last Return or (in the case | of the last Return or (in N
by existing of the first Return) of the | the case of the first Return) ReMARKS,
Members at iazorporation of the Com- | of the incorporation of the
date of Return.f | pany by Persons who are | Company by Persons who
stilt Members. have ceased to be Members.
.| Pre- | Numtert [Date ofRegistra~ Number.t |{Date of Registra-,
Ordinary | ference. | Ord.  Pref. Jtion of Transfer.  Ord. | Pref. tion of Transfer. |
! \ 1
i
34,00016,000| 100 Nov. 1st, Transferved
19.. to Thomas
Renshaw
750 500 }
; 50 | Nov. 30th, | Shares
} 19.. forfeited
i Re-issued to
| Henry Brown
: :
150| 1,000, 100 | Oct. 2ud, . Transferved
19.. | to George
I Robinson
8,000 30,000 4,000 July 5th, | | Transferved 1o
19.. ‘ j ! George
: i Robinson
7,000 | !
I | |
| i
100 ‘
|
100 | |
‘ {
: i
50,000 47,600 : : !
" ;
‘ o |
(Signature).... Harry E. Evans...........
(State whether Manager or Secretary) Secretar;

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 Transferer may be inserted in the
“Remarks  column, jmmediately 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 perticular 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,
accoutits which show the net profit after charging all expenses are
less common, though the additional labour involved is not very
at.

It will readily be seen that that which applies to departmental
stores will apply equally well to any other busmesses 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 arxive at these results, the ordinary methods of double entry
must be supplemented by a further analysis of the transactions
of the business, s0 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 cbtain
the double analysis required (see middje table page 173).

Similar treatment will be given to the Purchase Journal, thereby
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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 opening 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
Accourit (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 DAY BOOK
{For a business consisting of three departments, A, B, and C).

‘ i n DEPARTMENTS :
I i '
Fol.| Particulars. “ Total, l A } B. ; C. ‘ Miscelianeous Sale
' j ) @ @ (4) || Fol Amount.
o RN B
b ‘ ‘ ] | |
” | HEREEE t
. o : P i [
{N.B.~Column 1 will be posted in detail to the debit of customexs and the total will equal
the sum of the totals columns of 2, 3, 4, and 5: columns 2, 3, and 4 being posted in total to
the credit of Sales Accounts and colurn § posted in detail to the credit of Nominal Accounts.]
SALES DAY BOOK
{For a business consisting of three departments (A, B, and C), and in which is used three
Sales Ledgers (X, Y, and 2))
\ DEPARTMENTS © i‘ LEDGERS :
I i | |
| — ! 1t
Foll (230 Towl. | A4 | B c. Mics | X | Y. |z |iBent
| ‘ Fol./! Amt. h Nom.
m @ (3) @ 5 1 ® m ® I ©
T Pl ,‘ ‘ \ |
| i ’ i ! it
_ RNk | | |
: ! Ll Bl L [
N.B.—The totals will be agreed thus—
Col. 1 = Col. 2 4 Col. 3 4 Cal. 4 4 Col. 5= Col. 6 4 Col. 7 + Col. g + Col. 9
TRADING ACCOUNT
Dy, (Of a business con51stmg oi three departments A, B, and Q). Cr.
1 l i c i Total, | a B. ‘ C .| Tt
__\__ ) ) | _
e slal £ s.‘d, ¢ lslai £ [sa) elall ¢ al ¢ [slal £ [sa
To Initial I i By Sales . [{4000| — -{i3700; —| —||3000] ~ ~ 10700|
Stock [11000, ~ ~!| 800 =) -l 700/ ~| ~|| 2500] ~| ~] ,. Final
. ‘ Stack | 800| -| -] 500! - |} 400| -r 1700
chases| 3000 - —12800| | -{[2200, ~ -I| 8000| -~ | i
. Gross |l | (
Profit |, \
c/d‘J 800/ -| - 600] -| 500’- || 1g00] -|
148001 | — 4200 | - ‘3400\ - 12400! - F———1800] o -}ls200] T fas00 | ~[12400]
IR ENEEIF I D
N Pl 1 b/d i 800] - ~|i 600| - || 500{ -] Il 1900




174 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

Dy, TRANSFER JOURNAL.

A,

B. C. Particulars. Al 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 arrive 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 wice 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 theé 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
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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. Those expenses which vary according to turnover, such as
carriage, packing, discounts and the like, should be divided pre
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
enly. 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, 113,508 sq. ft. of valuable space and g,ggg sq. ft. of ordinary space
Oftice” T " : i 1',(]00
Packing Room 3,000

The division will then be made as {ollows—

Department A—3500 x 3 + 3000 = 13500) Division of the 1,350
" B—1500 x 3 4+ 8000 = 12500! total charge of| 1,250

] ’ "
» » i

» n e

Office 1000 = 1000 £3,000 in these 100

Packing Room 3000 = 3000 proportions 300
gives an appor-

The Total is 85000 x 3 + 15000 = SOOOOJ tionment 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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£l 000 ; Office, £50; Packing Room, £250 ; Total, £2,500, the
division would be—

Dspartment A . . . 3388 of £3,000 = £1,440
" B . B « 4988 of £8,000 = 1,200
Office. . . - . ,-531,- of £3,000 = 60
Packing Room . . . of £3,000= 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—

Ordinary Share Capital . . . £ £10,000
Preference Share Capital . . . . . 5,000
4%, 1st Mortgage Debentures . . . . 5,000
Stock, 30th September, 1905, Dept. A . . . 8,000
" . B . . . 8,000
Purchases, Dept A . . . . . . 23,000
" . . . . .. 15,000 !
Wages, e A B . FEETN “ . 1,000
. B . . . . . . 500
Camage and Freight . P . . . 1,500
Salaries . PN . . . 750
Travelling Expenses . . . . . . 900
Incidental Expenses . . . . . 150
Rates and Taxes . . . . . . 300
Fuel, Light, and Water . . . . . 120
Insurance . . . . . . . 80
Sales, Dept. A . . . . . . . 30,000
" s . .. . . . . 20,000
Sundry Debtors . . . . . . . 9,000
Bills Receivable . . . . . . . 1,500
Sundry Creditors . . . . . . . 4,000
Freehold Premises . . . . . . 4,200
Managing Director’s Salary . . . . . 1,000
Directors’ Fees [ . . . 500
Stationery and Stamps S . . . . 170
Discounts . 600 .
Preference Dlvxdend ha.lf~year to Blst Ma.rch 1906 150
- Debenture Interest . 100
Cash in hand . . . . . . . 100
Balance at Bank . 3,000
Profit and Loss Account—Bdlance from 30th Sept
1905 . . . . 600
£74600  £74,600
e e—

(Continued on page 179.)
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EXCELSIOR TRADING
TRAING

COMPANY, LIMITLD,
AND PROFED AND LOSS ACCOUNT

fir. FOR TR YEAR KNBING 30T SEPTeMinie, 1ON6, Cr.
1 Dept. Ay fept. By Total, Dept. A Dept. 1L Fatal,
—— - i
i | I I 1906 Y i
To Stock on lynd . BOUF T 3000 { 11,000 § Sept. 30 | By safes . 30,000 1 20,000 | 50,000
; . Stk on hand | . 6,000  znuU | BEou
Sepl, 30 b Purchases | Al 2000 | 15,000 { SH000
o Bilunce: Gross Profil carried down L0010 4,800 9,800
363, 0003 ; 22,500 54,500 46,000 ZZ L] SH,H0G
06 1806
Sept, 0 To Expenses divisible pro rafe 1o turnover, Septy 85 | By Hainee brought down . B 5,000 4,800 9,800
vie.
('\rri we and Freight . ol 1,500 !
ries . .l 750
Travelling l'xpnnw\ . 800
Incidental Expenses . N 350
Rates and Tixes | . ' 400
Fuel, Light, and Water, f o 120
Insuratice ! 80
AManaging Usrccmr s Sa nl ary i 1,000
birectors’ Fees S0 |
Stationery and Sl.unps 170 |
Piscounts . , [cIET] |
Debeature Literest 200 !
Bl Debt Reserve . 500
} 8,750
« Chargenble to A Dept.: F40g of [8,750) 4,050 ;
" " B, s of /‘",ﬁﬂi 2,700 . |
To Fapenses direetly chuargeabile-— | |
Wapes . A 1000 500
\ Balauod: Net profit ofd ldessyso | 1500 |
i R - S PR .
} £s.0m| £4.800 f%«mt) L4400 | 19,800
1506 | 198
Mare, 31 y Dividend on Preference Shares for | Sept, 30 | Dy Baluiiee brought down . . 1,550
fHadt vear 1o 3st March, 1908, | 150 " . brought  torward  from  fast
,» Balunce as per Balance Sheet o 2,000 Aeentnt; . . . .
L2150
i




EXCELSIOR

TRADING COMPANY, LIMITED,

Dy. : BALANCE SHEET—30TH SEPTEMBER, 1906

CAPITAL AND LIABILITIES.

Nominal Capstal—
15,000 Ordinary Shares of f£1 each .
10,000 6% Cumulative Preference
Shares of (1 eack .

25,000

Subsmbad Capzml——
Ordmary Sdhares of £1 each,
Yy pal .
5,000 6% Cumulative Preierenoe
. Shares of {1 each, fully paid

15,000

4%, First Mortgage Debentures

Add Interest accrued for half-year to,

30th September, 1906

Sundry Creditors . . . .
Profit and Loss Account . . .

15,000
10,600

£25,000

10,000

5,000
100

£

15,000

5,100
4,000
2,000

£26,100

Freehold Premises . M .
Stockon hand—
Department A. . .

. B, . .

Sundry Debtors
Less Reserve for Bad Debts

Bills Receivable . -
Cash in hand . .
" at Bank . . .

. 6,000
. 2,800

. 9,000
. 500

. 100
. 3,000

4,200

8,800

3,100

Ty
‘5%
[
(=3
<
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Provide £300 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, £2800. The Nominal
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 system 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 proved 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 By Sales. . . .
Selling Price . ,,» Final Stock at
., Purchases at Cost Selling Price

Add Percentage
of Profit to
bring same to
Selling Price .

" samoacezy

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 will serve as a basis, but will require
considerable modifications and can seldom be worked satisfactorily
without an efficient system of costing. We will 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 division of the business
into two main classes, the one consisting of ironfounding and the
other of engineering, and the owner 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 divided
into the two departments in the same manner 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. - . )
8. General non-productive labour which cannot be appropriated

to either department.

4. Office wages.

The castings made for the firm’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
firm’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 concerr ;
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 tisual 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 Goops 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

181
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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 per 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. ) e

Example 1. The Multiple Trading Company, Limited, opens a
branch -at Folkestone on Ist 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 £827 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 gemeral
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 nooc . . . . . 760
Debtors - . N . . 1400
Creditors ” . . . . . 1,700
Bank Balance P . P . . . 1,330
Stock at lst January, 1920 . . . . . . 8,300
Cash in band . . . . . . N . 40
Profit and Loss Account (debit balance). . o e 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. FOLKESTO\}; BRANCH EXPENSES AQ(,OUNT

Rent, , . Ex~ ¢ Sun-
’.F'otal, Rates,&e ' 2ges. Carriage. penceg . dries.
. ¢ ¢ i L
To Cash (Float) . 25 ‘ |25
., Sundries . . 132 152 |
., Cash . . . 327 238 54| 28 | 12
504 152 238 51 | ;| &
To Balance bid . _ 25 | g
R e - e Cr. .
Re t, © Car- Ex- Sun-
Total. Rates, xc | Wages. riage. penses.  dnes.
£ £ £ £ - 4 £
By P.& L. Ajc . 467 152 238 54 23
,, Fixtures Afc . 12 12
,, Balance c/d . 25 25
’ © 504 152 238 54 23 37
Dr. FOLKESTONE BRANCH GOODS ACCOUNT. Cr.
£
To Goods supplied b) Head By Cash . 3,223
Office . . 5,640 ,» Shortage in Stock tnm-
nrred to Sales to
Branches Account. . 18
,. Stock on hand ¢/d . . 2,400
45,640 £5,640
To Stock on hand bjd 2,400
Dr. SALES TO BRANCHES ACCOUNT. Cr.
. £ £
To Shortage in Stocke—
Folkestone Branch. 15 ¢ By Sales to Folkestone Branch 5,640
.» Trading Account—
Folkestone Branch :
Sales. . . £3,225
Stock at cost-—
(148 X £2,400) 2,000
5,225
,» Reserve (to reduce value
of Stock at Folkestone
to cost price) ¢/d—
5 X £2,400) 400
45,640 £5,640

By Reserve by/d . . . . 400



MULTIPLE TRADING COMPANY, LIMITED.

Dr. TRADING AND PROFIT AND LOSS ACCOUNT Cr.
*  FOR THE YEAR ENDING 31sT DECEMBER, 1920.
' Head | Folke-| Head | Folke-
Office.| stone. || Total- Office | stone. || Total -
1920, £ £ £ 1920 £ £ £
Jan. 1| To Stock on hand . . .|| 3,300 3,300 Dec. 31 | By Sales 4,600 3,225 | 7,825
Dec. 31| ,, Purchases . 8,029 9,029 ,» Goods tra.nsferred to Fo!ke-
.» Goods transferred from Head stone Branch at cost as
Office at cost as per contra 4,706 : ' per contra 1 4,700
. Balance : Gross Profit ¢/d . 971 525 1,496 ,» Stock or hand. 4,000 2,000 6,000
E 13,300 5,225 113,825 13,300| 5,225 ||13,825
1920 1920
Dec. 31 | To Rent, Rates, etc. 2101 152 362] Dec. 31 | By Balance brought down 971 5251 1,496
. »» Wages . 300| 238 538
,» Expenses . . 66 23 89
,; Carriage . 138 54 192 4
,» Depreciation of Fxxtures . 75 42 117
,. Balance, being Net Profit ¢cjai| 182 16 198 i
£9711  £525(|£1,496 £971] £525 || £1,496
1921 1920 )
Jer. 1] To Balance brought forward . 50§ Dec. 31°| By Balance brought down 188

" » carried forward

148




MULTIPLE TRADING COMPANY, LIMITED.
BALANCE SHEET, 81st DrceEMBER, 1520.

CAPITAL AND LIABILITIES, ASSETS,
. } £ £ )
Nominal Capstai— Fixtures—
8,000 Shares of £1 each . . . 8,000 Head Office . .
—— Less Depreciation .
Subscribed Capital— Folkestone Branch
8,000 Shares of £1 each, fully paid . 8,000 Less Depreciation
@®
@ Sundry Creditors. . . . . . 1,700 .
Stock on hand—
Profit and Loss Account . . . . 148 Head Office .
Folkestone . .
Sundry Debtors
, Cash at Bank .
,» on hand—
Head Office
Folkestone
£9,848

750
75

£420
42

675

378

4,000
2,000

40
25

1,053

6,000
1,400
1,330

£9,848

|
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Wholesale Distributing Centres. 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 separate 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 fotal debited to that 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 80th September, 19.., will be foundon
pages 187, and the Profit and Loss Accounts and Balance Shect
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 accounting 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
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TRIAL BALANCE, 30tH SEPTEMBER, 1920.

Purchases .

Stock, 31st Ma.rch 1920
General Expenses .

Rent, Rates, etc..

‘Wages

Stationery and Office Expenses
Management Salaries .

Bank Balance .

Interest on Debentures .
£10,000 69, Exchequer Bonds
Sundry Debtors . .

Office and Warchouse Fxxtures
Manchester Branch Account
Glasgow Branch Account

1London. dl:de:;lcr_ Glasgow,
!
£
23,4700 16,800 8,£100
3,600 2,700 1,900
380 210 125
750 100 80
780 430 270
120 70 30
1,000
2,500 380 190
200
10,000
3,800 3,000 1,700
400 280 180
1,300
1,600 170
50,130 | 24,140 1 12,575
!
Nominal Capital :
Closing Stock : London
Manchester
Glasgow

) Man.
iLondon. Ch“tcr lGlasgow.
4 £ £
Sales . . 28,000 | 20,000 ! 10,000
Head Office . 1,300 | 1,600
Manchester Branch | 170
Sundry Creditors .4 4730 2840! 805
Share Capital . . , Al7.5800 t
5% Debentures . 8,000 i
Profit and Loss Aocount 1,600 i
Interest on Exchequer Bonds . 300 |
H
|
i
i
. i
50,130 | 24,140 | 12,575

Fixtures :

Depreciation 5%,

10,000 Shares of {l each

£3,800
£2,300
£1,400
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LONDON AND PROVINCIAL TRADING COMPANY, LIMITED.

Dy, TRADING AND PROFIT AND LOSS ACCOUNT ¥OR THE HALF-YEAR ENDING 30TH SEPTEMBER, 1920 Cr.
London.’ ‘Manch&t’r} Glasgow. TOTAL. London. IManchcstr, Glasgow.‘i TOTAL.
1920 £ 1920 £ L £ 0 4
Mar.31| To Stock on £ £ H . Sept.30| By Sales 28,000 | 20,000 I 10,000 ‘ 58,000
hand . .| 3,800 2,700 | 1,900 8,200 , Stock . .| 3,800 2,300 © 1,400 . 7,500
Sept.830| ,, Purchases .| 23,700 | 16,800 | 8,100 48 600 | :
,» Bal.: Gross l t i
Proiit c/d .| 4,500 2,800 | 1,400 8,700 : :
1920 £31,800 /22,300 \,{11,400 £65,500 |- 1920 £31,800 {£22,300 {£11,400 {£65,500
P 2
Sept.30 To GeneralExs. 380 210t 125 715 | Sept.30| By Bal. b/d 4,500 | 2,800 | 1,400 | 8700
. i . Rent, Rates, ! : | i i
etc. . . 750 100& 80 930 | i {
» Wages . 780 430 | 270 1,480 | 1
i . Stationery & { )
OfficeExps,| 120 70 | 30 220 ; L
,» Depreciation ¢ |
of Fixtures 20 14 9 1 43 [
,» Bal.c/d. 2,450 1,976 | 886 5,312 !
£4,500 | £2,800 | £1,400 1 £8,700 £4,500 ! {2,800 i £, 400 | £8 700
1920 : < 1920 :
Sept.30] To Management Sept.30| By Bal. bjd 5,312
Salaries . . . 1,000 , Intereston
,» Debenture Inv'st'ts . . 300
Interest . 260 .
,» Bal. ¢cjd. 4,412 .
£5,612 £5,612
1920 ———eed 1020 S
Sept.30 | To Bal. c/ff . . . 6,012 | Sept.30| By Bal. b/d 4,412
.» Bal. brght.
from _last
accounts . 1,600
£6,012 £6,012




LONDON AND PROVINCIAL TRADING COMPANY, LIMITED.

BALANCE SHEET, 30TtH SEPTEMBER, 1920.

I London, |Manchest'r | Glasgow. | ToTaL.
CAPITAL & LIABILITIES. |
. . Y4 £ £ £
Nomsnal Capital— |
10,000 Shares of £1
each . . £10,000
—_—
Subscribed Capital— i
7,500 Shares of /1 |
= each, fully paid. .1 7,500 7.500
© 59 Debentures . . o 8,000 : 8,000
Sundry Creditors . .. 4,730 2,840 805 8,375
Head Office Accounts . 1,300¢; 1,600
do. (Profit for half-year) | 1,976 886
Manchester Branch . . 170
Profit and Loss Account, 6,012 1 6,012
I
i 26,242 | 6,116 | 3,461 j| 29,887

i

London. ;Manchcst'rl Glasgow.
|

TOTAL.

ASSETS. !
£ £ £ £
Office and Warehouse
Fixtures . . 400 280 ' 180 860
Less Depreciation 20 14 | 9 43
380 266 171 817
Stock on hand . 3,800 2,300 1,400 7,500
Sundry Debtors. 3,800 3,000 1,700 8,500
Cash at Bank . . .| 2,500 380 190 3,070
£10,000 89, Exchequer
Bonds (at cost) . . 10,000 10,000
ManchesterBranch1,300;
Add Profit foryr.1.976] 3,276
—
Glasgow Branch 1,600;
Add Profit forjyr. 886;
2,486
Glasgow in account with! ;
Manchester . . 170 E
26,242 6,116 | 3,461 | 29,887
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effect embarking on an additional trading enterprise, and he will be
anxious to know 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
from 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 compensatxon 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 Engincering 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 invgiced 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 Ist January, 1915, were as follows—

£ £
Plant and Machinery (Depreciation 749,) . . 50,000
Loose Tools . ( » 5%) .. 8000
Cash in hand . . . . . . 200
Freehold Land . . . . . 5000
Buildings (Depreciation 29 %) . 7. 16,000
Stock on hand and Work in progless . . 23,800
Head Office . . . 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
vear 1915 were— -

£
Puarchases chargeable to jobs . . . . . 52,000
" not chargeable to.jobs . . . . . 6,000
Cash for Productive Wages . . . . . . 28,000
,» Unproductive Wages . . . . . 5,500
Works Salaries . . . . . . 4,100
Other Works E\penses . . . . . . 6,500
£102,100

In addition to the amounts mentioned above, the Trial Balance
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of the head office on 3lst December, 1915, consxsted of the
following—

59, First Mortgage Debentures authorized and £
issued . 50,000
Ordinary Share Capxtal authonzed and 1ssued 100,000
Creditors. . . . . . . 23,850
Goodwill. . . . . 40,000
Cash at Bank and in hzmd . . . . 19,300
General Reserve . . . 30,000
Profit and Loss Balance from 1914 . .o 7,400
Investments . . . . 26,500
Sales . . . . . . . . 133,500
Debtors . . . . P . 36,500
Salaries and Travellmg . . . N . 3,800
. Rent . . . . . . 1,200
Dlrcctors Fees . . . . . . 2,000
Other Expenses . . . . . 4,600
Debenture Interest for year . . . 2,500
Interim Dividend on Ordinary Shares . .. 5000
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 3lst
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, (1N THE BOOKS AT THE WORKS). Cr.
1915 1915 I A
Dec. 31 | To Goods supplied by Dec. 31| By Balance
Works to Head Office || 111,500 (as shown by example) .| 103,000
n Balance carried down .|| 101,230 » Paymeuts by Head Office
on Works Account . .} 102,100
,» Interest on Capital . . . 5,130
4 Net Profit of the Works for
the year as per Profit and
( Loss Account . . Al 2,480
| 212,730 | 212,730
1913 .
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 own 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—

1. 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 and sales either in detail or in
total.

3. A trial balance giving full particulars of the accounts in order
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THE ENGINEERING COMPANY, LIMITED.

MANUFACTURING AND TRADING AND PROFIT AND 1.0OSS ACCOUNT ror THE Yrar ENDING 3isT DEcxuser, 19185, Cr.
é{t;:‘xz(;g Works. gﬂizg Works,
. 1915
1915 £ £ £ £
Dec, 31 | To Materials. . . . . . . . 48,500 | Dec. 31| By Goods transferred to Head Office 111,500
»» Productive Wages . . . 28,000 » Sales . . . . 133,500
5 Goods transferred from Works . . . 111,500
,» Balance: Gross Profit carried down. . 22,000 | 35,000
133,500 { 111,500 133,500 | 111,500
1815 1918
Dec. 31 | To Sundry Purchases . . - . 6,000 § Dec, 31| By Balance brought down . . 22,060 | 35,000
» Wages unproductive B . . 5,500
» Salaries . . . . . 4,100
, Other Expenscs . . . 4,800 6,500
»» Salaries and Travelhng . . . . . 3,800 .
» Rent . . . . - . 1,200
»» Depreciation—
Plant and Machmery - - 3,750
Loose Tools . . . 1,200
Buildings . . . . . . 320
5,270
,» Interest on Capital . - . . . 5,150
9,600 | 32,520
,» Balance carried down . . . . |t 12,400 2,480
22,000 | 35,000 22,000 | 35,000
1915 1915
De¢. 31| To Debenture Interest . . . . - . . 2,500 | Dec. 31 | By Balance: Net Profit brought down—
s Directors’ Fees . .| 2000 Works . . N . . . g 2,480
,» Balance: Net Proﬁt ior the yoa.r cam:d down . o 17,280 Head Office B . . . . . ;2,400
,» Interest charged to Works . . . . 5,150
» lIoterest and Dividends on Investments - . . 1,750
21,780 21,780
1915 1918 ]
Dec. 31 { To Interim Dividend on Ordinary Sbares . 5,000 | Dec. 31 | By Balance brought down. . . . . . . 17,280
,» Balapce subject to appropriations to be made to be] 1914
carried forward (as per Balance Sheet) . . .| 18,680 ] Dee. 31| ,, ” from last accounts . . . . 7,400
£24,680 £24,680




THE ENGINEERING COMPANY, LIMITED.

BALANCE SHEET,

CAPITAL AND LIABILITIES.

81sT DecEMEBER, 1915,

AssETs,
Head Head :
Office, | Works, || ToTaL. éfﬁge’ Works. | ToTaL.
. . £ £ £ £ £ £
Authorized Capital— Freehold Land . . . 5,000 5,000
100,000 Ordinary Shares of £1 Buildings . . £16,000
each, the whole of which bave Less Deprecxatxon . 320 15,680 | 15,680
been issued as fully paid . 100,000 100,000
= 5% First Mortgage Debentures .|| 50,000 . 50,000 } Plant and Machinery . 50,000
e Sundry Creditors . . . 23,850 23,850 Less Depreciation . 3,750
General Reserve 30,000 30,000 46,250 | 46,250
Proﬁt and Loss Account 19,680 19,680 } Loo% Tools 8,000
Legss Depreciation 1,200 :
. 6,800 6,800
Stock on hand and Work in pro-
gress . . . . 27,300 ; 27,300
Sundry Debtors. . .| 36,500 36,500
Investments . 26,500 28,500
Cash at Bankers and i m hand 19,300 2004 19,500
. Goodwill . . . . . 40,000 40,000
Head Office Account . . . 101,230 ‘Works Account . 101,230
223,530 | 101,230 || 223,530 1223,530 | 101,230

223,530

!
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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 1s
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 {bllows—

London. Paris.
£ £ Fcs, Fes.

Stock 31st December, 1916 Al 16,000 214,500
Purchases and Sales . . .| 86,000 98,000 837,000 | 1,053,000
Expenses . 1 6,000 175,500
Office and Warehouse Fxxtures . 600 10,600
Sundry Debtors and Creditors .| 15,000 8,000 238,500 145,750
Bank Balance . 5,400 212,000
Share Capital : 8,000 Shares of ,{5

each fully paid (the whole of

the nominal capital) . 40,000
Profit and Loss Account balance. 1,000
Paris Branch Account . .| 18,000
Head Office Account . . 489,350

147,000 | 147,000 | 1,688,100 | 1,688,100

Stock on hand, 31st Dec., 1917 £12,500 Fes. 225,250
Depreciation of Fixtures . . 109, 109,
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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—

TRIAL BALANCE: Paris Brawce, 3lst December, 1017,

£ £
Purchases and Sales . . . +]33,480] 42,120
Expenses . 7,020
Office and Warehouse letures . o424
Sundry Debtors and Creditors . . 9,540 | 5,830
Bank Balance . . . 8,480
Stock, 3lst December, 1916 PR .1 8,580
Head Office . . . . . . 18,000
Diﬂerence'in Exchange . . . . 1,574
67,524 167,524
Dr. _ PROFIT AND LOSS (PARIS BRANCH) ACCOUNT., Cr.
. . Fes,
To Initial Stock ., 21:?500 s,éso BySules, . . . 1,053,5000 42{120
» Purchases . . .|| 837,000 | 33,480 § ,, Final Stock ool T22s,250 | 9,010
"y Expenses . 175,500 { 7,020
» De) reciation of Fixtures| 1,060 42
Balance: Net Profit |-
carried to Head Office|
Account , . 50,190 2,008
1,278,250 | 51,130 _ 1,278,250 | 51,130

BALANCE SHEET, 3ist DeceMsEg, 1917,

Lml»htws Fes. £ Assets, Fes. £
Sundry Cre 145,750 [ 5,830 ] Cash at Bank . . W 212,000 | 8,480
Head Oﬁﬁw A/c £489,350 Sundry Debtors . .|l 238,500 | 9,540
Ada Pra . Stock on hand. . of 25,850 | 8,010
ye..'n: . 50,190]] 539,540 | 20,008 ] Ofice and Ware- N
house Fixtures £10,600
Difference in exchange Less Depreciation 1,060
retained i in suspense . , 1,574 — 9,540 382

685,200 | 27,412 685,290 | 27,412

ANGLO FRENCH TRADING COMPANY,
GENERAL AND PROFIT AND LOSS ACCOUNT

Dr, FOR THE YEAR ENDING 31T DECEMEER, 1917, Cr.
London. | Paris.|| ToTAL. London. | Parisjf rorat.
£ £ £ £ £ £
To Initial Stock . .J| 16,000 | 8,580 24,580 | By Sales . . . .| 98,000 |42,120 || 140,120
» Purchases. . .| 86,000 {33,480 119480 » Final Stock . . 12,500 1 9,010 )| 21,510
- Expenses . . | 6,000 7,020 13,020 :
» Depreciation of
Fixtwes 60 42 102
,» Balance: Net Profit
carried to Appro-|
priation Accountil 2,440 | 2,008 || 4,448
110,500 (51,130 {161,630 - 110,500 }51,180 )| 161,680
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BALANCE SHEET, 31st DECEMBER, 1917,

London, | Paris. || TOTAL London, | Paris.(|TOTAL,
Nominal Capital—
£ £ £ | Office and Warehouse £ £ £
8,000 Shares of £5, Fixtures . . . 600 | 4241] 1,024
paid fully sub- Less Deptec:auon . 60 42 102
scribed and paid up || 40,000 40,000
Sundry Creditors . .|| 8000 | §,830 (113,830 540 | 382 922
Exchange Suspense Afc 1,574 || 1,574 Stock in hand . . .)| 12,500 | 9,010 |]21,510
Profit and Loss Ajc— Sundry Debtors. . .|| 15,000 | 9,540 !(24,540
Balance from Cash at Bank 4 . .| 5400 | 8,480 {13,880
last accounts£1,000
Add Profit
for the year 4,448
5,448 5,448
Head Office Account . 20,008 ! Paris Branch Account .|| 20,008
53,448 127,412 }60,852 53,448 |27,412 160,852

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  Goods in Transit Account . Dy. 4200
the accounts : To Suspense Account 4,200
(For _goods shipped by Melbourne
Branch not yet received).
Upon opening Suspense Account . Dr. 4,200
the accounts To Goods in Transxt Account 4,200
in the fol- (To cancel adjusting entry made in
lowing period : previous accounts for goods in

transit from Melboyrne).
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It should be noted that remittances in transit may be similarly
treated.

The method of adopting a flat 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 2 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 gcase may be.

5. The resulting difference in the sterling trial balance figures
will be regarded as difference in exchange, a profit being carried
forward to 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 mot 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, 3ist December, 1916 . . . %Z;
Average Rate dusing 1917 N
ate ak date of acquisition of Fixtures . 25



BRANCH ACCOUNTS 199

PARIS BRANCH.

TRIAL BALANCE, PROFIT AND LOSS ACCOUNT, AND BALANCE SHEET,
31st DECEMBER, 1917,

FROFIT &LOSS{ BALANCE
TRIAL BALANCE. ACCOUNT. SHEET.
~ “ R
| Rate | Lia-
Ds. Cr. o0fCon-| Dr. Cr. | Dr. Cr. | Assets 0
‘venmn A
Fos, Fes. | e | ¢ ele] e«
Stock, 31st Dec,, 1916 . 214,500 27% 1 7.800 7.8
Purchases and Sales . 837,000 | 1,053,000 27 31,000 139,000 131 000 39,000
Expenses. . . . . 175,500 27 6,500 6,5
Fixtures . . . 10,600 25 424 (a) 42 382
Sundry Debtors and
Creditors . . . . 238,500 145,750 || 264 || 9,000 | 5,500 9,000 | 5,500
Bank Balance . . . 212,000 26§ 8,000 8,000
Head Office Account . 489,350 18,000 |(6)2362, 20,382
Difference in Exchange 224 224
Stock, 31st Dec,, 1917 . ‘ l 8,500 | 8,500
‘ 1,688,100 | 1,688,100 ‘ 162,724 162,724 |47,724 47,724 {25,882 25,882
VRS,

(@) Depreuatlon 10%. {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. )

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 3lst
December, 1916, was calculated at £5,350.
(ii) The average rate for the year was 27 per cent.
(iii) The rate ruling at 81st December, 1917, was 26} per cent.

TRIAL BALANCE 31st DEceMBER 1917,

Manchester. Lyons.
£ £ Fes, Fes.
Share Capital : 30,000 Shares of
£1 each, . . 30,000
Profit and. Loss Account . . 550
Purchases and Sales . . .| 62,500 [ 38,000f 162,000 1,350,000
Debtors and Creditors . . 18,000 5,000 106,000 29,150
Goods sent from Manchester to
Lyons . | 40,000 | 1,083,000
Goods sent from Lyons to Man.’
chester . . . 3,500 95,000
Expenses . . 8,000 : 108,000
Stock, 31st December 1916 .| 19.000 148,500
Cash at Bank . . g 2,010 13,250
Head Office Account . . 146,600
Lyons Branch Account . Y 5,540
113,550 | 113,550 | 1,620,750 | 1,620,750
Stock, 31st December, 1917 . . £18,500 Fes. 143,100
Lyons TRIAL BALANCE CONVERIED INTO STERLING.
£ £
. Purchases and Sales . . N .|| 6,000 | 50,000
Debtors and Creditors . . -l 40007 1,100
Goods received from Ma.nchester . .|| 40,000
,»  sent to Manchester PN . 8,500
Expenses . . . Wi 4,000
Stock . . . . . .l 5,350
Cash at Bank ’ . . . Jl 500
Head Office Account . . . . 5,540
Difference in Exchange . . . .l 200
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
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GENERAL

L'ENTENTE, LIMITED,
PROFIT AND LOSS ACCOUNT ror THE YEAR ENDING 3151' DecemBER, 1917

} L.
Total. cg{&sler. | Lyons. (Cur};g::y).
£ £ £ Fes.
To Initial Stock. 24,350 (19,000 5,350 148,500
. Purchases ., . . .| 68,500 62,500 6,000 162,000
»» Goods sent from
" M'ostr to Lyons? as per| — 40,000 1,083,000
,» Goods sent from
,» Lyons toM’chstr contra, - 3,500
,» LExpenses. 12,000 | 8,000 4,000 108,000
,» Difference in Exchange 290 290
,, Balance: Net Profit
B carried to Appropria-
tion Account . . 6,760 { 3,500 3,260 86,600
1,688,100

LIABILITIES.
Shave Capitai—
30,000 Shares of £1 each.
Sundry Creditors
Profit and Loss Appropna-
tion Account—
Bal. brought from
last accounts . £ 5§50
Add Profit for year 6,760,

Head Office Account . .

111,900 96,500 158,900

GENERAL BALANCE SHEET, 31st DECEMBER, 1917

- L

Total. cltde;;?er. Lyons.{ (Cur);oe:-:-y).
£ £ £ Fes,
30,000 {30,000

6,100 | 5,000 1,100 29,150
7,310 7,310

— 8,800 233,200
43,410 42,310 9,900, 262,350

Cr.
Total. |che:?e-r Lyoas, f { Ccf"anq)
£ £ £ Fgs,
By Sales. . . 88,000 {38,000!50,000| 1,350,000
,+ Final Stock . 23,900 {18,500| 5,400 143,100
»» Goods sent from
M’chstr to Lyons ; asper| — 40,000
L e Joontea  — 3,500 95,000
111,900 96,500 58,900 1,588,100
Total. ~ Icre:; Lyons. (Cfrt:::y).
£ £ £ Fgs,
ASSETS.
Stock on hand . . . .} 23,900 18,500] 5,400 143,100
Sundry Debtors. . . .j 17,000 113,000, 4,000 106,000
Cash at Bank N 2,510 2,010f 500 13,260
Lyons Branch Account —_ 8,800
43,410 42,310 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. Carriage, 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 the 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 1. 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 rem:ttmg sight draft for the amount
due.
The following entries would appear in the books—

JOURNAL. .
£ ]s}jad]) £})s]d
Colo?bo ‘Iradmg Co, . . . Dro | 60 - -

(For amounﬁ pa.ld for accomnt of the
Colombo Trading Co. on consignment of
spices received per R () JE-=A TV R

Jones Dr || 840 ~| -
To Colombo 'I‘radmg Co . . 840
(For sale of consignment of spices by the
Colombo Trading Co. to ?t)mes as
invoice dated tl‘us da.y (Invoice Copy
Book to... rwels

Colombo Tradm Co. . . Dol 21 - -

To Commission Account . 21 - -

{Commission 23% on 4840 on sale of con-
signment of spices to Jones).

Colombo Trading Co. . Dr. 759 - | -
‘To Cash or Bills Payz;.ble Account . . 7891 -| -

(Settlement of balance dune on sale of con- V
sxgnment of spwes as per our accounts
dated ... .

Dr. COLOMBO TRADING COMPANY. Cr.

£
To Cash: Dock Charges and Expenses £ By Prooeeds of Sale of Spices {o Jones . 840
on Canxignment of Spmf perss.___ 60 '

D Sale of
o; Spices : 2}% on )éBl!) - . 721

mo ,guo

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 bave actually been sold, noris 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

w 2., B, Tdgidad, , w4800, " w4150

» 3., C ., Bermuda. w4500, " w4360
to

A B [
(Jamaica). (Trinidad). (Bermuda).
He pays freight and charges on the

shipments £280 £240 £200
He draws Bills at 90 d/s ‘on the
consignees for . . £400 £350 £300

He receives from A, Account Sales showing sale of the whole
consignment, which realizes £910 net after deducting A's charges.
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 Ac¢count 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 A/cS.

Dr. CONSIGNMENT SALES ACCOUNT. Cr.
£ £
To Consignment No. 1. Loss transferred 70 ] By Coosignment 1 . . . . 700
» Reserve carried down, being differ- » ”» z . . . . 600
ence between cost and 1o forma ”» ” 3 . . . . §00
invoice value of con,sngnments not
completely sold . . . 290
» Trading Account . . . . 1,440
£1,800 £1,800

By Balance brought down , . . 290



208 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

CONSIGNMENT No. 1:

Dr, A oF JaMaICa, Cr.
£ £
To Goods (Ccnsxgnment Sala Ac,w\mt) 700 | By A: AfcS 910
» Cash Charges . . 280 ,» Balance loss transferred to Oonsxgw
ment Sales Account . - 70
£980 £930
i [
CONSIGNMENT No. 2:
B or TraNiDAD,
£
To Guods (Ccnsxgnment Sales Account), 600 By B: AfeS . - . ‘450
n Cash Charges. N . . 240 » Balance carried down - . . . 390
£840 £840
s —
“To Balance brought down . . . 390
CONSIGNMENT No, 8
C orF BERKUDA.
£
To Goods (Consignment Sales Account] 500 | By C: AfeS . - . . £130
,» Cash Charges, . 200 »» Balance carried down . . . 570
£760 £700
seastn [
To Balance brought down . . . §70
Dr, A Cr.
! £ ’ £
To Consignment No. 1 Afc8 v . 910 ] By Bills Receivable . . . . 400
- 4+ Cash (sight draft) . . “ . 510
£910
Dy, B. Cr.‘
£ £
To Consignment No. 2 AfcS . . 450 | By Bills Receivable . . . . 350
»» Balance cartied down . . . 100
£450 £450
e o m—
To Jalance brought down . . . 100 N
Dr. c. ) cr,
£ . . £
To Consignment No, 3 A/cS . . 130 | By Bills Receivable . . . . 300
,» Balance carried down . . . 170
£300 £300
Pt —
By Balance brought down . - 170
Dr. PURCHASES ACCOUNT. Cr.
’ £ £
To Goods (¥} . N . . . £1,310 I By Trading Aceount , B . . £1,310
eliarag ————
Dr. ' ¥. Cr.
£ £

I By Goods . . . . . . 41,810
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Dr. BILLS RECEIVABLE ACCOUNT. Cr.
£ £
To A: Bil—904fs . . . . 400
w B p=— e e gg
» L i - . . -
£1,080
Dy, BANK ACCOUNT. Cr,
£ £
To A: Draft at sight . . . . 510 | By Chaxgm on Consignments—
» .’Balannecam down . . . 210 Jamaica . - . 280
» 2: Trinidad . . . 240
» 3: Bermuda . - N 200
£720 £120
By Balance brought down . . . 210
Dr. TRADING ACCOUNT. Cr.
£ £
To Purchases N . . 1,310 § By Counsignment Sales Account . . £1,440
» Balance, bemg pmﬁt 130

{(Memo. This is the ﬁmﬁl on the
consignment completely sold—

No. 1)
£1,440 N £1,440
—— —
Dr. : BALANCE SHEET. Cr.
£ £
Y. . .. . . . . 1,310 |} Bills Receivable . . . . . L050
C. . . . . . - - 170 § B . - - . - . . 100
Profit realized . . . . . 130 J Consignments--No, 2, . . £390
Bank . . . . . . 210 " - 3. . . 570
- £960
Less Reserve . 280
—_ 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 refér to that matter. If, for example, he pays for
the goods purchased, he will credit cash or the person who sup-
plies the goods, and{debit the Joint Venture Accounf. If he sells
certain of the goods purchased on Joint Account, he will debit the .
person to whom helsells 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 payments 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
iterns 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 colleague as shown
by his statement by debiting the Joint Venture Account and
crediting his colleague with the amounts paid by the latter, and
reversing the process in respect of monmeys 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 ofhers 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 bis 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 LaAGOS. Cr.
£ £
To Cash—Cost of Goods . . . 850 By Cash—Sale of portion of shipment . 480
o ~Charges paid a5 »» Be~Proceeds of Balance of shlpment
» B—Chargs on consxgnment pald by sold by him 525
20
» Balance, bamg net proﬁt—
One-half to B, being his share £50
" » Proft and Loss
Account . 50
being my share — 100 -
£1,005 £1,005
— r—
B.
. £ £
To Joint Venture Account-— By Cash . . . 425
Proceeds of Sale of portion of » Joint Venture Account——
shipment of Mahogany . . 525 Charges paid on shlpment of
Mahogany . 20
, » Joint Venture Account—
Half share of Profit . . . 50
» Cash (in settlement) . . . 30
£525 £525
———— P,
IN B's BOOKS.
JOINT VENTURE ACCOUNT WITH A,
Dr. SHiPMENT OF MAHOGANY FROM LaGUS. Cr.
£ £
To Cash~—Charges paid . 20 1 By Cash—Sale of portion of shipment . 525
» A-—Cost of Goods paid by him . 850 » A——Proceeds of Sale of Goods by him 480
,» A—Charges paid by him . . 35
,» Balance, being net profit—
One-half to A, being his share £50
” » Profit and Loss A/c
being my share 50
— 100
£1,005 £1,005
s mm——
Dr. A, Cr.
£ ) £
To Cash (on account of Jaint Venture) . 425 | By Joint Venture Account--
,» Joint Venture Account — Amounts paid by A:
Value of Goods sold by A . . 480 For the Goods . - . 850
,» Cash (in settlement) . . . 30 » Expenses . . . 35
. Joint Venture Account—
Half share of profit . . . S0
£935 £938
[eea—— ———

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—(1410¢) -
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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 oilxglding 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 thetransaction 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 abroad 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 (usually 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

i

Account. When the draft is collected 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 usuval 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



BILLS RECEIVABLE BOOK WITH CREDIT COLUMNS,

Cr.
By wh on wh Wh Wh o How Disrosen oF:
No, r\ez::eed Ffr(e’:;i::gm g::,,,,‘} Date. &:}w:‘m Where payable. | Tenor. Aen 4l du:n Iﬁol: Amount. Dis-
Date:  Fol.|| Cash. count.
1920 1920 £ 1s.ld. 1920 £ 1sjd) £ |s|d
1| Jon. 4| J. Brown Self Jan, 1| J. Broun Pare's, Manchester | 3mfd | Jan. 4] Apr. 4 | 36 | 250 - ! Apr. 4 | 12 || 250) —| |
2| Feb. . Brown J. Brown Feb. 1| 8. Turney L.C.& M., Londons | 3 mid e¢b. 41 May 4| 36 § 2500 ~| —if Feb, 4 8 || 24817 @ 32 6
3 | Mar. & | A. Smith el[ Mar. 1 | A. Smith loyds, Manchester | 6 mid | Mar. 2} Sept, 4 | 41 | 300! | -
4| Mas. 6| J. Brown St[’ Mar. } | J. Brown Parrs, Manchester | 3 mid | Mar. 3 | June 4 | 36 | 250 ~ -l June 4 | 16 || 250i - |
5| Apr. 4| J. Brown Seif Apr. Y | I, Brown » Bmfd | Apr. 2] July 4| 38 | 250] ~f -]
£113001 -] 1£748/17) 8] £3/ 2 6
ML
280 3 2 6
June 30 | Bal.
cfd | 550! —i |
£]1300] - — 1300 | ~
1920 4
June30 | Bal, b/d
3| Mar.4 | A Swmith Sd[ Mar. 1| A. Soisth Lioyds, Manchestey | 8 mfd | Mar. 2 | Sept. 4 300! -
5| Apr. 4| J. Brown Self Apr. 1 | J. Brown Pasys, Manchester | 3mfd | Apr. 2§ July 4 250, -| -~
£550] -| -
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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 deduct the amount from the
general 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 example following.
Example 4. Assume that Brown owes to Jones £600 on the
30th June, 1920, and that the following transactions take place
during July—

Juiy 1.  Brown gays to Jones cash £500.

8. Brow;n ugr's 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 10th (i.e. 13th August.

29. Brown buys further goods from Jones (600 due for payment
7 days net cash.

30. 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.if. 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,



¢4

Dr. JONES. Cr.

Amount. | Days. |Products ' Amount. | Days. iPro(iucts
1920 £ s d 1920 £ s d
July 1| To Cash . . . 500 - -] 30 15,000 | June30) By Balance - . 800 ~ ~j 31 18,600
July 12| ,, Bills Payable . Julty 8| , Goods. . . 750 - —| 16 | 12,000
Bill due 13thAug} 800 - -~ | 13 | 10,400 (due 15th July)
July30 ,, Cash . . . 600 - -, 1 600 | July2s| , Goods. . .. 600 -~ —| 4 | 2,400
{due 4th Aug)
5,200
.» Bal of Products . 23,000 31 28,200
» Balance ¢/d . . 53 3 - . ,» Interest to date . 3 3 -
£1,953 8 - 28,200 £11,953 3 - 28,200
! 15..
l July 31 | By Balance b/d . Jo453 3 -
. 23,088 % 8 _ _ _
Calculation of Interest —3 g E;HM = £3151 =43 3

N.B.—The sialicized 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
sexrvices. The Carriage, Freight and Insurance Accounts will then
show the profit which has been made or loss incurred on these
accounts and should be transferred 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 and the amount realized thereon. .
This method has the effect of charging carriage outwards to the

dehit of the Trading Account and nof 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 amount
paid for transit to the customer, though the fault will not be nearly
s0 apparent as in the business at present under discussion:

' EXPORTER'S SALES DAY BOOK.

. Dr. an
Fol. é‘l’ﬁ::::‘fu Cusll’?léjer :-;?ck A tof .
ant icylars. hargel Nos. Invaics to . Sun~

: Ci:sst_o:er. Sales. | o || Frelgnt] (000 f Bl ghice,

£ s afl£lslalie|sld)£]sa]£]|sd £

Stock Accounts. A convenient method of maintai;xing a check
on the stock of an exporter is broadly as folows— - |

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

WEe have considered the accounts of traders and merchants generally
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 commeodities. Our
purpose is to select a number of more familiar types of business
and to jndicate 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
circamstances. ' A

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 know
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, includin
minerals and mineral oils, stone from quarries, earths with speci

roperties, 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 for 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 dlifferent 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 thelandowner is toreceive the sum of 1s. 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, ef 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 the 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,

JOURNAL.
£
Wages—Colliers . .
» —Underground .
v ~Surface .
National Insurance
‘To Cash . . . .
» Cottage Rents deducted
,» any other Deductions .
(Being wages earned, deductions thereﬁ'om and’
balance paid for the week ending.... RO N

PEL e

b

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 sunmary 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—

t. WacEs Pap.  The total wages as shown by the Wages Book.

2. Rovarty, 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 Usep. 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.
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COLLIERY WAGES BOOK.

R . 5 T AraLvers: . i DEpucrions ; -
ASES OF ——.
PayMeNT: | & ' y Balanee, N']i[rlrs:e'
No.| Name.| Work. 3 Collfers. Underground. Surface. Total. (\:«f‘:.?}‘\ “5‘:“1_5 Draw 5(;’“‘ to. || ployers'
) g A raw. ry ' N
Quat-lp o ; f man, Con, Funds. Pay. || Cont.
tity. d Bte. || Ete. | Bte. | Tt | Eto || Ete || Ete. || Bte, | Bte. |
gl oqdillsiallglslallglsdal g s alg|siailgisiaigsiallgislalg]s|alelsiafcislallg]slallf]sial g slalzoia
|
i i i
| | i i
—
i total Deductions apd
Totals of the analysis = t oolumn¥ = 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 Raisep. The sales as shown by the Sales Day Book,
which will be provided with colummns for the purpose of suthming
the total weight, adjusted by the opening and closing stocks. This
figure should agree approximately as regards weight, with the total
coal rajsed 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.
Cost Summary ¥or 1HE Four WEEKS EXDING
TONS. £

[l

112

Sales—Coal and Slack . . =
Coal Stock-~decrease . . . . =

Total et production , . . £ - = Average price
accm ceme—mea | per {0

. Per cent
Average per ton on Value
of Net luction. of 3

J duction,

‘Wages—Colliers .
» +—Underground
b urface .

Th?bzr used .
» =0 .
» ~—Sundry

Repairs and Renewals exclusive of
Waies . . . . . .

H eep and Stables . . . |

Royalty—Frechold and Leaschold -

Depreciation Fund . . . . -1
Other Rents, Rates, and Taxes., .

A I N I U 2 5 T
L

(S

£
i

Management Expenses
Salaries and Travelling
Office Expenses . .
» Rent and Insurance
Discounts and Bad Debts

I 2 N}

kI S S )

Apparent Profit . . . B

Royalty Accounts. The entries in the books to record the pay-
ment of royalties require some explanation. Two methods are
employed and it is recommended that if the number of landlords
is small the method which we are about to describe 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, itis
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 1. 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 Vear to 31st December, 1911 . . . 22,000 tons
2nd » 912 . ., 60,000 ,,
3rd M ” 1913 . . . 100,000 ,,
4th- » 914 . . .- 130,000 ,,
5th ” » 1915 . . . 150,000 ,,
6th " . 1916 . . . 160,000
First METHOD.
The Royalty Account would appear as follows—
Dy, ROYALTY ACCOUNT. Cr.
1911 £ 1911 £
Dec. 811 To Cask paid to Landlord | .}) 2,000 ] Dec. 31 | By Revenue Account—
. ty on 22,000 tons s
st
o Balance umed “down .|| 1,450
£2,000 ,000
1011 | 1912
Dec, 81| To Balance brought down i 1,450] Dec. 31| By Revenue Account~
1912 R Ro! sg‘ on 60000 tons
Dec. 31| , Cash paid to Landlord .|| 2,000 +l| 1,500
» Balante carried “down:
Short qukings,wu1 21 gso
" 1,950
£8,450] . 1£3,450
1912 1918
Dec, 31| To Balance brought down .|| 1,950 Dec. 31 | By Revenus Account—
legl Cash paid to Landlord 2,000 Royalty on 100,000 tons 2500
€0, 0 . . |
" ' . » Balance carried down— 1l -
Short Workiogs, }911 £950
v " " S0 4450
£3,950 £3,950
913 1914
Dec. 31 | To Balance brought down «|| 1,450 | Dec. 31| By Revenue Account-—
W Cash paid to Landlord 2,000 N gwlwmm 3,250
Dec. 31 5 BiRA . . ol 8
| Short Workiogs, 1912 .[| 200
- £3,450 £9,450
i
1814 195
31 { To Balanoe brought down i 200 § De¢. 31| By Revenue Account—
1918 Roéal sg on xsoom tom
Dee.31| ., Cash paid to Landlond .| 8,550 es,750
1916 : 1916
Deg, 31| To Cash paid to Landlord .1€4,000 [ Dec. 81 | By Revenue Account—
N R 160,000 tons
N . -Jl£4,000
i
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(SECOND METHOD).

Dy. ROYALTY ACCOUNT. Cr.
1911 £ 1911 [ £
Dec. 311 To Landlord's Account . Al £550 § Dec. 31 | By Profit and Loss Account .| £550
1912 1912

Dec. 31 | To Landlord’s Account Lil£1,500 Dec. 31} By Profit and Loss Account ({1,500
1913 1913

Dec. 31 | To Landlord’s Account . .11£2,5008 Dec. 31| By Profit and Loss Account 112,500
1914 1914

Dec. 31 | To Landlord's Account . .|[£3,250 § Dec. 31{ By Profit and Loss Account  .[1£3,230
1915 1913

Dec. 31| To Landlord's Account . .11£3,750 ] Dec. 31 | By Profit and Loss Account  .}[£3,750
1918 1916

Dec. 31 | To Landlord’s Account .11€4,000 | Dec. 31 { By Profit and Loss Account . ‘54,000

] 1 [

Dr. LANDLORD. Cr.
1911 1811 £
Dec. 31| To Cash. . . . .||£2,000| Dec, 31 | By Royalty Account . o s50

s Short Workings Account .|l 1,450
£2,000
1912 ! 1912 ]
Dec. 31 Dec, 31 | By Royalty Account . . < 1,500
. » Short Workings Account .| 500
ToCash. . . . .l|£2000 (2,000
.
1913 1913
Dec. 31| To Cash. . . . 2| 2,600
s Short Warkings Account . 500
|
£2,500 ] Dec. 31 | By Royalty Account . . ££2,500
1914 1914
Dec. 31 | To Cash. . . . {2,000
,» Short Workings Account .|| 1,250
£3,250 | Dec. 31| By Royalty Account . .|1£3,250
1915 1915
Dec. 31| To Cash. . . . 3,550
»» Short Workings Account 200
£3,750] Dec. 31 | By Royalty Account . . ‘£8,750
1916 1916 i
Dec. 31| To Cash. . . . L11£4,000] Dec., 31 [ By Royalty Account . 4-£4,000
Dr. SHORT WORKINGS. Cr.
1911 | £ 1913 s
Deg, gl To Landlord’s Account . .|| 1,450 Dec. 31 | By Landlord’s Account . 500
191 l 1914
Dec. 31 | To Landlord’s Account . l 500 Dec. gl By Landlord’s Account . . \ 1,250
191 i
Dec. 31 | By Landlord’s Account . I 200
‘£1,950 '£1,950
f | { | e

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 that 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 obvions. 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 (4). It is assumed that the Colliery Company pur-
chases eight wagons at (75 each, payable by six half-yearly
instalments of £12 10s. per wagon. Assume the date of purchase
31st December, 1914, 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

s | d

1914 f NRCH £l (4
Dec. 31| To Wagon Company ,{8§40( ~ | = fJume 30{ By De&r::i;;if;)w%p.a 27 ~| -
[Dec. 311 ,, reciationl0%p.all 251 18| ~
1518 &al. £487/71
[June 801, tion10%p.alf 24| 7
(Bal, Qszl 9/ f
[Dec. 811 ,, ionl0%p.a.|| 23 -
1917 Bal, £439/ 615
rImne:il " reciaﬁonl.,eo/p.a. 2111910
Bal, £417/16/10)
[Dec. 31 | ,, Depreciationl0%p.a.| 20] 17 | 10
. ) 4 Balancegd . " ||396| 19| ~
b ————fll S40) - | - | 340 | - | -
1917
Dec. 31| ToBalance bjd . . .[i896( 19 { -
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Dr. WAGON COMPANY. Cr.
£ ] s |4 1914 :’ £ | s d.
Dec.31| By Wagons . . . .1340) =} =
1915 1915 | ‘

June80| ToCash . . . . ,]100] =1 -|June30! ,, Interesttodate. .; 16] 4| -
: TR N
| (Bal. £45614-) || 536] 4| -

Dee.31| ,, » .« . . . .l100} - | —~|Dec.31| , Interesttodate. .4 13.14} -
! 200 - | - (Bal. £365/18'-) 1569 18| -

1916 1916 \
June30| ToCash . . . . 100 - | — JuneaoI ,, Interest todate. .| k1| 2| -
! R O —
300| -| - (Bal. £281) 581 ~| =

Dec.81| ,, , . . . . .fwo} -| —]Dec.3l| , Interesttodate. .| 8| 8| 7

I L N S

1917 q00| - | -] 1917 (Bal. {189°87) |s89) 8| 7
June30)| ToCask ., . . . 100! - | —]June30| ,, Interesttodate. . S‘ 4| -
] | LS S

500 - - (Bal. (952°7) ||s95 2| 7

Dec.31( . 5 .+ . . - 100 ~\ ~ | Dec.31| ,, Interestto Balanee. | 417 { 5
e —gf600 | - | - 1—_—————————43 600" -| -

o . | e s s

Statement showing the amount which would appear on the
Balance Sheet as an asset each half year—

30th Tune,| 31st Dec., | 30th June, i 31st Dec., | 30th fune,} 31st Dec,,
1915 1915 ‘ 1916 ;‘ 1916 1917 1917
£ sod| £ s d. £ s d.} £ s.dj £ s d] £ s d
Wagons at cost less Depre- ' §
clation . . . 1313 — —1487 7 -146219 8 43916 8§|417 16 10{396 19 -
Less present value of un- ! ’
paid instalments . 1456 4 ~1369 18 - ‘ 281 - - 189 8 7| 85 2 7 —
{456 16 — |17 9 -|181 19 81250 8 1]322 14 3[396 19 -
I i : | |

The alternative method 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.

15-~(1410F)
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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 like. 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 in 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
capital 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 bear in mind that all
renewals must be charged to revenue. If it 45 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 inserted 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
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Dr WAGON HIRE-PURCHASE ACCOUNT.
l Yns—t’:l:;‘ent Interest ’ Depteciation.gf) Capital, ; ’ Total. ?: Interest, E Depreciation. !I Capital.
1915 tlslallels alerela] gls tal] 1o15] J fle lalie]sta]els bL s |a
June30| ToCash .§1100. - - 18| 4 - 27 - - 56 18 ‘ ~ [ June 30} By Re- 43| 4 - 18l 4 - 277 - i
| —— venue Afcli - )  —
Dec. 31| , , oo ~| -fusfua] ~j 25]3] - 6ol 13 —fpecar] . . 38| 71 - 18] - {2t -y
1915 200 -] - sty -Fesiaa) -t 9] - } feefat] —| msltag —gesfazf -
d 1916 | | ] —-{I
Junedo| 5 o aoel - -8 | 2] -l 24 7 4y e4i00) sfgunedol o, joss| o) 4y ul 2z Va2 7] 4
300 - ~ 11] 2| - 24| 7| ¢limtio| 8 f ns| -1 el uf 2| - 2l 7| 4 | i
K 1] (‘ ——
Dec. 31 wo| - -] 8l 8} 7§ mf s - [ 68| 8| 5fDecar| ., | 3 1| 7 8 34 23] 38| -1 i
a0 -| - 8| 8| 7 23 3| - 20| 8| 1 ; 9t} 8 74 23} 3] -
1918 ! e | | 1917 | o~
June3o| ,, ,  .jl108] - - Ls Ml -l 2tim10 ] 72 s[ 2fyumesol , , [ 27{13{10] s 14| -} 21 19 10
Dec.a1 it 500 - - si14| - |/ 21]19)10|322) 14| 3 7zl s | o siae| -l zj1s a0
e, * 3 ; -
o wo| ~1 -l 47| s 20[. 17110 74 4. 9lpec. 3] ., ,, Ji2s}15) 3] 4/17] 5) 2004710
I I‘ | o Bal ! ?
[ ! o § i | 7 Terd Jass a9 -’ i396] 18| -
60| -~ - 417 | 572017 100396 19| - ! 1600) ~| ~{ 4}17{ s 20(17 10 Us0e[ 19| -
1916 i | P o i | | i o I f
Dec. 31 | To Bal. bjd i - F isos] 19! _ | I '
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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 the 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 should
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
BALANCE SHEET,

CarrtaL AND LiapiviTics.

£ s. 4 £ s, d.
Capital Authorized—
1,200,000 Ordinary Shares of {1 each . . 1,260,000 - -
80,000 6% Cumulstive Preference Shares
of £5 each. . . . . 400,000 - -

£1,600,000 — -
Capital Tssued—

850,000 Ordinary Sharcs of £1 each fully paid 850,000 - -
80,000 6%, Cumulative Preference Shares

of £5 each fully paid . . . 400,000 — -
— 1,250,000 - -
Premium on Shares Account . . . . 25,000 - -
Less Underwriting Comimission, ete, . . 18,400 — - 6.600
— . 6600 - -
59, Morigage Debentares of 1813—
Au!horlzod £600,000 . issued 450,000 - -

Note.—£150,0(0 Debentures, the balanee of the
ahove issue, have been deposited with
the Bank as Security against Overdraft.

h; Sundry Creditors—

Trade Acceptances . . . . . 40,328 10 1
Open Accounts . . . . . . 634844 2 9
Wapes Accrued . . . . . 39,114 7 8
Unclaimed Dividends . 2

4

Unpaid Purchase Moneys .
Advances for War Loans . . .

1344725 11 7

Reserve Account 50,000 - -
Reserve against West Somerset Mineral Ra\lwny
Guarantee—
Balance from last year . 26,679 13 9
Deduct Paymenb this year less Rece!pts . 6,188 14 2
— 20481 1 7
Profit and Loss—
Ralance from last year . . . . 29,226 10 6
Profit this year as per Account . . 183,484 3 1
214,720 13 7
Deduct Dividend paid on Preierencc Shares
to 30th September, 19. . 12,000 - -
202,720 13 7

CHARLES ALLEN
FRED. MILLS, 2 ;Du::tors. T_?T
3,324,52 9

—— e e ciia

AND COAL COMPANY, LIMITED.

PROPERTV AND ASsETS.

Property—

Land, Buildings, Works, Plant, etc., Balance
from last year
Add prulduure this year after Deprccla-

tion . -

2,033,020 11

s. d.
Deduct for Property sold . £1,368 7 10

Expenditure on New Works 13,778 - 7

Stocks on Hand, as per Inventories . .
Sundry Debtors . . . . .

Investments—

5% War Stock 1929-31947—
Instalments paid .

£4 10s.9], War Stock 1923—1945 . . -
(To he converted into 5% War Stock

1929-1947.)

Shares, Debeatures, ete.

Advances ta Workmen's Buxldlm, Clubs

Other Loans . . .

Cash in Hand . . . . .

£ s,

. 1,773,127 18

259,892 11

15,144 8

83265 -
11,504 1

408,708 7
6,461 18
7,448 12

5
2017876 2 7

<

181,164 - 9
596,478 14 8

517,385 18 2
11622 8 7

£3324527 6 9
e e
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Cr.
R i £ s. 4
To Gensral Expenyss . . . . . . 58.170 ID 5 £ s d £ 5 &
» Logal Expeases . . . . . « L188 5 By Balance of Profits for the year . . . . . . 356,948 4 5
. — 9,339 15 © s Local Rates. N . . £35,511 13 11 -
» Interest on Mortgage Debentures . . . . . 22,500 ~ - Workmens Compensanon . . . 14,116 § 1
- Inmm on Special Loans . 36,070 16 — National . . . . 7 -
» u Anownnnes to Oﬂiuals and Dependen!s : —_— 57459 15 -
Company’s Workmen . . . 32,306 11 -
Expmd:ture nn New Works . . . . . . 13,778 7
” ed to Balance Sheet . . . . . 185,494 3 1
: £200,489 9 5 £200488 O §
[ —— e
To the Skareholders of
THE EBBW VALE STEEL IRON AND COAL COMPANY, LIMITED. -
.  We have audned the Books aad Accounts of the Company for the year ended 31st Mageh, 19.., and have obtai all the i and expl
ions we have reqi\_
‘The Stock-] rade hos been taken by your staff in the ordinary way, and is certified by your Managm( Dlrector as being valued at or below cost,
The Expenditure on Capital Account has been approved by the Board, and details thereof have been laid befor

e us,
The sum of £13,778 0s. 7d, has been written off new Capital Expenditure during the year, in nddmon to Dcprecmtwn

In our opinion the above Balance Sheet is properly drawn up S0 as to exhibit a true and correct view of the state of the Company’s affairs, according
to the best og. and the given ta us, and &s shewn by the books of the Company. v
ALFRED TONGUE & CO.,

Charlered Accounbants,
| AUDITORS,

MANCHESTER,
2nd July, 18..
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approximate to the net weight of cotton in the yamn 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.
(i) The percentage of ‘‘cellar gain,” ie. the percentage
of moisture (calculated on the net weight of cotton spun) contained .
in the yarn.

Ibs.
Yarn delivered . . , . ' . 1,250,000
Final Stock . . . . . . 120,000
1,370,000
Less Initial Stock . . a . . 160,000
1,210,000
Yarn Spun . . . . . . . 1,140,000

Cellar Gain . . . . . 70,000 ==6-14%,

1bs.
Cotton Bought . . . . . . 1,360,000
Initial Stock . - . . . 200,000
1,560,000
Less Final Stock . . . . . 260,000
Cotton used . . . . . 1,300,000
Yarn Spun . . . . . . . 1,140,000
Balance Loss, . . . 12-31% 160,000
Waste delivered . . . . 11-00%, 143,000
Actual Loss . . . 1319, 17,000

It will be seen from the above figures that of 1,300,000 Ibs. of
cotton spun 17,000 Ibs. 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 incorue 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., ror ths WEEK ENDING___..___
Cotton _Account Yarni Account
Bales.| s, || Value. Twist.; Weft, i Value,
| |
£ s 4] £ ls|d
Stock last week . . . Hanks spun this week
Bought during the wk.. Yarn spun this wk.lbs.
. Stock last week . ,
Deliveries this week ,,
Used. . . . . .
oy 4 Stock ,,
Present Stock . . . * Actual " Stock .,
Cellar Gain . .
Average | Percentage
perlb. of | on Value
Yarn of Pro-
- Spun, duction.
Llsidl £ |s|ad
Cotton used . . . - . . . N
Wages—
Bobbin Carrying . . . . . .
Cotton Mised Willows : Openers & Blowers .
Drawing Frame and Can Tenting . . .
Grinding . . . . . .
Intermediate . . B . . . |
Lap-carTying . . . . . . |
Overlooking . . . . . .
oving B
Slubbing . . . . .
Stripping . . . . . .
Coal . . .
Oil—Engines . .
Cardroom . .
Spinners. . .
Bobbins and Skewers .
Cans . . . . . .
Roller Leather . . . . -
Strap Leather . . .
Trade Expenses: Repairs .
Freight . .
Rent and Rates .
Gas and Electricity
Interest . N
Depreciation
Discount . . .
Commission and Brokerage .
Total Cost . .
Less Cellar Gain . . . . .
» Waste Sold . . . . .
Net Cost . . . !
Value of Production. . . . . k [
Proft (or Less) . ., . . |
) s | —
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Bank Accoent,

Yam in stock : Twist.
Weft . Balance last week
Deposited for Yarn .
Loose Process . . . » Laans.
Stock of Cotton as above . Bl

Yamn on order : Twist. - e i Less Withdrawals
Weft o

o ——— Present Balance

Deficiency—Short . . A

Surplus  ~Long

LoANHOLDERS' ACCOUNT.

i
! usssas | Balance last week
Cotton at Call—]June . . ; Deposited
June-July N
July-August, etc. .
| — ! Withdrawn
Total : 1
‘ 1 Present Balance
|

Gas Companies. In the case of Gas Companies the profit earned
is represented by the difference between the value of coal car-
bonated 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 will 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 shown 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 Paidup 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 concerns of adjusting
the 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
1s 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 representing the Joss
on realization of horses, old cars and plant forming 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 of 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—

1. 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 rox THS YeAwr ENDED 318T DEcEMEER, 19..

Expen~ Certified Total
diture | Ex- | Total Receipts] R [Receipts,
to 3tst (pend'd]  3lst gist | ceived | gigp
Dec., | this | Dec, Dec., during Dec.,
) 19.. | year.| 18.. 19.. | year. | g9,
To Lands acquired, in £ £ £ By Ordinary Shares £ £ £
cluding Law Chgs.| 83,500 | - 33,500 of {l0each . .} 50,000 — 50,000
New Buildings, . »» Preference Shares
Manufacturing of {10 each . .| 40,000 — 40,000
Plant, Machines, »» Debenture Stock .| 40,000 | — | 40,000
Storage Works, & Mortgages and
other  structyres » Bonds. , . .| 10,300 (5,000 15,300
connected with .
inanufacture . .| 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 connccted
with distribution.| 37,900 | 3,700 | 41,600
» New Meters (not in
place of old ones},
including fixing .| 10,750 | 450 11,200
» Cost of promoting
special Act . .| 1,000 — 1,000

Total Expenditure .| 128,830 | 4,750 | 133,600
To Bal. of Cap. Afc. . 11,700

£ 145,300 Toal + . . o| 145,300
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Dr. REVENUE ACCOUNT ror THE YsAR ENDED 31st DEcEMaEx, 19.. Cr.
£ £ £
To Manufacture of Gas— By Sale of Gag— £
Coals, including Dues, Carriage, Common Gas . . |24,500
Unloadiug, and all Expenses| Public Lighting and other
of depositing same on works| 8,850 Contracts . . -1 1,500
Punfymg Materials, Oil,Water, . 1 26,000
and Sundries at work. 150 Rental of Meters. . . 150
Wages at Works . .1 4,070 By Residual Products—
Salaries of Engineers, Super- Coke, loss hbourmdmugé 4,110
mcendcnts, and Officers at Breuze 130
orks ™~ 1,300 710
Repairs and’ Mmtenance ot Ammoniacnl Liquor . 310 -
Plant and Machipery . .| 8,110 . . 5,260
! 20,480 § By Rents . . R 90
To Distribution of Gas—
Salaries of Surveyor and In-
spectors . 450
Repairs, Renewa!.s and Main-
tenance of Mams, Service
Pipes, ¢ 1,050
Repainngl Rcuewmg, and Re
.| Lo 2600
A
To Public Lamps—
Lighting and Repairing . 600
To chs Rates, and Taxes—
Ren . f 5 480
Ratw and Taxes . . i 200
— 680
To Management.—
Directors’ Salarles, 300
Salaries of Secretary and Clerks' 600
Stationery and Printing. o210
General Establishment Charges’
and Inddenuls . ) 0
Auditor B B RIS ]
et 1,190
To Bad Debts— s
Balance catried to P. & L. A/c! 5,900
I {l 31,500 £} 31,500
i e ——) P
[ J
Dr, PROFIT AND LOSS ACCOUNT (NET REVENUE) Cr.
ror tHE YEAR ENDED 31sT DEcEMBER, 19..
£ £ £ £
To h\mst on Mortgage Bonds By Baluwe of Net Proft brought
cerued o 3ist s 19.. S00 m Jast accounts, 315t Dec.
» Intemt oo Debenture Stock 4,800
aecnled to 31st Dec., 19., . 1,600 L«s Dividends pa.nd for half-
.» Hall-year's Dividend on Pre- year ended 315t Dec., 19.. | 2,250
em\ce Shares to 0th June, —{ 2,350
1,000 1 Balance brought from Revenue
”» Half yms Dividend on Orain. Account, being profit for
ary Shares to 30th June, 19. . | 1,250 2250 . year to 3lst Dec., 19.. . 5,900
»» Balance Net Profit to be carried
to next account, Subject
to Half-year’s Dlvidmds to
81st Dec., 19.. 3,900 . y
£ 8,250 £ 8,250
P
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Dr. GENERAL BALANCE SHEET on 3lsr DECEMBER, 19.. Cr,
£ £ £
To Capital Account—-- By Cash at Bankers 3,100
Balance to credit thrreoi . .| 11,700 , Coals for Stock on hand
s Profit and Loss Account— 31st Dec,, 19.. .{ 2,800
Balauce to credit thereof . | 880073 ,, Ccke and Breeze, 31st Dec., '
Interest accrued and unpaid on 50
Mortgages, Bonds, :md Debenture » T'nr and other Products,
Stock to 31st Dec., . 1,100 31st Dec., 19. 170
Sundry Tradesmen and others for y Sundry Stores 315t Dcc 19. 1,380
amount due for Coals, Stores, etc., 4,400
to 31st Dec., 19. . .| 2,200 »» Gas Meter Rental : Balance
» Wages and Contmaencxes—— of this account due to the
Amount due to 31st Dec., 19.. . 100 Company on 3Ist Dec.,:
19.., less Deposits and
Prepayments 2,700
» Coke and other Resnduals,
31st Dec., .| 2,500
" Sundry Accounts 31st Dec., .
’ .| 8,300
11,500
£ 19,000 £ 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 (1) to enable the
management to locate wastage in materjal or labour ; (2) to decide
whether the work carried on is being done cheaper than it is possible
to get it done by outsiders ; (8) 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 Received 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 1ssued 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 jobs upon which
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GCODS RECEIVED BOOCK.

- WEIGHT : Quantity, Stores Number
Date, F’;m Wgé) m P?;rgculdals ——e~e———~—————|} jf not charged | Price. | o?;’r‘x?;’ilct e Ledger of Remarks
ecetved. of aoods. Tons. 1 ths" Qrs. f Lbs. by Weight. | . Folio. Invoice
l I 4 £ s | d.
|
‘ o)
@) ) {8 .

(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.
() The details of these columns are posted to the Stores Ledger.

GOODS ISSUED BOOK

. Cr. Dr.
Work Particulars Weient : . Quantity, . Amount Stores Cost
Date. Note of Goods. if not charged | Price. | g be charged. Ledger Ledger Remarks.
No. Tons, | Cwts, | Qrs. | Lbs, by Weight. ) Folio, Folio.
£ s. | d.
i
!
. _ ) | ® f‘;}

(@) The total of this column represents the actual value of materials used, and will agree with the corresponding figure
in the financial books. The total is posted to the credit of the Stores Ledger Ad]ustment Account,
(b} The details of these columns are posted to the Stores Ledger.
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Dr. . STORES LEDGER. . . ' _cn
Crass oF Goops »

— -

From RG,CM@,; - WEIGHT : Quanmy ’ R Amount. To wlneh IG,::SS WEIGHT : Q‘;‘? ',::::y’ - Amount,
Date. RWh'?al:d Book cha.r Ml FPrice. Dats. 1 Job vy Book charged | Price.

eceived. Il Folio. | o, 1 ¢, | o [zn, [IPY Welgbt . £lsla ssu Folio. 1. | o | o. |in. || by Weight, £lsld

STORES LEDGER ADJUSTMENT ACCOUNT.

£ . £
To Initial Stock of Materials {as shown by the By Materials used (as per total of the sterlmg
Initial Balances in the Stores Ledger) . :

column in the Goods Issued Book) .
» Goods Purchased ({as per total of sterlmg ,» Discrepancies written off as per separa.te list
columns of Goods Recmved Book . ,» Final Stock of Materials (as shown by the
Final Balances in the Stores Ledger. .
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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, 'tallow,
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 acconnts, 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 s completed,”
represents the profit or loss. Asregards 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 at 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 swmmary 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.

Materjals 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. ' Cr.

JoB No.......682.....
NATURE OF WoRrK T0 BE DoNi.........No. 16 Machine for A B & Co...............Price £325 net.

€Ve

Wages | Goods | ‘ I [ Finished )
Particulars, ;,:i:‘y l;f{:‘,‘;;;i Wages., Materials, | Cgat:‘;gs Date. ! Particulars, Fol. ; Daiiill}l}osolg_ i rc!ti::]sed z‘;ildclr;:és
Folio. | Polio. } k { ‘ I “ to Stores.

. — S — — !
Llslal £ 1sidl] £]sia ' £lsial £lslal £1s|a
To Sundry \ 19.. ! H
Castings 382 | Auvg. 8 | By Saleto AB i
., Wages| 284 18 3 & Co, . .1292) 325 - —s
- ow | 290 14 1 | I
oo | 296 13 8 ;
5. 303 16] 2 | ‘
,, Cost of| IT. Jour. } |
Patterns ‘ ‘
126 | I ;
I 6116 | ;
i ! : i
,» Total ‘ i l
Prime |{Cost | N
.» Oncost{100% [ ! ) f
of Wajiges J/160 1 !
! i 1
,» Bal. {
Net Prjofit | J/172 I fi
i ] 1€325| = -} 1
1,




COST LEDGER SUMMARY,

Cr.

Dr,
FOR THE YEAR ENDING 31sT DeEcEmBER, 19..
Work ot i Filx’xished Materials Work
. in Progress N ther arts ateria in Progress
iPoBo. i “315¢ Dec,, Wages, Materials. {[. Charges. Oncost. Prosit. Sales. Returned || Credited. 315t Dec,,
18.. to Stores, TN
£ s jd} £ [sld]l £ [sid] £ (s £ js|dl £ |sid] £ [s(d] £ [s1df £ {s}d £ 1sid
i
S
S
-
e, st} deducted
9} (3] @ ) @

@) ®) @ @ @

- Agreement of Totals—
(z) Opening balances in Cost Ledger agreeing with the value of work in progress as taken in the books of accounts.
(%) Agrees with the total of the summaries for 52 weeks, each week agreeing with total wages paid as shown in the

)] Agrees with total of Goods Issued Book. Total of Goods Issued Book plus loss by waste agrees with Materials used

financial books.
as per books of account.
{4) Agxees with total debited in financial books for direct charges,
() Agree with the Gross Profit as showg_p by manufacturing account.
Agrees with total of Sales Day Boo)
) 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 diviston. In the cost books a transfer
will be made crediting the Cost Account, and debiting an account
for finished parts refurned 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 thg 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 246 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.
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Builders and Contractors and Shipbuilders. The system of
accounting recomtnended 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.
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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 sumrnary 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—

1. 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.

8. 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 dlfﬂculty 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 1,— .
B THE COTTONVILLE COMMERCIAL CLUB.
- RECEIPTS AND PAYMENTS ACCOUNT
Dr. : FOR THE YFAR ENDING 31sT DECEMBER, 19.. Cr,
. £ & d £ 5 4
To Cash in Bank, 31st Dec., 19.. .| 37 17 -] By Rent, Rates, and Insurence | 28 -
» Subscriptions received— . s Cost of Anoual Dinner . o2 -
122 @ 10s. 6d, . . Jo64 1 4, . Official Journal . | % 8
» Interest on Investments— ,» Printing and Statiopexy J 3164
500 : 5% Exchequer Bonds £25 » Postages and Sundries . 28
200 : 6%, " » 12| 37 - -1 ,, Bank Charges less Interest . . 21
Legacy received ; - ,» Honorarium to Secretary . o100 -
‘“ Exors, of John Brown, decd.™| 80 - ~| ,, Cost of Purchase of £73% .
,»- Donations, . . .. 1010 ~ 5% War Loan . . g - -
, Advertisements in Official Journall 2 10° =] ,, Cashin Bank, 3lst Dec,, 19.. .| 40 1 9
£201 18 : 5201 18 -

ascertainable to a limited extent only from information disclosed
as supplementary and not part of the account itself. Itis 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
puarpose 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—

Lissmmies, ASSETS,
£ sd. [ sod I £ s d
Creditors— i Cash at Bank 3 17 ~
Printing and Stationery 1 8 L Debtors for Advertisements . 1 - -
Printing Official Journal . 5 - - Estimated Value of 16 Subscnp-
4 6 8 1 tions in arrear d04 4 -
Subscriptions paid in advance . J o B3l 8 Investments—
Legacies and Donations rcoel\ed to ! {300 ¢ a° Excheguer Bonds (\00
date .l - ] £200 ; N N
Income and Expendnure Account—- ’ —— T - =
Sucplus Income to date ’ 7 1 3
{743 1 A (744 1~
The amounts outstanding at 31st December, 19.,, were as
follows— £ s d.
Printing and Stationery owing . . . 2 210
Official Journal Printing Account . . .7 2 8
Debtors for Advertisements. . . . 12 6
Subscriptions in arrear valued at . . . 212 8
" paid in advance . . . . .22 -
THE COTTONVILLE COMMERCIAL CLUB.
INCOME AND EXPENDITURE ACCOUNT
Dr. FOR THE YEAR ENDING 31T DEcEmBER, 19, Cr.
[ s d £ s od
To Rent, Rates, and Insurance . 28 - By Subscriptions . . B 81 19 -
» Cost of Annual Dinper 20 - -1 ., Interest on Invi estments . 37 - -
”» . Official Journal . 28 10 10 Advertisements in Qfficial Joumal 226
. Printing and Stationery . 411 7 |
. Postages and Sundries . 2 8 8 '
.» Bank Charges less Interest . 210 i
,» Honorarium to Secretary . 10 ~ -
» Balance, being Excess of Iuceme !
over Expenditure . 7 710 |
- {10! 16 {100 1 6
| R, m—C—,
BALANCE SHEET, 31st DecEMBER, 19..
Liabilities, Assets, X
5. d. £ s d s.od £ s od
Sundry Creditors . 4 9 5 & CashatBank . . e . 40019
Subscriptions paid in advance 2 2 - | Debtors for Advcmsements - 12 6
Legacies and Donations Estimated Value of 10 Subscripuons :
received as perlast a/es 688 -~ - in arrear 212 6
Add Legacies and Dona- Investments at cos:
tions received during £500 : 5"“ kxchequer Bonds. £300
the year . 60 10 - £200 "
748 10 - £75 39 War Loan . 7l '
Income and Expenditure — T -~
Aceount— :
Surplus Income as per
last accounts . 47 1
Add Excess of Tncore !
over Expenditure for :
the year to date . 7 710
54 9 3
(814 6 9 {Bl4 & 9
e s e —
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COTTONVILLE COMMERCIAL CLUB.
PARTICULARS OF REVENUE For THE YEAR ENDING 3[sT DEcCEMBER, 19..

| d | | S con, | A | |
Cosh. . Rg‘;,\fts Elapmenndiﬂmtg e ! ' . Reserves. |Reserves, Eﬂ?&‘t“
s dlf s dlf s d s d s dlf s dlf s 4l s d.
To Subscriptions recvd.. é& 1 -{ 11 6% 2 - £ By Rent,Rates,& Insnce. és - 5:8 - -
212 64 4 - 6119 -}, CostofAnnualDinner 20 - 20 - -
. Intereston Inv'stmts. 87 - — 37 - 4 . ,, Official Jour..} 26 8 27 2 85 - - 281010
,» Advertisements  in| ,, Printing & Stationery]] 3 16 102 2 10j1 8 1 411 7
Official Journal .| 210 - 12 61 - - 2 2 6‘ ,» Postages & Sundries.] 2 8 § 2 8 5
P ,» Bank Charges less Int] 2 10 -2
103 11 -4 16 677 6 -jio1 1 6’ ,» Honroarium to Sec. .{f 10 - - 10 - 90
., Legacy received 50
.» Donations. 10 104 8016 39 5 66 8 19313 8
—1{6010 - .. Purchase of £75 5%
.» Initial Bank Balance.| 87 17 -| : ‘War Loan . i) B
,» Final Bank Balance.{ 4¢ 1 9
»» Excess of Income
over Expenditure . 7 710
201 18 -4 16 67 6 101 1 G'r i201 18 -19 5 66 8 1101 1 €
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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—

1. A Cash Book with analysis columnns.

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 bet ween
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 ILedger, 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. 1If 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
gpportunity 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 entirzlly 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 of the Institute of Chartered
Accountants in England and Wales and of the Manchester Royal
Infirmary. The former is probably the best set of accounts of any
kind published and will well repay careful study. Attention 15~
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. -
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TRE msrrork o cafkresen

%3 9 9

814904 8 6
R

Dr. INCOME AND EXPENDITURE ACCOUNT
Year ended .
3lst Dec.19.. EXPENDITURE. .
£ sod £ sod s d £ s d
5514 4 O aeesping, Busk Lightimg, otc. s 10
ousel 8, Fut ting, ete. . 315 1
263 311 :F utyubranan,andClerks 2,821 72
1,068 19 8 Pnnhng and Staticnery. N . . 1,386 4 5
12717 - Advertis] 13517 6
53818 4 Law and Paxhamntary Ch:u-gﬁ 344 5 -
106 - - Audit Fees 105 - ~
288 8 10 'laxlwayFaresofCo\mtyMemhusofConndl 232 2 8
18 10 10 postage, Carrlage, Telephone, etc. . 317 7 8
2310 3 Repairs to Furniture and Fit! 816 9
893 5§ 7 ,lepmandDewnhonstoHallandOﬁws 955 8 6
18 - - leporto(GanemMeehng Parl'yRahlrnsetc. 18 13 4
w14 Sundries - . 7813 3
: 7,000 12 )
8601 18 8 ,, Reny, Rares, Taxes, Erc——
8 - - Ground Reat .- . ., ., , 786 - —
80519 3 Rates and Taxes . 94916 9
w8 1 Crponon puty .| B
on ty. . . 149
1812 13 7 - 2,90 9 9
sy DEPRECIATION~—
130 0 8 Fumlturond Fittmgs . 118 18 2
23% 6 8 . 8
3% 96 . 342 6 S
w oF Exa [not comprised in the above}—
235 4 Printing, Stationery, and Sundries . . 271076
15318 2 . Adva‘rllsi.ng . 135 16 1
L1465 7 1 Examiness and Moderatom Fees . . 1,081 6 3
4% 8 - Prizes . - . 47 -
e 1,580 16 7 1 ~ 1
3 -2, TkmsrsnoHAn.AmOmczs——SmxmcFun» 14112 7
200 - ~ ,, Coemsor* Tae 200 ~ -
720 - - , ALLOWANCES TO Pnovmcm. Socmﬂxf . . 720 - -
367 10 — ,, ALLowanceTO g LonpoN Stubenys' Socery o 318 - -
4010 ~ , A 70 PR SocisTRs 13515 —
1230216 6 12,317 16 8
”» EXPENSES IN R:mmm ro THE WAR—
530 § - Denations to War F 740 § -
551 7 9 Board of Audi tConlml zh RelmfFund) 654 17 11
86 -~ ~ Allowances to Staff on 3712 &
] 1,792 15 5
w8 2 14,110 12 1
o Balance carried to Accumulated Fund—
Excess of Incoms over Expenditure for the
w0y yoar . . . . . .. . w wom
14,650 18 9 14,110 12 1
To Praze Trusr Funps—
awarded £ s d
Robet‘cFlctdaetPrin 80 - -
Deloitte 5 ~ -
wm(am Quﬂm Prize b O
W, B. Peat Prize . 7018 -
l n - 161 13 -~
18010 9 Barance carried forward . 199 -~

14471 § 8
g Aot
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ACCOUNTANTS IN ENGLAND AND WALES.
FOR THE YEAR ENDED 31sr DECEMBER, 19

Cr.

Year ended
31st Decy 9., IxcomE.
£ s.od £ s d £ s. d £ s.d 3. d.
B\ E\'-rm\cz Fegs—
s - - Fellows  at 10 Guineas. 3420 -
1554 - -~ 72 Associates ,, 10, 76 - -~
JROAIERISRIE ¥ -~ SIS 1,060 10 ~
s CERTIFICATE FEES, SUBSCRIPTIONS, EXC.—
Certficate Fees :
638 Fellows at 3 Guineas . 3434 10 -
381 » » »ooo L2003~
4 . - 8 -
3 . PR ¢ SO 14 8
4,855 3 8 4667 15 6
663 Associates ,, 2 Guineas, 1,392 6 =
1,005 w1l Gumea . L,L1I8 § -
2007 8 250 11 -
Snbscnptmnsk—-
80 Fellows at 2 Guineas, 126 - =~
1,338 Assouiates ,, 1 Guinea 1,638 16 -
0, nt W . 35 -
1828 1 ¢ s 1,763 1
—_— %8 B8 - 83H3 7 6
» Examivamos Feps—
13 18 -~ 17 Preliminary at I Guinea 17 17 ~
682 10 ~ » 2 Guineas & 12 -
46 8 ~ %Intermedna(e,,- » 01 12~
44 8 - 64 Final nd " 134 8 ~
1,466 17 -~ —— 934 9 -
463
Fa—_
212 6, Fixes on Re-Aowmissiox 22 -~
76 13 - ,, Fees ror CERTIFICATES Or EXEMPTION 7512 -
12,663 10 6
1,606 16 1 ,. ISTEREST ON INVESTMENTS . . 1,460 2 2
15 9 6 ., Inieveston Sumsplamiun Depasit . s e
43 - 8 ,, INTEREST OX SINRING FUND INVESTMENTS 41 12 7
23 2 6 ,, Hire oF Roous . . i1 3 6
12699 18 9
» ACCUNULATED FUNDe
l»_xusolkxpe"dnmmerlneome for the Year 1,410 13 4
w o wom
14550 18 ¢ 14,110 12 1
» PRIZE TRUST FUNDSw
17618 2 Balance brought forward 1910 9
Income :
Robert Fletcher F\md 40 - -
Deloitte Fund . 5 - -
William Quiiter Fund 10 8§
W, B. Peat Fund . w1 -
men 9 — 171 25
—_— 88 ) -~ 36013 2
{14804 8 6 £14471 § 3
i caa e ———

170m(14107)



258 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

THE INSITIVTE OF CHARTFRED

Dr. BALANCE SHEET
£ s.d £ s d
To SuNprY CREDITORS & . . . . . . . . 3,089 17 10
» LOAN FROM Banx B . 1,995 - -
. SwixaNe Funp, Hate Avp Omcr.s (asper mnm)
MatSlstDemmber, 19... . . L1562 9 -
Transfer from Income Account . . . . . . . oMz o7
1,704 1 7
» ACCUMULATED FUXD—
Balance at 3kst December, 1 .99488 — 8
Less Exeoess of xpendnum over lacome for the Ym “eaded
315t December, 19, ., . . . N N . . 1A 13 4 o
———e 98,077 7 4 °
104 9
To Prxs Trusr Funps (as per contra) . . . . “ . . . 884214 9

We ha::d examined the above Accounts with the Books,

Vi relating thereto, and
certify the same 'We have ascertained_that
Certificates relating to the Stocks as above,

are held for safe custody by the Bank of England, and that
?e&nsaibedswdsmdulymgismndh the name of the
nstitute.

gll::l!A{ARD VA'N %E 'LINDE, Auditors,
London, 15tk March, 19. . Chartered Accowntants,

£110309 1 6
e g
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ACCOUNTANTS IN ENGLAND AND WALES.

31st DECEMBER, 19.. Cr.
By Casu— . £ s.d. £ s 4
At Bank . . . . . . . . . . 724 18 4
In hand . . . . - . 10 6 2
v SiNkiNG Funp INVESTMENTS AT COST—
735 4 6
£1,001 2. 10d. Transvaal 8% Guaranteed Stock. . . . 932 311
£899 Is. 5d. India 24%, Stock . f . . . . . 569 11 2
£209 9s. 7d. 44 % War Loan Stock . . B . . 202 6
1,704 1 7
» INVESTMENTS AT CosT, viz—
£5,000 24%, Consolidated Stock. . . . . . . 4426 10 2
£2,500 8}% War Loan Stock . . . . . . . 2875 ~ -
45,000 339 India Stock . B . . . . . . 508719 9
£5,000 Local Loans 3% Stock . . . . . . 4971 2 7
£5,000 Corp. of London 3% Deb. Stock . . . . . 4477 12 -
£5,000 London County 3% Cons. Stock . . . . . 4,426 12 ~
£5,000 Metropolitan Water (B) 3%, Stock . . . . 4,674 13 6
£5,000 Canada 3% Inscribed Stoc . . . . . 4,560 10 -~
£5,000 New South Wales 3349, Insc. Stock . . 4837 16 -
£5,000 Tasmanian Gov. 3%, Inseribed Stock . . 416 1 6
£2,500 Great Western Rly. 24% Deb. Stock . N . 1,883 4 8
£1,000 Great Western Rly. 4%, Deb. Stock . . . L L1409 6 1
£1,000 Lanes and Yorks Rly. 3% Deb, Stock . . 1,041 1 8
£1,500 Midland Rly. 2395 Deb, Stock . . . N . L3854 3
£1,000 North Eastern Rly. 39, Deb. Stock. . - . . L1367 1
£2,000 Sonth-Eastern Rly, 39, Deb. Stock . . . L2124 9 4
£2,000 South-Eastern Rly. 494 Deb. Steck . . . 276516 3
£2,000 East Indian Rly. 3% New Deb, Stock . . . 1,662 11 -
57,312 7 10
.[The market value of these securities on the S0th December, 19.,,
was £39,473 13s.)
s+ INTEREST ON INVESTMENTS ACCRUED DUVE . . . . . 338 15
» Sunpry DEBTORS . . . . . . . 18 18 =
s FURNITURE AND FriTives—
As per last Balance Sheet B . . . . L1189 1 2
Further Purchases. . . . . B . . . 21 7 3
1,210 8 5
Less Depreciation . N . N . . . . 11818 2
091 10 38
» LIBRARY—
As per last Balance Sheet . . . . . . 224 211
Further Purchases, . . . . . . . . 98 11 11
2,332 14 10
Less Depreciation . . . . . . . . 223 8 3
2,009 & 7
» HaLy anp Orrrces—
Cost (per Balance Sheet of 31st December, 1894) . . . 41,561 8 ~
104866 6 9
By Prize TrusT FUNDS—
INVESTMENTS @
Ropert FLercuzr Funp @
£1,000 Central London Rly. 4% Deb. Stock . . « 1,080 ~ -
DeLorrte Prize Fusp:
£1,000 Dideot, Newbury, and Southampton Rly. {Newbury
Section) 5% Deb. Stock . B . . . L1258 - =
WiLLIAM Qun.'nm Funp @
£200 Leopoldina Rly. Co. 549 Pref. Shares . . . . 22210 -
W, B. Pear Fursp:
£2,018 115, 10d. “Canada 349 Registered Stock . . . 2016 4 7
FrEpERICK WHINNEY FUND !
£1,000 Exchequer Bonds 6% . . . B . . 1,000 - ~
5443 14 7
»n Casu at Bank on Income Account . . . . .19 - 2
5642 14 9

£110509 1 8
[P



MANCHESTER ROYAL

INCOME AND EXPENDITURE ACCOUNT
- INcoME. £ s. d. s. d. s. d.
A~—Ordinary. £ £
1—ANNUAL SvBscmnwus 16,498 12 6
2—IDONATIONS . 12 ,887 111
Special Donation “ Anonymous » 20 000 -
32,887 11 1
Less Donations, ete., forendowment
carried direct to Balance Sheet 6,250 - -
(see page 18). e
26,637 11 1
Boxes . . . . - 685 14 4
27,323 5 5
-3—ALEXANDRSA DAy Funp 500 ~ -~
4-—HospitaL Sunpay Funp 1,216 1~
§-—HospiraL SATURDAY FUND . 741 5 -
6—-CONGREGATIONAL COLLECTIONS (apart
from Hospital Sunday Fuad} 138 6 4
7—Worgmen's CoLLecrioNs (apart
from Hospital Saturday Fund) 83114 11
8 —INVESTED PROPERTY—
Dividends—Statement A . 2371 2 6
.1 964 14 11
Tncome Tax returned . 2,991 7 10
e 17,327 5 2
9-—PRIVATE NURSES - . 8 8 -
10—PROPORTION OF STUDENTS Fres~
dical 193 19 -
Massage . 246 17 -
. 440 16 -
11—-PAYMENT ON ACCOUNT OF PATIENTS——
In-patients . 4,647 410
Qut-patients (mclud.mw £65 8s.
from Aural Board} . . 1,000 8 9
Local Authorities—Tuberculosis 627 15 4
Receipts under the National .
Insurance’ Act . . 24 410
‘War Office-—-Military Patients . 11,326 16 3
Ministry of Pensions-—
Pensioners . 8,312 17 -~
25939 4 —
12--OTHER RECEIPTS—
Fees for attendance om Polme
Cases . . 26 12 6
Kitchen Refuse . . 131 16 —
Bank Interest . . . 16 8 8
Venereal Disease Centre . . 1,120 5§10
Radium Dept. £267 19 8
. Laboratory 831 17 8
599 17 4
Duty on Spirits . . . 85 8 10
Sundries . . . . 1,523 15 10
3504 4

ToraL OmpiNARY IncoME Carried jorward
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93969 211

. [93963 2 11



INFIRMARY,

FOR THE YEAR ENDING 31str DECEMBER, 1919,
EXPENDITURE. £ s.d £ s, d.
A—Maintenance.
1-~PROVISIONS—
1. Meat L . . 607619 2
2. Fish, Poultry, etc . . . 470419 7
3. Butter, Bacon, etc. . . . 358210 1
4. Eggs - . . . B . 771 6 11
5. Milk . . . . 7280 - 7
6. Bread, Flour, etc . . 1527 3 2
7. Grocery—
(a) Tea and Coffee 863 8 -
(5) Sugar . . S01 18 4
(¢) Other Groceries 1,700 7 1
346513 §
g. yeaetibles and Fruit . 1,914 17 1
. Malt Liguors
10. Mineral Waters and Ice §336 67
29,639 16 7
2—SURGERY AND DISPENSAEY—
1. (@) Drugs . 216 7 -
{b) Spmts of Wine and
Methylated Spirits 887 3 8
(¢) 0il & Malt, & Cod
Liver Oil . 115 6 6
——— 2,485 6 9
2. {a) Dressings * . 919 14 5§
{b) Bandages . . 183 6 9
(¢} Lint and Tow . 30119 6
—_ 1,375 - 8
3. Instruments and Appliances . 2,550 7 9
4. Wines and Spirits 388 14 -
5. (a) Bottles, Corks, etc 242 13 11
(b) Sundries . 2 -
308 15 11
7,108 5 1
3—DomMESTIC— .
1. Renewal and Repair of Furniture 258 10 3
2. » Bedding & Linen 922 7 8
3. ™ Hardware, Crockery,
Bmshes,etc 23916 9
4, Washing . . 859 2 8
5, Cleaning . . 830 11 9
6. Water 208 5 5
7. Fuel and nghtmg—— )
(a) Coal . 6,884 8 10
() Gas . . 472 3 6
(¢) Electric Current 1,106 8 6
(d) 0Oil, Wood, ete. 11 3 9
8,474 4 7
8. Uniforms—
(a) Nurses’ 347 13 11
(&) Theatre 167 110
() Porters’ 213 6 §
(d) Servants’ 15
728 3 7
9. Sundries . . 193 16 3
12,804 18 11
4—ESTABLISHMENT—~
1. Insurance . . 741 14 1
2. Renewals and Repaus . . 1,405 18 1
3. Annual Cieaning . . 3279 49
4. Grounds . . . 147 18 4
557415 3
Carried forward £55,127 15 10



MANCHESTER ROYAL

INCOME AND EXPENDITURE ACCOUNT

Brought forward .

B--Extraordinary.
1-—LEGACIES.
Executors of Willlam Paulden .

Sic

b

Charles Hopkmson, Esq.

”»

Alfred James Atkinson,

£1,000
Yess Duty 100
John Royle . .
Mrs. Sarah Laura Sophla
Geldart .
Joseph Mllnthorp .
David Rof .
Frederick Bndgﬁord .
Williaa Ashworth .
Joseph Ward . .
Samuel Massey . .
William Grantham
James Johnson.
Mis. Mary Flattely £50
Less Duty .
ames Hancock .
C. E. Beckwith

TorAL EXTRAORDINARY INCOME

£ s d,

1,800

900
500 -~

i

ER IR L0 S I I O

i

2—Special DONATIONS FORIENDOWMENT.

. E. Jones

el & Co,

to Lﬂte, Esq. . .

Sir J. E. Jones (for Special Fund}
Carried dire::t to Balance Sheet . .

Torar INcOME .

1,000
00

2

LN
1t

3,750
2,500

§,250 — -

i
]

4

s, d S, do
93,5:69 211

4,173 16 3

£98,142 19 4

15th January, 1920.—Examined and found correct.

262



INFIRMARY
FOR THE YEAR ENDING 3lsr DECEMBER, 1919:

£ s.d £ s.d £ s od

Brought forward . 55,127 15 10
5-—~SALARIES AND WAGES—
1. Medical . . . . . 352018 4
2. Dispensing . . . . 885 7 6
3. Nursing . . . . 8985 9§11
4. Other Offmers . N . . 3320 1 8
5. Mechanics, etc. . . 5,462 14 -
6. Porters . . . . 2,474 110
7. Domestic Servants . . . 3016 2 5
8. Scrubbers . " . . . 1036 8 6
9, Pensions . . . . '907 19 -
27,609 3 2
. 6—MISCELLANEQUS—
1. Printing and Stanonery . . . 652 14 6
2. Postages . . . . 421 7
3. Advertisements . . . . 169 13 8
4. Sundries . . . . . 25310 3
e 1,496 19 -
Total Cost of Maindenance . . ——— 84,233 18 -
B—Administration,
1—MANAGEMENT—
1. Official Salaries . . . 866 13 4 |
2. » Pensions . . B
3. ,»  Printing and Statlonery . 381 14 -
4. s Postages and Telegrams . 63 7 1
5. ,» Advertisements . . . B
6. Law Charges . . . . 2013 8
7. Auditor’s Fee . . . . 1315 -
8. Sundries . . . . . 80 11 1
1,428 14 11
2-FINANCE-~
1. Appeals . . . 1015 §
2. Salaries and Commission . . 833 10 7 14 6
— 1 -
Total Cost of Administration 2273 - 11
Tolal Cost of Mamtenam and ————e
Administration . 86,506 18 11
(--Rent, Rates, and Taxes.
1, Chief Rents . . . . 557 19 1
2. Rates and Taxes . . 542 6 7
Total Rent, Rates, and Taxes . 1,100 § 8
Tolal Ordinary Expenditure . 87,607 4 7
D—Extraordinary Expenditore.
Interest . . . 95 1 6
Barnes Convalescent Ho':pltal . . 608210 1
Trustees of Harpurhey Cemetery . 2 - -
Royal Lunati¢ Hospifal, Cheadle . 17 § -
Medical Board on afc of War Pensioners 873 14 8
Transfer to Hodgson Fund . . 15 6
Tolal Extraordinary Expendilure. 7911 6 9
Total Expenditure, £95,518 11 4
Balance being e¢xcess of Total Income over Tolal Expenditure jor
the year . . . . . . . . . 2624 8 —
£98,142 19 4
o ——

THos. ALpRED & SoN, Chartered Accountants, 88 Moslry St., Manchester,
263
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BALANCE SHEET

Dr,
LIABILITIES.
SUNDRY CREDITORS—
Savings Bank Deposits . .

LoaN To HospITAL—
Williams Deacons Bank, Ltd.

CAPITAL ACCOUNTS—
For Special Purposes :
Hospital Endowments as at lst

Jan., 19 . 68,455
Donatlons-—Su'J E. J’ones . 1,500
o J. Pinto-Leite, Esq. 1,000

» Peel & Co., Ltd. . 1,000

” Chas. Hopkinson, Esq. 250
Other Special Purposes

Barnes Convalescent Home . 42,801
Hodgson Samaritan Fund . 500
Cancer Research Fund . . 1,741
“G. W. Smith” Fund . . 2,339
Bradley Scholarship Fund . 534
* J. E. Jones” Fund . . 2,500

For General Purposes as at lst
Jan., 1919 . 836,738
Add Exoess Income over ]:xpm-

. 2,624
oy Proﬁt oh Sale of bhares The
Yorkshire Indigo Scarlet

and Coloured Dyers, Ltd. . 214
UNEXPENDED INCOME BALANCES OF

SeecraL Funps—

“ G, W, Smith ” Fund . . 300

Hodgson Samaritan Fund . . 279

Bradley Scholarship Fund . . 2

“* J. E. Jones ™ Fund . . 105

2NN S A

1 wwi

@

12

6

LI T A I

H

9
339,572 9 6

OO0

72,205 & 3

50,415 14 6

£ 5. d,
518 15 4

3474 1 7

462,193 9 3 -

688 11 2

£466,874 17 4
RTINS

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

815t December, 1919,

Cr,

265

AsSsETS,

CaSH AT BANK AND 1IN HaAND—
In hands of Secretary, for Petty
Cash
In hands of Secretdry, for Barnes
Convalescent Home . . .

Deposit  with  Government  for
Health Insurance . .
On Account of Special Funds
Savings Bank Deposits
Cancer Research Fund .
Hodgson Samaritan Fund .
Bradley Scholarship Fund .
“ (. W. Smith ” Fund
“J.E. Jones” Pund

INVESTMENTS ON CAPITAL ACCOUNT
(shown at cost}-—
Special Purposes :
Hospital Endowments as at lst
Jan.,
India 3 % Stock earmarked from
General Purposes Investments

Other Special Purposes:
Barnes Convalescent Home
Hodgson Samaritan Fund .
“ G, W, Smith ” Fund . .
Bradley Scholarship Fund
“ J. E. Jones” TFund .

For Geneml Purposes as at lIst
Jan., 19 . .
Less India d% Stock
earmarked for En-
dowments . 7849 2 1
,» Repayment of

Loan Manchester

Corporation . 10,000 - -~
»» Sale of Shares The

Yorkshire Indigo

Scarlet & Coloured

Dyers, Ltd. (shown

at cost) . . 108 15 -
» Rylands & Sons,

Ltd. £100 Deben-

ture Bond expired 1000 0 0

Repayment of

Loan on Mortgage

of Chief Rents . 600

35

518
1,741
279

300
105

64,356
7,849

42,766
500
2,339
534
2,500

. 361,178

thoolone [ S

@

0
18,657 17

o~
SODH—P® P

1

842,520 11

2,948 10 2

72,205 5 3

48,639 10 19

1

3,509 10

o

463,365 7 2

£466,874 17 4

correct., We have also examined the Securities for the Investments and

Tuos. ALpRED & 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 accounting 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 in the following form—

£

Cash (Gold, Treasury Notes, lever, and Copper) . . 40
Cheques on London Banks . . . 20
Scotch and Irish Cheques . . . v . . 10
Cheques on Manchester Banks . . . . . 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,

266



BANK ACCOUNTS 267

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—

CHEQUE AND BILL BOOK.

(Ruling No. 1).
. i London | Scotch
Details, Manchester. and Country. i and Irish.
Y s.| d. £ s.| 4. £ s.| d.
Broun . . 410 - = 80 -1 - 20 - -
I
\ NN ‘

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. (Ruding No. 2.) ' cr.

Amount, || Fol.i Account. | Particulars. || Account. || Fol.| Amount.

|- Swmith House Chogue || Brown 3’%} 2
Ct. Ao . .Crdle .

Every transaction is entered either in the Cash Book, Cheque
and Bill Book, or in the Journal. 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,
page 274.

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 credit 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 credit 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 book known as a Debits and.Credits 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 Credits 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 addition 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 anfe, 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—

g deposits £13,285 drawn on B and £12,185 drawn on i

»  £12,682 " Cc ,, £13271 "
C » £11,892 ” A, £14,185 " B

then a statement is made up as follows—

]
- i . | Draf

Rg;::lg Paying Bank : Total. I ;I;o;a;l | Clearinr; chunt :
. A. B. C. Paid. | Receivable| Payable.

£ £ £ £ £ | 4
A. . — | 13285 12185| 25470 | 25163| 307  —
B. . 13271| — | 12682| 25953| 27470 — 1.517
c. . 1se2| 14185 — 26,077} 24867 1210 —°
Total .’ £25,163 | £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 thewr accounts.



270 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

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 274.

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 Agents 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 of the cash balances at the opening and closing of
business.

After balancing, 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 entries. . i

Ledgers are kept on the self-balancing principle, the various
types of account being balanced separately. Thus we have Current
Accounts Ledgers, Deposit ATcounts Ledgers, Savings Accounts
Ledgers and Ledger Accounts for the varicus Agents and Clearing
Accounts. The system of self-balancing 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 mm the General
Ledger is posted from the total transactions on Current Account
as shown 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 Brown opens an account on 1st October,
19. ., paving in £100 in cash, and that his subsequent transactions
were as follows—

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.
» 13, Paid in one Local Cheque, £240
. 20. Wishing to close the account, he draws the balance due.
Interest allowed on balance, 39,
. charged on overdraft, 79,.
Commission, 2s. 6d. %.

BROWN,
K : i i Balances : ] I Decimals :
Date, Stamps | Particalars. | Dr. || Cr. | , Dys."
C ‘.|, ‘ | | D v o | |Drnlcr.Dn
’ ——: - S e R S
9., £ sd fha sz tf+z Peody
Oct. 1 |j Cash. | 100 - - 100 < -1 4 f; 400
5 || Smith 57 | /) | LN | 53l 215,
| ‘ 403
10 1 5. Chequa; . { ! 135] = - 1) 178 — —‘] 2! 356'
12 i Cash 400“— || 222 — I gl | 666
i ; | . ! | ‘ ! 240
13 i|  Cheques (L.). ! } 240/ ~ '\(c) ‘ 1§ - - | |
i ; ’ ' [ s oo
20 i Tnterest. . Dr.! 2100 | | il | :J j i
it .Cr. { { 10 l¢) ’ i i
" Commxssnou Dr.: 11' 84(f) i v Bal.) 309 }
| Stamps . . . |'210.(2) ! i I |
‘i Casb. . . . 178 8 | | “ ;
; / ] | s
15 £475) T 4475 <10 [ |1 ien 97t a6
ma——cn o oo K v e ' . " e u————
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NoTes—

(a) All deposits are credited and cheques debited on the 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.

(¢) Country cheques are not cleared for three days, so that the bank debits
the 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,

(@) This amount is arrived at as follows—

£906 x 6 2/10, i Principal X Number of Days x Rate per cent.
36500 L . 365 x 100
The product 906 as shown in the last column is the Principal x Number
of Days.
(¢) The amount is similarly ascertained, the calculation being
509 x 8
i

The product 509 is the balance of the first two * decimal*’ columns,

() This is the Commission : 2s. 6d.% on tbe withdrawals, £457.
(&) 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. - E

Savings Accounts would be similagly 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 Genegal Ledger, the
accounts for current, 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 of
maturity of bills discounted for customers. This reserve is
necessary since the full amount of the discount is debited to the
customer immediately the bills are discounted, so that the bank has
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 during

the period.
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BALANCE SHEET, 31st DECEMBER, 19..

£
500,000
546,580

Paid-up Capital .- . .
Undivided Profits .
Liabilities to customers
on Current Accounts , 3,263,000
Liabilities to customers
on Deposit Accounts . 2,358,420

£6,668,000

e

£
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 Engfanci 200,000
Cash at Call and Short

Notice . . . . . 500,000
£6,668,000

T —

[N.B.—The above Balance Sheet is a summary of the accounts appearing

in the Gemeral Ledger.]

t

TRrANSACTIONS for six months ending 30th June next—

Cash

Deposits by customers] House Cheques
Cheques for Clearing

Cash

Withdrawals by customers{House Cheques . .
Cheques from Cleanng .

DeP"S‘tS? Cheques for Cleanng

Withdrawals on Deposit Account——(fash

Bills Receivable discounted .
Discount charged thereon

Cash paid out on account of Bills dlscounted

Amount credited to customers

Bills Receivable, matured and pa.ld through Clearmg

"

Deposxt Interest

Interest received on Investments
Managers and Clerks’ Salaries ,
Directors’ Fees

Income Tax

Interest and (fharges debited to customers

Sundry Expenses

Rent, Rates, and Taxes, etc
Interest charged to Brokers
Rebate on Bills discounted
Bad Debts

Investments bg; 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 Engiand for Agents Remit-

tances

Overdrafts and I.oans, 30th June

18—(1410¢)

£
. . . . 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
in Cash 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
f . . . 3,201,160



viz

DAY BOOK.

Dr. - Cr.
% £42,000 | Cash in hand £ ég
Deposits 23,827,350 25,802,270 | Cheques .
Bills Discounted 2,847,000 242,500 | Interest and Charges
Bad Debts 23450 - C ] ——— S
26,697,800 | Current Accounts 26,044,770 :
' 22,182,770 | Current Accounts
: ’ . ! Deposit Accounts
22,311,070 | Bills not Discounted 22,312,770 R
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 )
Chegues 24,222,670 2,782,000 | Bills Receivable
B. of E, 800,000 22,311,070 ,» Dot discounted
25,022,670 | Agents and Clearing Accounts| 25,093,070 | —m8M— | *
B..of E. Inv. Int, 65,000
Current Accounts 242,500 .
Short Loans 48,820 60,000 Deposit Accounts
356,320 | Interest 800,000 | Agenis
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. of E. 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, ete,
. 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
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Dr, CASH ACCOUNT. Cr.
£ £
42,000 Balance . .
1,282,580 | Current Accounts . 1,217,600
3,172,000 | ‘Deposit Accounts . .] 3.201,050
58,000 | Bills Discounted . . . 18,000
Managers’ and Clerks’ Salaries . 85,500
Directors’ Fees . . 4,000
Income Tax . . . 18,000
Sundry Expenses . . 14,680
Rent, Rates, etc. . . 28,000
90,000 [ Bank of England
Balance . . . . 57,750
£4,644,580 £4,644,580
[ - —
CURRENT ACCOUNTS ACCOUNT.
19.. £ 19., 14
Dec. 31 { To Balances 2,874,000 Dec. 31| By Balances . . 3,263,00(
19.. 19..
June 30 [ ,, Sundries .1 26,044,770] June 30} ,, Sundries . .1 26,697,800
» Balance ¢/d 4,243,190  Balance ¢/d ' 3,201,160
£33,161,960 £33,161,960
AR
19.. 19..
Tune 30| To Balance b/d . 3,201,160 | June 30| By Balances b/d 4,243,190
BILLS NOT DISCOUNTED.
19.. £ CJ 19.. ' Iy
June 30| To Sundries .| 22,312,770 June 30| By Sundries . .| 22,311,070
,» Balance ¢/d 1,700
£22,312,77 1£22,312,770
19.. '
June 30| To Balance b/d. . l,7l)CJ
DEPOSIT ACCOUNTS ACCOUNT.
19.. £ 19.. £
June 30| To Sundries 3,201,03¢ De; 31| By Balances . 2,338,420
19..
» Balance ¢/d . . 2,519,3700 June 30| ,, Sundries . 3,362,000
£5,720,42 £5,720,420
. 19..
June 30| By Balances . 2,519,370
b/d
BILLS DISCOUNTED.
19.. ! £ 19.. £
Dec. 31 | To Balance 1,652,000 June 30| By Sundries . . 2,840,000
19.. . OO(J s, Balance ¢/d . 1,782,000
June 30 | Sundries . . 2,970,
J £4,622,000 £4,622,000
19., |
June 30 . To Balance b/d . 1,782,001
DISCOUNT ACCOUNT.
19.. | £ 19.. I3
June 30| To Transfer Rebate A/c 13,25(0 June 30| By Sundries 105,000
»» Revenue Account . 89,75(]
| £105,000 £105,000
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REBATE ACCOUNT.

19 £ 19., £
June 30 | By Discount Account . 15,250
. { e
AGENTS AND CLEARING ACCOUNTS.
19.. . ‘£ 19.. ’ . £
June 30 [ To Sundrdes . . .} 25,093,0708 June 30| By Sundries . . .| 25,022,670
,, Balance ¢/d .o 70,400
25,093,070} £25,093,070
.. ‘
 Juné30| ToBalancebjid. . . 70,400
INTEREST ACCOUNT.
19.. £ 19.. £
June 30| To Sundries . . . 60,0000 June 30| By Suadries . N . 356,320
» Revenue Account— » Revenue Account . 60,000
Tnterest on Investments 65,0008 » Int.on Deposit Afes . } 4
Interest and Commission|
Charged to customers on| £91,320; !
Loans . . .
£416,32 £416,320
| S
BANK OF ENGLAND.,
19.. £ 19.. £
ch. 81{ To Balance, . B . 200,0004 Ju;;c 30| By Sundries . S 2,053,800
19.. .
June 30} ,, Sundres - B o 2235200 Juoe30! ,, Balance ¢/d . . 381,400
£2,435,200 £2,435,200
19..
June 30| To Balance bjd . . . 381,4004
SHORT LOANS.
17.. £ 19.. £
Dec. 31 | To Balance . . . 500,000f June 30 | By Sundries . N 1,189,200
19.. » Balance ¢/d . . 741,420
June30| ,, Sundries . . J 1,430,62
£1,930,620] £1,930,620
e
19..
June 30| To Balance bfd . B . 741,42 .
EXPENSES.
19.. £ .. {
June 30| To Sundries . . . 173,630{ June 30| By Revenue Account . 173,630
I t ) L i
INVESTMENTS. o
19.. ) £ 19.. . £
Dec. 31| To Balance . . . 1,400,000 Tune 30| By Sundries . . . 181,000
9., » Balance ¢/d . J| 1,801,000
Yune 30 ,, Sundries . . .| §82,000]
£1,982,0004 £1,982.000

ToBalancebfd. . .| 1,801,000

CAPITAL ACCOUNT.
I £ lnig'él‘sysalmce. .. 50%,00(
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CASH ACCOUNT.

19.. s £ 19..
Dec. 31 | To Balance . . . 42,0001 June 30 ’ By Cash paid . . J, 4, 386 830
19.. ! ! i
June 30§ ,, Cash received . .| 4,602,580 ’ ,» Balance ¢/d . . 57,750
i £4,644,580 e (4,644,580

19.. ‘

June 30| To Balance b/d . 57,75 i |

REVENUE ACCOUNT.

19.. Iy 19.. {
June 30| To Interest on Deposits 60,0000 June 30 I By Discount on Bills . 89,750
,»» Expenses 173,830% ! ,» Interest and Commis-
,, Balance: Net Profit for sion on Current A/cs
balf-year ¢/d . 212,4408 and Short Loans . 291,320
,» Interest on Invstmts . 65,000
£446,07 £446,070
18.. 19..
June 30 To Balance ¢/d . . . 759,020 June 30 | By Balance b/d . 212,440
| 4+ Undivided Profits from
1 last accounts . 546,580
1 £759,020) £759,020
! 19.. .
| June 30| By Balance b/d . . 759,020

BALANCE SHEET, 30TH JuwE, 19..

£ £

Paid-up Capital . . . . 500,00¢] Overdrafts and Loans . . .l 3,201,160

Undivided Profits . . 759,020] Bills Discounted . . . 11,782,000

Liabilities to Customers on Current Cash in hand . . . 57,750

Accounts . 4,243,196] ,. at Bank of England L] 881,400
Liabilities to Customers on Deposnt Short Loans . £741,420
Accounts . . 2,518,370] Bills on hand . . . 1700
Rebate Account . . . 15,250] Agents’ Balances . 70,400

813,520

Investments , . . . 1,801,000

£8,036,830) £8,036,830

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.



278 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

1. SecurITY BooX, being a list of securities lodged by customers
with the bank to secure advances.

2. Sare Custopy Book, containing a record of all artlcles 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. GuarDp Book for preserving loose documents relating to the
accounts of customers such as instructions for drawing and
endorsing cheques.

5. SIGNATURE BooK, containing specxmens of the signatures
of all customers and their agents authorized to draw cheques.

6. DiscounT LEDGER, showing the amount of bills dxscounted
.for customers, with details.

7. Bang NoTE REGISTER, contammg 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 seli-balanced with the Investments Account in the
General Ledger. ‘ )

9. CouroN 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.



6.3

BANK OF NEW ZEALAND.
BALANCE SHEET At 3lst MarcH, 1§..

Capital—

4%, Guaranteed Stock .
“A"v  Preference Shares
fully paid, issued to the
New Zealand Govern-

men . . .
“B” Preference Shares
fully paid, issued to the
New Zealand Govern-

ment . B .
Ordinary Shares, 150,000
@ £6 13s. 4d. .
Paid up to £3 &s. Sd

per Share N

New Ordinary Shares,
75000 @ £6 13s. d4d.
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) .

Ralance of Profit and Lass .

LiaBiLITiES.
£ 5. d. £
529,988
500,000
250,000
1,000,000 - —
500,000
500,000

AssETS.
£ s. d.
3 £ s. d. § Coin and Cash Balances at Bankers . 5914979 3 4
Government Notes—Commonwealth, Fijian and
Samoan Administration . . . 189,831 - -
Notes of Other Banks (Legal Tender) . 451,735 - ~
Bullion on hand aud in transit . 119,562 19 10
- Money at Call and Short Notice, Government
Securities and other Securities in London . 11,476,002 1
Bills Receivable in London and in transit 7
12,148,142 18 8
= I 2 ts in the D
New Zealand Government Securities ., .
Municipal Securities . - - 38'3 698 6 5
—— 3,289,111 18 §
- Bills Disconnted . 1,256,721 7 9
Other Advances and Securities and Debts due
to the Bank . . . 14,485,763 18 %
- Landed Property Prermses ete. . . . 450,812 13 -

2,279,988 10 6
2062141 7 3
2,560,325 ~ -
29,052,790 11 11

2,007,968 2 7
316,954 6 1

£38,280,167 18 4

£38,280,i67 18 4



PROFIT AND LOSS.

Dividend at the rate of 4% on £500,000 “A "
Preference Shares, issued to the New Zealand
Government ia terms of the " Bunk of New
Zealand Act, 19037 .

Dividend at the rate of 8% on {250 000 “B "
Preference Shares issued to the New Zealnd
Government in terms of the ™ Bank of New
Zealand Act, 1913 "

Bonus at therate of 3% on ™ 3 ¥ Preference Shaves

Dle’)dm:dl al the rate of 6% on Ordinary Share

apita

Bonus L:lt the ‘rate of 3% on Ordmary "Share

Capi
Amount transferred to Reserve Fund.

Balance carried down . .

Twelve Montbs® Interest on Guaranteed Stock
Amount written off Bank Premises and Furniture
Int-emn Dlvndcnd l?md $th December, 19..—
reference Shares, £500,f 000
6 o on “ B ** Preference Shares, 50000
6% on Ordinary Shares, £1,000,600 .

Balance, being net Profit for Year
Amount brought forward from last ye:n-

08¢

_Less Interim Dividend paid as above

Balance . . . . . . B

B. M. LITCHFIELD,
Chief Auditor,

£ s d. £ s d. £ s 4 £ s 4 £ s, d,
Balance 31st March, 19.. . . 238,674 6 S
20,000 - -
15,000 - - £238,674 8 §
7,500 - - "
Balanoe brought down. 56,464 8 11
59,908 9 & Profits for yeor ended 3ist March -
19.., inchuding recoveries, and
28,801 10 - alter payment of, and provision
56,000 - -~ for, all interest due and accrued
182,209 19 6 on deposits, provision for Bad -
56,484 B8 11 and Doubtful -Debts, for the
———e annual donation to the Provideat
£238674 8 5 Fund and for a special grant
———— . thereto, also for Boaus to Staff 964911 3 7 .
21,141 9 B | Less—
50,000 —- - Salaries and Allowances at Head
Offices and 205 Branches and
30,000 - - Agencies . 248,618 7 2 '
15000 - -~ . Directors’ Remunermcn, mclud-
60,000 - - ing London Boar 4,250 - =
105,000 - - General Expenses, mcludmg Rent,
368,489 19 2 Stationery, Telegrams, Post-
56,464 8 11 ages, Travelling, Repai(s to
———— Premlses ete. . 74735 1 &
421,954 ¢ 1 Audit Expenses Account . 2,727 7 -
185,000 - - Rates and Taxes . . . 198,051 19 4
316,954 € 1 528,279 14 11
— 436,631 8 8
£493,095 15 7 £498,095 15 7
e s [aSaSaseeac
RESERVE FUND.
£ s, 4. £ s, d,
. . ., 2,135,000 ~ - ] Balance per last Statement 2,062,141 7 3
Amount to be added from Proﬁts for ycu ended alst ‘\Iaxch, 19 . 72,858 12 9
£2,135,000 - -~ 42,135,000 - -
e e g
W, CALLENDER," General Manager,
A. McLENNAN, Adccountant.



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 businesg 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 Poricies Book, in' which are entered particulars of all
policies issued and the amount of the first ‘premium,

2. RENEwWALS Book, provided with columns for a number of
years, in which are entered the various amounts received each year
as premium, )

3. Poricies CANCELLED (OR EXTINGUISHED) Boox, 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
fo 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. AceEnTs’ REMITTANCE BoOXK, 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 approprifte 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 Baoks 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.
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GENERAL CASH BOOK
(Life Assurance Company)

Dr. CASH RECEIVED,
Pay- SuNDRY
REALIZATIONS : INTEREST : ments |i RECEIPTS ¢
Re- | K Pre- for Agents’ St
Date. Particulars. ceipt | Details. Bank. miums. Annui- [ Remit-
No. . Tnvest- | Loans Invest- Loans ties |l tances. . %
Fol. ments, Fol.; on ments on G o Fol.!| Amount.
g || Policies. * 1 Policies. ranted. | . ! )
g}s.d £ |sia ¢ lslal g islal £ |s a4l £ s.‘d. ¢ lslal g islal £ sial || £ sla
{ i :
i G 3 |
H ; { H i
‘ . RN
' 1 | l ‘ i ;
l Pl
i | L L LUV U0 O
(@ (® ) @) ) [§)] 4] ) @
CASH PAID. Cr.
i SUNDRY
! INVESTMENTS ¢ i Annui Exeznses: PAYMENTS :
. Vouch: . Policy. Sar- Policy| pout-
Date. Particulars, N &'l Bank. Loams | Claims. Moo b renders. | no Y s
Fol. Invcist- Fol en : * |iFol. || Amount. |iFol. || Amount.
ments: Policies.
£ s ¢ ls|a £ s<|ld. £ |sid Lisd £ [sld £ sld ¢ lela,
i H
1 i
! : !
i 1
| [
| | b | [
n () U] (] {1} 2] [S4 tq)
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part of the accounts. The principal books in this connection
are—

1. NEw Poricies Boox, 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. Poricles CANCELLED (OR EXTINGUISHED) Boox, in which
are entered details of all policies cancelled. This book is used as a
posting medium to the Renewals Book.

4. PremMiuMs CasH Boox, 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. AceNTs’ REMITTANCE BooX, 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 0r expenses are posted in total to appropridte 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.
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GENERAL CASH BOOK
(Life Assurance Company}

Dr., CASH RECEIVED,
Pay-
Re- Reavizations : INTEREST ¢ . nll‘;‘g’b arents RQEZ::,:T: :
. . . re- for bl | N
Date. Particulars. c;:g.t Details. Bank, Imveet. Loans et Loans miurms Annui- {i:f:i
Fol|l ‘nents. || Fob- on ments, on ties S Foll Amount,
g Policics. et | Policies, Granted.
N ‘ —1 — | [ | s ;
£oisddll g sla £ 1s]d Lolstall £ osoal £ psidil £ ‘s.gm £ |sldfj £ 1sid £
D ; |
| | i } | 1
: ; i i
. | : i
: ¢ !
| !
i {
l il lv] I DR | O A B IA b ‘ U I O P
(@) ] (e} ) 5] (8}l (8 (i (@)
CASH PAID. Cr.
i | | SUNDRY
P INVESTMENTS © H EXPENSES : TAYMENTS :
Vouchs I i icvl| Apnui- )
Date. Particulars, °§}f,_ “ Bank, \ L Loans | Claims, Pngf:v rci:lll;rs‘ , Pﬁg’c’ Pt‘:c;'a _
it Fol. mn(‘zleist Fol. s ;)n ! f © liFol. || Amount. |\Fol. || Amount.
i . olicies, :
" ; — — — . ]
£ 3 £ |s|d P; is.llm [ lsid L s do £ |sla £ isld ( |sia.
| R , L l | |
| : C
, ‘ 3 13
: b I ! !
{ ! L P i
§ | : i |
! i R i P
1} (] 4] (m} () (o} (821 )
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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 %o the Invest-
ments Ledger. The totals as shown by columns () and (¢) will be posted
to the credit of appropriate accounts in the General Ledger. The sums
invested or advanced entered in colummns (k) and () will be similarly treated,
the 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 (4) and (¢) 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
‘“ Revenue Account.”

Columns (m), (#), 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 columa (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
i»e?lger, which account agrees with the total balances as shown by Agents’

eager.

Columns (s) and (¢} call for no special comment, the various items being
detailed in the General Cash Book and posted separately 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 apalysed 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 columan 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.

@ éb)+(€)+(d)+(e)+(f)+(§)+(h)+(")
D+ E 4+ O+ 0n) + )+ 0+ 8 + @

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. Suvpry 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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Extinguished 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) By Cash as per General
,» Premiums as per— Cash Book
New Policies Book . ,» Final Balances (if any)

Renewals Book .

L

2. AGENTS' AccounT. This is an «Adjustment Account for the
purpose of balancing the Agents’ Ledger. The following skeleton
account shows the sources from which the information is obtained—

AGENTS' ACCOUNT.

£
To Initial Balances (as By Premiums on Policies 4
agreed with list ex- extinguished as per
tracted from the Policies Extinguish-
Agents’ Ledger) . . ed (Agents) Book .
,» Premiums as per— ,» Cash as per General
New Policies (Agents) Cash Book .
Book . .» Commission and
Agents’ Renewals Charges as per
Book. . . . . 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 Habilities. 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 the effect of converting the contingent
liability to pay into a certain lability 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 pérusal of the reader.
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31st DECEMBER, 1920, IN RESPECT OF LIFE ASSURANCE BUSINESS.

Business

Business

REVENUE ACCOUNT OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, FOR THE YEAR ENDING

Susiness | B_usfnef;; Business
1] 0
w’Uni‘:e::l ¢ _oz{}noi{ef&he Total. w}ltjlz:ited ¢ cué:if':ge Total.
Kingdom. Kingdom, Kingdom, Kingdom.
£ £ £ . . . £ £ £
Amount of life assurance Claims under policies paid
fund at the begmmng of and outstanding—
the year . — — 6,600,00 By death . 216,300 79,200, 295,500
Premiums . 323,500; 190,500 514,00 By maturity. . . 133,500 32,200 165,700
Consideration for annuities | Surrenders, including
granted . 18,100 800 18,90 surrenders of bonus 56,500 24,200, 80,700
Annuittes 17,300 300 17,600
Interest, divi-| { Bonuses in cash 1,600 300 1,300
dends, and rents {273,000 - Bonuses in reductxon of
Less income tax; premiums . . . 1,800, 100 1,900
thereon . 14,800 — — 258,400 Commission . . 16,000 13,800 29,800
—— ! ) Expenses of management — 44,200
Amount of life assurance
Fees . . — —_ 30 fund at the end of the
year, as per DBalance
Sheet . . . . — _ 6,754,900
£] — — 7,391,600 £ —_ —_ 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.

. £ £ £
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 nsks 1,515,300 - Exg of M - N 776,100
Additional reserve . 00 Contribations to fire bnga.des . . 8,500
Surplus carried to Profit and Loss . 580,800 -
Amount of fre insurance £ -
fund at the end of the -
Premiums . . . . . 3,895,000 - *  year as per Balance Sheet.
Reserve for unexpired risks
’ ‘ being 40 per cent. of the
Transferred from Profit and Loss. . §00,000 premiunm income for t.he 558,00
. 1,558,000 .
Ag;.\tlonal Reserve . . 1,242,000 | . 2,800,000
£6,895,000 ) £6,695,000
rcrmr———
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PROFIT AND LOSS ACCOUNT OF THE DIAMOND STAR ASSURANCE COMPANY, LIMITED, FOR THE
YEAR ENDING 3ist DECEMBER, 1920.

1
by £
Balance of last year’s account { 1,007,050 | Dividends and konuses to shareholders. . 400,000
L ) £ | ' i
Interest and dividends not carried i Transfer to Fire Account . . . . 500,000
8 to other accounts . . L 274675
@ H
Less income tax thereon . 11,925 |
: 262,750 | Balance as per Balance Sheet. . . . 950,600
Profits realized on Fire Insurance Business . 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.

BILITIES. £ £ ASSETS. £
Sharehulders Capxtal paid up . 2,000,000 Mortgages on property within the United Kingdom 880,130
Life Assurance and Annmty Funds 6,754,900 Do. do, out of the United Kingdom 350,600
Fire Insurance Fund . . 2,800,000 Loans on parochial and other public fates . 1,100,000
Profit and Loss Account . 950,600 Do. Company’'s policies thhm their sur- .
12,505,500 render values . . . .1,285,000
Claims admitted or intimated but Investments : -
not paid— Deposit with the High Court {£50,000 Consols) 39,000
Life Assurance . . . 62,000 British Government securities . 385,000
Fire Insurance . . 205,000 Municipaland countysecurities, United ngdom A
- 267,000 Indian and Colonial Government securities . 1,475,000
Commission and other outstanding Do, provincial securities 280,000
liabilities— , Do. municipal do. . 370,000
Life Assurance . . . 10,700 Foreign Government securities . . 310,000
Fire Insurance . . . 24,500 Do. provincial securities 105,000
35,200 Do. municipal do. 408,000
Railway and other debentures 4nd debenture :
stocks—Home and Foreign . 3,150,000
Railway and other pre:ference and gua.tanteed ]
stocks . . ) 1,385,000
Railway ordmary stocks . . . . 17,000
Freehold ground rents . N . 480,000
House property . . . . 305,000
Life interests . . . . . . ,000
Reversions . . . . . . 45,000
Agents’ balances . . 10,300
Outstanding premiums . 151,000
Do. interest, dxvxdends and rents . 108,900
Cash : In hand and on current acecount . . 8,7
£12,807,700 £12,807,700

‘

Note.—In this Balance Sheet the Stock Exchange securities stand at or below the value at the date of the last quinquennial ‘
valuation, or at or below cost in thé case of any acquired since that date. Upon a revalnation on jthe 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 imagine 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 given 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 state in the deed the amount of composition, ie. the
amount in the £ the debtor will pay upen his debts, but this is not
invariable, many deeds of this character being simple assignments

201
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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 i 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—

1, 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 labilities 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 clajm is only partly secured, the particulars should be
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 be shown separately as a note on the debit side and deduncted
from the total of the assets as shown on the credit side, in order
that the 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—

(4) 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 tax, 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 ; .

(%) All wages or salary of any clerk or servant in respect of services
rendered to the bankrupt during four months before the date of the
receiving order, not exceeding fifty pounds;

() All wages of any 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 ;

(@) All amounts, not exceeding in any individual case one hundred pounds,
due in respect of compensation under the Workmen's Compensation Act,
1908, 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 will 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
procecdings 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 £30 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,

(@) 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. ..o ceieecicer i,
TRADING AS

..ROBINSON'S STORES,.. - MILL STREET, NEWCASTLE, STAFFS.
STATEMENT OF AFFAIRS.
420993 I
£ s | d. £ s. | d.,
Unsecured Creditors. . 11,2581 10| .7 { Stock-in-Trade. 382 10| -
£ s 4 ‘Book Debts—
Creditors fully secured— Good . . . 271y 51 8
Parr’s Bank, Limited 282) 10| 4 Doubtful . . 30t} -
Estimated Value of Security (300 - | - Bad . . . . 16, 71 2
(Shop,MiHl Street, Newcastle, !
Staffs.) 318] 210
Surplus to Contra . 17 9 8
Estimated to produce . 28610 8
1o Creditor partly secured 128! 8 Cash in hand . 5|1 1 3
«: (Loan and Interest) Bills of Exchange and other Securities :
* Less Estimated Value of £86 13s. 7d. estimated to produce. 36 | 13| 7
Secarities . 100 - | - 98 8 8 Furniture, Fixtures, and Fittings—
(Life Insurance Pohcy) : Estimated to produce . . 10 -] -
Property
Other Liabilities Surplus, from Securmes as per "Contra 17| 91| 8
Creditors for Rent, Ta.xes “and Sala.nes to be |
paid in full, £33 8s. 7d carsied to Cont'ra Total Assets . 738 5 2
Liabilities on "Rills discounted, £175 - Less Creditors for Rent Taxes Salanes, i
of which it is expected will rank a.gamét ete., to be paid in full as per Contra 33} 8| 7
the Estate for Dividend . 8710 - ’
Total Debts . R . . . L1444 9 3 Net Assets . . . . . L 704 | 18 7
. : Deficiency . . . . . W 739112 8
£ 1,444 [ 3 £1,444] ©

Total assets represent 9s. 9d. in the £ on unsecured liabilities. |
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RE WILLIAM ROBINSON,

‘

TRADING A5 ROBINSON’S STORES, MILL STREET, NEWCASTLE, STAFFS,

ACCOUNT OF THE RECEIPTS AND PAYMENTS oF ALFRED

NIXON, 31 Victoria BuUILDINGS, MANCHESTER,
CHARTERED ACCOUNTANT (Trustee under Deed of Assignment).

Receipts. Pavmenls.
Estimated
to produce
as per
Statement
of Affairs 4
£ s d | £ s 4 s. d. £ s, d.
To Proceeds of Realization— By Creditors for Rent, Taxes, & Salaries 33 8 7
Stock-in-Trade .1382 10 -~ 00 - -} » Costs of Sale of Stock, Furniture,
Furniture, Fxxtures, & Fxttmgs 10 — - and Leasebold Property—
Book Debts . . 286 10 8'1278 5 2 Solicitors’ Charges . .22 8 7
Bills of Exchange . 36 13 7 3 13 7 Auctioneer’s Charges . 1515 -
Cash received from Debtor 51 3 5 1 3 Advertising . . . 2 8 6
Leasehold Property —_— 4012 1
Mill St., Newcastle £305 - - »» Trustee’s Remuneration—
Less fully-secared 5% on Amount realized, {737/10/2 36 17 8
Creditors’ Claim. 285 9 10 .. Trustee’s out-of-pocket Expenses, including
— 17 9 8 1910 2 Cost of Advertising and holding Meetings,
Postages, Fees, and Stamps J 1517 5
738 5 2 | 737 10 2] ,, First and Final Dividend paya.bleto Unsecured
Creditors at the rate of 9s, in the £ on debts
proved amounting to £1 356 19s. 3d.. . 610 12 7
" Ba.la.nce undivided 2 -
3,{737 16 2 1737 16 2
e~ S
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The Bankyupley Act, 1914.

In THE CoUNTY COURT OF

STATEMENT OF AFFAIBS.

IN BANKRBRUPTCY.
‘Re....

. John Henvy Brown..,

(]

HOLDEN AT.ocomtucnsroneras Manchestet......neureun.

TO THE-DEBTOR.—You are required to fill up, carefully a.nd accurately, thxs Sheet, and the several Shcets A, B, CDE,

F, G,

day of

H, 1, ], and K, showing the state of ylour affairs on the day on which the Receiving Order was made against you
viz, ¢ the

9
Such Sheets when filled up will constitute your Statement of Affairs, and must be verified by .Oath or Declaration,-

Gross LIABILITIES, Expected to ASSETS, “Estimated to
- Liabilities. {As stated and estimated by Debtor.) Rank. {As stated and estimated by Debtor.) Produce,
£ . d. £ |sid] £ isid.
4,000 | -| = Unsecured Creditors, as per list (A) 4,000 — Property, as per list (H), viz.— .
1,200 | ~ | sid. (a% Cash at Bankers . .
Creditors fully secured, (6} ,, in hand. 8 - —
as per list (B). | 2,200 | 4 ~ (¢} Cash deposited thh Solxcltor for Costs of
Estimated value of etition . . . 16 - -
- securities . M 1,800 - — (d) Stock in Trade (cost £2 000) ) 1,600 - —
() Machinery A 1,600 4 —
Surplus . 300 | - - (f) Trade futures ﬁt’cmgs utensxls ete. .
Less amount thereof {z) Farming Stock . . .
carried to Sheet C. { . — | | (#} Growing Crops and Tenant Rxght . .
(¢} Furniture . .
Balance thereof to A0 (7} Life Policies . . . .
Contra. . . 300 | - - (%) Other Property, wz—
£ |sid. Total as per list H . .- 3,016) - -
3,000 | - —|| Creditors partly secured ’
: as per list (C) . 3,600 | -| ~
Less Estimated Value
of Securities . 112,200 <
- 860 | 4
Liabilities on Bills Discounted other
than Debtor's own acceptance for i
Value, as per list (D), viz.—
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On Accoemmodation Bills,

as Drawer, Acceptor, sd.: Book Debts, as per List (I}, viz.—
or Indorser SR S IS Good . . . . 1,000 | - —
$00 | — — On other Bills, as Draw- 1
er or Indorser . . Doubtful . . . . .
Bad , . . . . .
;  Of which it is expected ;
against the estate for 260 | - 4 Estimated to produce. 106 | - -

Contingent or other Lia-

Bills of Exchange or other sxmllar £,‘
bilities, as per List (E). ”

Securities on hand as per List (J).
Estimated to produce .
Surplus from Securities in the hands of Crcdltors

FTREY

Of which it is expcc’ced

against the Estate for ~ | - -} {fully secured (per contra} . . . J 300 als
15| —| —| Creditors for Rent, etc., 1 £ 4415 | - -
recoverable by Distress )
as per List (F) . Sl 18 -~ Deduct Creditors for Distrainable Rent, and for
100 | ~| -!| Creditors for Rates, Taxes, ‘ Preferential Rates, Taxes, Wages, Sheriff’s
‘Wages, etc., payable in ‘ Charges, etc. {per contra) . . . J 115 | -
full, as per List {G) .|| 100 - — —
Sheriff’'s Charges payable £|l 4,300 -
under Sec. 11 of the Deficiency explained in Statement (K) . 750 —{ -
Bankruptcy Act, 1860, !
estimated at . . i
Deducted contra . . 115’ ai
8,815 | | — £: 5,050 | — | ,g? 5,050 EE
) S John Henry Byown, ... of .. .99 Cooper Street, Manchester, .. .in the Connty of...... Lancaster

make ocath and say that the above Statement and the several lists hereunto annexed, marked A,BC,D E F G HI]J, and
K, are to the best of my knowledge and belief a full, true, and complete statement of my affairs on the date of the above-
mentioned Receiving Order made against me.

Manchester...

3 . Lancaster
this... day of
be{ore Me.eecrens Thomas Swith,

{Signature)
.. John Henry Byoun ...
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(b) Partly ‘Secured Creditors. This list requires that there
should. be stated particulars of the security beld, 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. , -

A¢) 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 swrplus of the security as in the previous
list. .
(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,

(¢) 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. )

(¢) Preferential Creditors.

(h) Property. : ‘

(6) Book Debts. Full particulars “of the debtors’ names,
addresses, -etc., should be shown and the debts analysed between
good, doubtful, and bad, an estimate being made of the amount
they may be expected to realize.

(y) 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 profits earned and his present deficiency.

The form 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
estate. :

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.

Excess of Assets over Liabilities on !
the 2,..30¢h....day of........ June,........ i
19.. (if any) . . . -

Net Profit (if any) arising from carry- ‘[,
ing on business from the *...30¢k ...
day of......June,........ 19.., to date '
of Recexvmg Order, after deduct- J
ing usual Trade Expenses . ;’

Income or Profit from other sources |
(if any} since the 1..30th...day fl
e J R, 19 . |

|

N
£
o

Deficiency as per Statement of Affairs

£

1,000

.

Total amount to be accounted for®

Notes,—1

Add " wife and childrea

-

4

1,750

‘This Schedule must show when debts were contracted,

(if any), stating number of latter.

Here add particulars of other losses or expenses {if any}, including depreciation
in the value of stock and effects or other property as estimated for realization

and liabilities {if any), for which no consideration receiv

‘These figures should agree.

Excess of Liabilities over Assets on |
the :...30th..dayof........ ]une, ........ s
19. (1f any) . .

Net Toss (if any) arising from carrymg
on business from the ... 30tk .. day |
of....... June, ... i9.., to date of |
Receiving Order, after deducting |
from Profits the usual Trade Exps.

Bad Debts {if any) as per Schedule 1
wy

Expenses mcurred smce the t ,...30th
day of....June,..... 19.., otherli
than usual Trade Expenses, viz., ||
Household Expenses of self3. N

t Other Losses and Expenses if (any)

....Estimated Loss on Realization........
of Stock.

Surplus as per Statement of
Affairs {if any) . . .

300

500

Total amount accounted for®

This date should be 12 months before date of Receiving Order or such other time
as QOfficial Receiver may have fixed.

T,

1,750

Signature........... Jokn Henry Browmn............

Dated..........

Ist October, ...

19,

|t
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The trustee must keep—

1. A Cash Book. Thisbook isin 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 Release " 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

IN 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 guestions
which arise when it becomes desirable either to wind up the
company’s affairs or to reorganize its constitution.

Reduction of Capital. Tet 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 amourt 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 MN & P Co., Ltd., and that it is decided that the £1 shares be
reduced to 10s. 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— . . Land and Buildings . . 15,000
60,000 Shares of £1 each, Plant and Machinery . 12,000
fully paid . . 60,000 Loose Plant and Tools . 8,000
Sundry Creditors . . 11,200 Stock-in-Trade. . . 14,700
Sundry Debtors . . 4,000
Cash at Bank . . . 819
Profit and Loss Account . 16,681
£71,200 £71,200
JE—— [ES——
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The following entry would be made in the hooks to give effect
to the arrangement— :

JOURNAL. .
‘£ s d. £ s | 4
Share Capital Account . < Dr. {180,000} ~ =
. To Plant and Machinery . . 5,000 | -y ~
,» Loose Plant and Tools . . 3000 - -
» Stock-in-Trade . . . 6,000 -] -
,» Profit and Loss Account . . 16,000 | ~§ -
(For reduction of Capital ‘as per
resolution dated............., confirmed !
by order of the court dated.............)
The Balance Sheet will then read— *
BALANCE SHEET.
£ ' £
Nominal Capital— Land and Buildings . . 15,000
60,000 Shares of 10s. Plant and Machinery . . 7,000
each, fully paid . 80,000 { Yoose Plant and Tools . 5,000
Sundry Creditors - . . 11,200 | Stock-in-Trade . .. . 8700
Sundry Debtors . . 4,000
Cash at Bank . . . 819
Profit and Loss Account . 681
£41,200 L 41,200

SE— [

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
the 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.

At 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.
A B CO, LTD.
BALANCE SHEET.
. . £ ) £
Nominal Capital— Plant and Machinery. . 3,300
10,000 Shares of {1 each, Sundry Debtors . . 9300
fully paid 10,000 | Stock-in-Trade . . . 7,300
Profit and Loss Account 10,850 | Cash in Bank . . . 450
£20,830 £20,850
[, —

The above company resolves to increase its Nominal Capital to
£20,000, and to declare a dividend of 13s. 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.

g s d £ s 0 d

Profit and Loss Account . . Dr, ‘i 7,500 — | - !
To Dividend Account . Il Jos00 - -

(As per resolution dated..........._.,...,...) ‘L ! "

! !

Dividend Account . . . Dr. ‘l 7,500 - ! - :
To Cash o i 7500 - -

(Payment of dw1dend declared i ! '

as per resolution dated }. ‘ ‘ |

i i i

Cash . . Dr.|7500] - i - o
To Share Capn.al Account 7,500 -~ -

{(Amount received on allotment of > ,‘

7,500 Shares of £1 fully paid.) H 1 ‘ l
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BALANCE SHEET
(AFTER THE ABOVE ENTRIES),

' f £
Nominal Capital— : Plant and Machinery, . 8,£800
20,000 Shares of : Sundry Debtors - . . 9,300
© 4leach 20,000 Stock-in-Trade . . . 7,300
Subscribed Capital— = Cash. at Bank . A . 450
17,500 Shares of .
£1 each, fully i
paid S . 17,500
Profit and Toss Account . 3,850
20,850 - £20,850
s amaaon.

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 js 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 85s.'in vaﬁm 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 10s. 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 thgir 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 immeédiately 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 be 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
opinion 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 necessary 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 into 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 of the 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 the 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 0'd company must make entries in their bocks
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—(14107)=-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 the
debentures 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 assume 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 1n 60,000 Deferred Shares of 10s, each ;
5,600 in G% Mortgage Debenture Stock, redeemablc in ﬁve years

at par
6,400 in cash

£42,000
e
(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 o far as funds will permit.
(i) The M N & P Company (1920), Limited, is formed with a mominal
capital of £50,000 divided into—
60,000 Deferred Shares of 10s. each
and 20, 000 Ordinary Shares of £1 each,

of which
60, 000 Deferted Shares are issued to the shareholders of the old

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
cgeditors 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 Buildings 15,000 £
.» Plant and Machinery . 12,000 By Sundry Creditors. 11,200
» Loose Plant and "Iooh 8,000 » M N & Co. (1920), Ltd. 42,000
,» Stock in Trade 14,700 ,» Profit and Loss Account—
,» Sundry Debtors . - . 4,000 Lnss on Realization . 12,060
,» Mortgage Debenture Stock Afc~
[4 000 Stock issued to Creditors
in discharge  of Mabilities
amounting to . 3,800
,» Mortgage Debenture Stock Alc—
Loss on Realization . 261
»» Cash paid to Sundry Creditors 6,919
I » » 517
£65,200 — £63,200
M N & P CO. (1920), LTD,
To Realization Account— £ By M N & P Co. (1920), Ltdl.— L
FPurchase Price of Assets . 42 000 Shares Account . 30000
Mortgage Debenture Slock 5,600
,» Cash . . 6,400
£42,000 £42,000
o RS
M N & P CO. (1920), LTD, SHARE ACCOUNT.
ToM N & P Co, (1920, Ltd.: By Share Capital Account-— £
Part consideration for Sale of Shares distributed amongst Mem-
Assets— bers . M . £30,000
60,000 Deferred Shares of 10s. each £30,000
M N & P CO. (1920), LTD., MORTGAGE DEBENTURE STOCK.
ToM N & P Co, (1920), Ltd, ; £ By Realization Account— £
Part consideration for Sale of £4,000 Stock issued to creditors
Assets— in discharge of claims amonnt-
£5,600 Stock at par . £5,600 ing to . . . . 3800
,» Cash X 1,536
» Sale of £, 600 Stock
» Realization Account, being loss on
saje. . . . . 264
£5,600
CASH ACCOUNT.
Iy
To Balance 819 | By Cost of Winding-up 300
» MN&P Co. (1920 Ltd. 6,400 » Sundry Creditors, 6,919
£7,219 {7,219
Palfait RS
By Sundry Creditors. 517
» Dividend to Shareholders 1019
ToM N & P Co. (1920), Ltd—
Mortgage Debenture Stock Afe. £1,536 £1,536
[ ——ma
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PROFIT AND LOSS ACCOUNT

. - £
. To Balance . . . . . 16,681 By Share Capital Acco L N
»» Realization Accoumt - . . . 12,000 ¥ Share Copl unt . 478081
» A | " - '
" TCost of Windipgup - . . 300
£28,981 .
e R
SHARE CAPITAL . ACCOUNT
' . £ . £
ToM N & P Co. {1820), Ltd.~— By Balance . B B . X
60,000 Defexred Shares of 105, . 4 ) ) feoon
each, allotted to shareholders. 30,000 -
W Cash Lo L LT Trene .
 Profit and Loss Account . . 28,981
. 160,000

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
BALANCE SHEET.

£ £ £
Nomtnal Capital— Land and Buildings . . . . 15,000
60,000 Deferred Shares of Plant and Machinery . . . 7,000
10s. each . . . 30,000 Loose Plant and Tools . . . . 5,000
20,000 Ordinary Shates of - | Stockn-Trade . N . . . 8700
Llech . . . 20000 Sundry Debtors . . . . 4,000
e e Cash at Hack . . . . . 8,128
£50,000 Goodwill . . . . . . 2,300
. R Formation Expenses. . B . 472
Subseribed Capitalos
80, ferred Shares of
10s. each, fully paid . 30,000
10,000 Qrdinary Shares of
£1 each, fully paid . 10,000
40,000
Mortgage Debenture Stock o 5,600
£45,600 - £45,600
o .

Amalgamation. If it is desired to amalgamate'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 1s 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— C :

No. 1 COMPANY
. £ ‘Assets . . .. 15,000
10,000 £i Shares . . 10,000 .
Profit and Loss Acoouni; . 5,000

PU——

£15,000

- sy
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No. 2 COMPANY.

£ £
5,000 £1 Shares . . 5,000 | Assets . . . . 6,000
Profit and Loss Account . 1,000
£6,000 ’ ’

o | N

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 24s. 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 £8,000, 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 10s. per share (the shares being worth 30s.). In all
these calculations it is assumed that the relative values of goodwill
have been taken into consideration.

In the following example we give the workings, showing the
absorption of one company by another.

Example 4. The A Company has decided to absorb the business
of the B Company, the respective Balance Sheets being as follows—

BALANCE SHEET.

' A Co | BCo

1
. ! A Co. | B Co.
Paid-up Capital in £1 Shares 200 000 80,000 } Land and Buildings . .’ 55,000 | 381,000
Debentures—i4%, ‘ Machinery and Plant il 71,000 | 33000
5% N . ' 50,000 | Stock-in-Trade . ‘ 103,000 | 51,000
Sundry Cred!toxs . o 16,800 [ 14,200 | Sundry Debtors . ) 8L200 | 48,770
Profit and Loss Account | 56,000 { 22,130 § Casb at Bank ‘ 8,600 2,560
‘} 322,800 | 166,330 I 322,800 | 166,330

The terms of the absorption are as follow-—

{i) The Shareholders of the B Company are to reccive 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.

(1) 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—

(@) The creditors of the B Company are discharged by payments
amounting to £13,980,

() 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 premium of 5s., 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:

REALIZATION ACCOUNT.

£ . £
To land and Buildings . . . 81,000 By Sundry Creditors . . . 14,200
» Machinery and Plant . . . 33,000 » Debentures Account . . 50,000
» Stock-in-Trade . . . . 81,000 » A Company: Assets transferred . 165,000
» Sundry Debtors . . . . 48,770
y A Company, being liability on
debentures assumed by them . 50,000
»» Cash paid to Sundry Creditors . 13,980
;» Profit and Loss Account: Profit
on realization . R . . 1,430
£228,200 £229,200
——— Jstenig
A COMPANY
To Realization Account . . 165,000 £
Sundry Assets transferred . . By A Company Shates Account . . 100000

Being value of 80,000 Shares at
23s. per share

» Realization Account—
Liability on Debentures assumcd

by A Com any . . 50,000
. 1 Casly; s P . . . 15,000
£165,000 - £165,000
Prisonan prsian
CASH ACCOUNT.
. £ £

To Balance . . . . 2,860 | By Profit and Loss Account—
» A Company, . . . . 15,000 Costs of Winding-up. . . 2,370
. ,» Sundry Creditors . . . 13,980

» Profit and Loss Accoun
Final Dividend to Shateholdels 1,210

£17,560 £17,560
A RASARN
A COMPANY SHARES ACCOUNT,
£ £
To A Cotnpany— By Profit and Loss Account—
Value of 80,000 Shares @ 25s, Premium oo Shaves distributed
per share. . . . . 100,000 amongst our members . . 20,000

» Share Capital Account-—
Nominal value of Shares d;s-
Jributed . . 80,000

£100,000
it
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PROFIT AND LOSS ACCOUNT.

£
To Premium on Shares in A Company 5 By Balance . . B < 22130
distributed amongst the members »» Profit on Realizat fon . . . 1,450
of this Company 20,000 ‘
,» Cash—LCost of V\mdinv up 2,370
» w ——Final Dlvxdend to Sh;\re ‘
holders . 1,210 |
i —_—
{23,580 {23,580
SHARE CAPITAL ACCOUNT.
£ ! IA
To Shares in A Company . 80,000 ‘ By Balance . . £80,000
e

e

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—

BALANCE SHEET.

£

Nominal Capital— £ £
300,000 Shares of {1 each . B&LOO Land and Buildings zg i?g?)g
Subscribed Capital-~ 5 87,000
292,000 Shares of £1 each, fully paid («)292 000 : A, 71,001
Premfum on Shares Accou‘n!— Machinery and Plant {B . 33,000
Premium of 5s, per Share on 92,000 104,000
Shares issued @ 25s. per share 23,000 < A 105,000
Less excess of Purchase Stock-in-Trade zB . 51,000
Price oxer values at . - 156,000
which Assets are in- - A 81,20
cluded in Balance Sheet Sundry Debtors { B. 48770
and which were acquired 129,970
from the B Companv 4,563 Cash at Bank . . (4) 8,410
» Costs of the amalga»
mation . ,190
e 3,733
17 247
Debentures—439, {b) 103,333
Sundry Creditors . 18,800
Profit and Loss Account 56,000
£483,380 £485,380
Details of these amounts are as follow—
@ £ . £ %
Qriginal Capital . 200,000 | (¢) Consideration paid—
Issued to Shareholdels in B Co. 80,000 80,000 Shares @ 23s. . . 100,000
,»  and paid for in cash ., 12,000 Debentures as in B Company 53,333
Cash 15,000
£292,000 168,333
s, Less Assets acquired-—
(b) Original Issue . 50,000 Land and Buildings . 31,000
Issued to Debenture-holders in B Machinery and Plant 33,000
Company, representing  the Stock-in-Trade. 31 000
nominal” vajue of debentures Sundry Debtors 48,770
@ 90, which is equnvalcnt to 163,770
£50, 000 Debentu:ﬁ at 96,1
£50,000 X 4k X 1 = 53,338
£103,333 Balance as above . £4,563




312 MANUAL OF BOOK-KEEPING AND ACCOUNTANCY

CASH ACCOUNT.

' £ £
To Balaace. . PN . 9,600 | By Cash paid to B Company . . - 15,000
1 Cash received for Shares— » Amalgamation Ex . .o L180
12,000 @ 25s. . . . 15,000 » Balance N . . . . 8,410
. £24,600 . £24 600

—i . e

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.

(i) 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
bankruptey 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 jis 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 such 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.

313

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.

1. Book Debts.

J. Bills of Exchange.

K. Unpaid Calls.

L. Founders Shares.

M. 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 5. The following is the Balance Sheet of the A B
Company, Ltd., on 31st December, 1920—

BALANCE SHEET,
£

Nominal Capital-
10,000 Ordinary Shares of £1 each, 10,000
10,000 Preference Shares of £1 each 10,000

£20,000
e
Subscribed Capital—
10,000 Ordmary Shares : 105
5,000
Lcss Calls in arrear . - 600
— 4400
10, 000 Preference Shares, fully
i . 10,000
4%, lst Mortgage Dehentures, havmg a
ﬁoatmg charge on Assets, includmg
uncalled Capital N ,000
Mortgage on Freebold PrOperty . 8,000
Bank Overdraft . 4,000
Sundry Creditors . . . . 17,280
£44,680

Frechold Premises

Plant and Machinery
Stock-in-Trade . . .
Sundry Debtors . .
Cash in hand .

Goodwill and Patent nghts
Formation Expenses ,

Cost of Issue of Debentures
Profit and Loss Account .

13, 200

£44,680

The company having been ordered to be wound up by the Court,
the following information is extracted from the books and

documents—

(1)) A creditor for £525 holds certain of the company’s stock
valued at £700 on which he claims a len for his debt.

(ii) Preferential Creditors amount to £131.

(i) The bank have a second mortgage on the frechold premises

20A—(14105)
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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—

1p18 | 1919 | 1820 1918 | 1918 | 1920
Salaries and Wages. . .[j 1,500 } 1,500 | 1,500 § Gross Profit . o . .| 88005200 | 1,500
: £
Rent, Rates, and Taxes .|| 780 800 { 900 £ £
Miscellaneous Trade Exps..i| 3,980 | 4,810 | 5,110
Depreciation written off in
Company's books . .| 100 | — —
Apterest on Loans . . [| 240 240 240
6,800 (7,350 ( 7,750 6,800 | 5,200 ; 1,500
Net Profite/d . . .|| 200 NetLossc/d . . . 2,150 | 6,250
6,800 [ 7,350 [ 7,750 6,800 | 7,350 | 7,750
Loss for 1819 . . d . . 2,150 Balance at 31st Dec,, 1917 . B 220
M 20 . - . N - 6,250 Profit for 1918 - . . 200
Dividend paid in 1917: 4%, Pref. Shares 400 Balance at 31st Dec., 1920 . . 13,250
Directors’ Fees—1918 . . . 1,000 -
o —1519 . . . 1,000
" 1920 . . . 1,000
Bad Debts written off in 1920 . . 1,870 .
£ 13,670 - £13,670

(Continued on page 318,)

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 infer se.

If, for example, there are 10,000 £1 shares issued with equal
rights of participation in the capital of the company, of which
8,000 are fully paid and 4,000 15s. 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 5s, 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 . . . . 3,600
To the holders of partly-paid bhares~— .
4,000 @ 7s. per share . . . . f . 1,400

£5,000

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 sharcholders. A call of §s. 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 5s. per share, the holders of partly paid
shares would be required to pay 1s. per share, the distribution being
as follows—

£
Available Funds . . 1,000
Call of 1s. per Share on 4, 000 partly p:ud Shates . 200
Payment to holders of fully-paid Shares—
6,000 Shares @ 4s. per Share . . . . £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,



COMPANIES (WINDING-UP)

In the High Court of Justice

No. oo

IN THE MATTER ofF tHE COMPANIES ACTS, 1908 10 1917
AND

of 19....

m: ‘I}:!;:git IN THE MATTER OF! A B COMPANY, LIMITED. .
Company. STATEMENT OF AFFAIRS on the thirty-first day of December, 19.., the date of the Winding-up Order.
(I} AS REGARDS CREDITORS
Gross s Expected Estimated to
Liabilities. Liabilities. to Rank. Assets, Produce.
w £ |s|d L ¢ s |a ;s |a
e Debts and Liabilities, viz— ) {a) Property, as per List * H," viz.—
@ 16,624 - | -l () 107 Unsecured Creditors, as per List “ 4 7 68241 - | - {a) Cash at Bankers .
(Siaie number), {6} , in hand %) - -
. £ 5. ] {e) Stock-in-Trade 2500 -1 -
() 2 Creditors fully secured (not in. {Estimated Cast 2,3 800)
cluding Dehemure-holde:s) as| ¢) Machinery. 5,000 -
per List “B” 3,525( - ¢) Trade Fxxtures, mevs. Utensﬂs etc
8525 - | - ‘Estimated Value of Securitics| 6,380 - £) Investments in Shaxes, ete.,
i) Loans on Mortgage
} Other Property, viz.—
‘Estimated Surplus 2,855 - .
Carried to List “C” 2,680 — K
{4) Book Debts {283 Dcbtors), as per List * 1, viz.—|
Balance to contra (4} 175 - Good . . . . . £ - P 2000 ~f -
5 A
@1 Crednot tly secured, as per| Doubtful 8501 -1 —
4000( —| - W 4,000 - Bad . 156 - -
Lass Eshmated Value of
Securities . 2,680) - 760} - -




Lig

131

6,000

30,280

i
a

Estimated to rank for Dividend - .

{d4) Liabilities on Bills discounted other
than the Company’s own accept-
ances for value, as per List* D

Of which it is expected will rank fzr Dlvxdend

(¢} Other Liabilities as per List “E "
Of which it is expected will rank for Dividend:
£ d

5 X
{{} 12 Preferential Creditors for Rates,
Taxes, Wages, etc., as per List
* F* deducted contra . 131 - -

{e} Loans on Debenture Bonds, as per]
List “ G ™ deducted contra,
holders)

6000 - -

1,320

Estimated Surplus (if any} after meeting Liabilities of
Company, subject to Cost of Liquidation . .

12,944

il7,944

Estimated to Produce ..

{¢} Bills of Exchange or other similar
Securities on hand, as per List * J nil
Estimated to Producc .
(#) Surplus from Securitics in the hands o{ Creditors|

fully secured (per contra) () . . .
5. d

{¢) Unpaid Calls (’ dcbtors) as
per List " K . 600 - -
Estimated to Produce . = . . B .

s.ody

300

17§

450

Estimated Total Assets . . -
Deduct Preferential Creditors, as per
contra {f) . . . . . .

.{|10,455

131

Estimated Amount available to meet Claims
of Debenture-holders .
Deduct Loans on Debenture Bonds secured
on the Assets of the Company as per
contra (g} . - . . N

10,324

.i| 6,000

Estimated Amount available to meet Unsecured
Creditors subject to Cost of Liquidation

FEstimated Deficiency of Assets to meet Liabilities of
the Company, subject to Cost of Liquidation.

4,324

.113,620

17,944

The nominal amount of unpaid Capital Liable to be called up is £5,000, which is available to meet the above deficiency.




~ (II} AS REGARDS CONTRIBUTORIES
T
£ d. £ s. i d £
Capital Issued and Allotted, viz— Bstimated Surplus as above (if any}, sub)cct to R
Founders® Shares of £_ T Share Cost of Liquidation . .
_sharehol ers). .
as fully paid.
Amount %llcd up, at £____ per share, s
ist “
16,000 Ordmary Sh-xres of £l per share
{@) Where {23 sharcholders).
capital is issued {a} Issued as folly paid.
as partly paid up Amount caued up at 105 per share, as
the form should per List © 5,000 -1 5000 —| -
be altered accord- —
ingly. 10,000 Preference Shares of £1 per share .
{18 shareholders).
(4} Issued as fully paid.
@ Amounnt caﬂed up at £l per share,
w per List 110,600 -
10,006 - | -
(8) aad  par- (b)
ticulars of “any
other capital.
Amount (if any) paid in advance of Call .
£)
Less Unpaid Calls estimated to be irrecoverable B -
. Total Defici as exp d in St 0 28,620
Add Deficiency to rmeet Liabilities as above . 13620 - -
£ll2s820) -3 — £ 28,620




I,.
make oath and say that thc foregomg statement and the several hsts hereunto anne‘ced marked

. . ...are, to the best of my knowledge and belief, a full, true, and complete statement of the
aﬁaus of the above-named Company, on the.......... day of eciccn i cnenneey 194, the date of the Winding-up Order.

SIORRITI < SN

SWOFI BE  cooeere et e reer et s ne et tir s st e sara b s s e
$71 E1E COUNLY Of oveoonerieciiiniecrceirie et e s s s srsnsernssn s s e
BRE. .o oo corerieaecBBY Of i 1O

Before me oo e

A Commissioner for Oaths.

The Commissioner is particularly requested,
before swearing the Affidavit, to ascertain that the
Jull name, address, and description of the Deponent
are staied, and to tnitial all crossings-oul or other
alterations on the printed form. A deficiency in
the Affidavit in any of the above respects will entasl
its vefusal by ihe Court, and will necessitate its
being re-sworn.




No. 0. 33.—Statement of Afjairs. Company's Winding up,
LIST " o'lb

{2) Deficiency Account

{2) Deficiency Account where Winding-up Order made MORE THAN THREE YEARS AFTER formation of Company,

I. Excess of Assets uver Capital and Liabilities on the

;‘3‘:25(: da}?t ofofDe;embe; 1(9(17 (thr)ae years befgre date of

temen fairs) if an as OIGpany’s
Balance Sheet ¥, as per Lompany

IL Gross Profit (if any) arising f:mcarrwngmBusmss
from ths * 3ist day oE December, 1917 B .

III. Deficiency as per Statement of Affaics . .

(14700

Total Amonnt to be accounted for® . . .

4

220

13,500;

.ll2s,820

L

d.

42,340

L

L

IL.

==

- VIL

Vil

1X.

Excess ol Capital and Lmbxhhes over Assets om the

S

-t day
pany 's Balance Shest

1..._ (if any}, as per Com-

Expenses of can'ymg on business’ froxn the Slst day of

ecerber, 1917

Salaries and Wages L.

Rent, Rates, and Taxes. -

Miscellaneous Trade Ex
Depreciation written of Com— |
's Books

pany’
Intetest on Loans

Bad Debts Gif :my) as per Lxst pra .
Directors’ Fees from the . 31st day of Dacembar, 1917
Dx;’édgnds paid (if any) since the . 31st day of Decemnber,

Lossu on Im{eigm:n& realiz:fd since the 3lst da.y of

'y
as above, viz.

jon written off

n on Property not wnttm oﬂ in Companv's

Freehold Pro

Plant and NIachmery .

Stock-in-Trade

Goodwill and Patent Rights . .

Formation Ex]

penses
Cost of Issue of Debentures

Other Losses and Expemee (:i any)' since the‘__;_day

SR NS/

Unpaid Calls, as per List “ X &
m" Amcunt taken credit fot in
.sheet as esti be
mhzed therefrom, as per List “ K»

Balance estimated as irrecoverab!

. Total Amount

ma;

s
800

&y 4

4

123,570

400
3,000

1,200
1,920
500
19,000
500

150

accounted for® .

sV d.

1t

42,340

1Thmeyeanbefm date of wmdm‘ order.*
4 This Ust must show when u;‘e:‘?am!

acted.
* Here add particulars of other lossa or expenses {if any) and dabilitles

af any) for which no consideration received.
Where particalars

are numerous, they shon.d be inserted in a separate

¢ Th;se figures should agree,

19..




INDEX

ACCOUNT current, 210

sales, 203

Accounts, 4

, adjustment, 52
Adjustment Accounts, 52
Adjustments, 15

Agreement of partnershxp. 72
Allocation of  wages, 180
Allotment account, 108
Amalgamations, 76

Analysis cash book, 253

of books, 32

Annual list and summary, 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

e, treatment of transfers from
head office, 191

Branches, foreign, 192

——, differences in exchange,
198

~—— ——, treatment of exchange, 195

Builders” accounts, 247

Carr accounts, 108
—— book, 146
Called up capital, 108
Capital, 13

account, 69, 107
~m—, authorized, 108

Capital, called up, 108

—w, how stated in balance sheet, 109
, issued, 108

——, nominal, 108, 117

—— of company, description of, 104

——, paid up, 108

, subscribed, 108

Card system, 46

Carniage, 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 redemption 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, 293

Deficiency account, 298
321



322

Departmental agcounts, 172

, advantages 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, 148
Discount, 5, 15 '
account, 15

Double Account system, 26, 234

, depreciation under,

26
e m—— ——, 'when compulsory,
234
Double entry, principles of, 1
Dr., 2
Drawings, interest on, 84

ENGINEERS' accounts, 237

FIxXeD assets, 21

Floating assets, 21

Foreign branches, 192
Forfeited shares account, 115
Forfeiture of shares, 115

Gas companies, 233

Goods account, 14

Goodwill, 29

———— in partoership accounts, 68

Hire purchasla accounts, 223
o system, wagons acquired

by, 223
e i wmm, WAZODS ACCOUDE, 227

IMPERSONAL accounds, 4

Income and expenditure account, 249
e, 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

INDEX

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

Meémorandug of association, 106
Minimum gﬂ:s 217

Minute book, 145

Mortgages and charges, 135, 145
Multiple shop accounts, 181

(OBSOLESCENCE, 28
Oncost, 241
Ordinary shares, 104

Pato up capital, 108
Partners, accounts on admission of, 69

——, current accounts of, 79

, Tetirement or decease of, 87, 89
Partnership Act, 1890, 67
agreement, 67

~~—, dissolution, 87, 90

—— estates in bankruptey, 97
e, limited, 102

realization accounts, 90
Patents, 29

Paying-in slip, 266

Personal accounts, 4

Petty cash book, 35

Preference shares, 104
Preferential creditors, 202
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

"REAL 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, 143

—— of members, 145




INDEX

Register of mortgages and charges,
145

of tramsfers, 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

Sararies and wages, 17
Sales book, 5§

returns, 3

Secret reserves, 128

Share capital accounts, 108
Shares, classes of, 104
——, forfeiture of, 115
———, premiums on, 116
Short workings, 217

e e account, 221

, method of raising, 221

}
|
|
|

323

Single entry, 59
——, ascertainment of profit by,

60
~—— —— conversion to donble entry,
59

? Sinking funds, 26, 142

_ Subscribed capital,

i Statement of affairs, 292

in bankruptcy, 293
, contents of, 292
Stock accounts, 214

, valuation of, 29

108

: Subsidiary books, 5§

TERMINATION of partnership, 87
Transactions, 1

Transfer Journal, 146, 174
Trial balance, 6

, errors in, 7

Trustee in bankruptcy, 293

e, accounts kept by, 293

VALUATION of assets, 21
of goodwill, 29
of stock, 29

>

‘WaGEes analysis, 180

Wagons acquired by hire purchase,
223

‘Winding up, 90, 301
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THE PRINCIPLES OF COMMERCIAL HISTORY. By the same Author.
In demy 8vo, 279 Pp- 7. 6d. net.

THE PRINCIPLES AND PRACTICE OF COMMERCIAL ARITHMETIC.
By P. W. Norris, M.A., B.Sc. (Hons.). Indemy 8vo, 452 pp.. 7. 6d. net.

MODERN BUSINESS AND ITS METHODS. A Manual of Business Organ-
ization, Management, and Office Procedure for Commercial Students and
Business Men. By W. CampsiLL, Charlered Secretary. In crown 8vo,
cloth, 493 pp. 78 84, net. Also in 2 vols,, each 83, &d. net.

INSURANCE

INSURANCE. A Practical Exposition for the Student and Business Man,
By T. E. Young, B.A, F.RAS. 'With a Practical Section on Workmen's
Compensation Insurance, by W. R. 8troNG, F.I.A.; and the National
Insurance Scheme, by Vyvyaxw Marr, FF.A., F.ILA. Third Edition,
Revised and Enlarged, In demy 8vo, cloth gilt, 440 pp. 10s. 6d, net.

INSURANCE OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS.
By T. E. Young, B.A, FRAS. ; and RicHARD MasTERS, A.C.A. Second
Edition, Revised. In demy 8vo, cloth gilt, 150 pp. 64. net,

TALES ON INSURANCE LAW. By Jos. A. Watson, B.Sc, LL.B. In
crown 8vo, cloth, 140 pp. Bs. net. .

PENSION, ENDOWMENT, LIFE ASSURANCE, AND OTHER SCHEMES
FOR éOMMERClAL COMPANIES, By HaroLp DousaartY, F.C.LS.
In demy 8vo, cloth gilt, 103 pp. 6s. met.

ORGANIZATION AND MANAGEMENT

OFFICE ORGANIZATION AND MANAGEMENT. Including Secretarial
Work. By Lawrence R, Dickseg, M.Com,, F.C.A.; and H. E. Bram,
C.B.E., Assistant Managing Director of the Underground Railways of
London. Fourth Edition, Revised. In demy 8vo, cloth gilt, 314 pp.
73 6da net,
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COUNTING HOUSE AND FACTORY ORGANIZATION. A Practical Manual
of Modern Methods applied to the Counting House and Factory. By
{ GiLMorr WiLLIaMsON. In demy 8vo, cloth gilt, 182 pp.  7s, 64, net.

FILING SYSTEMS. Their Principles and their Application to Modern
Oﬁice Requlremeuts By EpwWARD A Copz In crown 8vo, cloth gilt,

p., with illustrations. 3s. 6d. n

INDUSTRIAL TRAFFIC MANAGEMENT. By GEo. B. L1sseENDEN, Author
of * Railway (Rebates) Case Law,” etc., etc. With a Foreword by Lorp
Levernurms.  Second Edition Revised and Enlarged. In demy 8vo,
cloth gilt, 352 pp. 21s. net.

MOTOR ROAD TRANSPORT FOR COMMERCIAL PURPOSES. By Jouwn
PHILLIMORE. With an Introduction by Sir H. P. Maysury, K.CM.G.,
C.B. In demy 8vo, cloth gilt, 216 pp. 128, 6d. net.

THE PSYCHOLOGY OF MANAGEMENT, By L. M. GiLBreTH. In demy

8vo, 354 pp. 8. 6d. net.

EMPLOYMLNT MANAGEMENT. Compiled and edited by DamzsL
Broomrierp, In demy 8vo, 507 pp. 8s. 6d. net.

LECTUR]:S ON INDUSTRIAL ADMINISTRATION, Edited by B. Muscio,

In crown 8vo, cloth, 276 pp. 6s. net.

OUTLINES OF INDUSTRIAL ADMINISTRATION. By R. O. HERFORD,

H. T. HiLpagE, and H. G. Jenkins. In demy 8vo, cloth gilt, 124 pp.

65, net,

INDUSTRIAL CONTROL. By F. M. Lawson. In demy 8vo, cloth gilt,
130 pp. 8s, 6d. net.

MUNICIPAL OFFICE ORGANIZATION AND MANAGEMENT. Edited by
WiLitam Bateson, A.CA, F.SAA. With contributions by eminent
authorities on Municipal Work and Practice. In crown 4to, half-leather

gilt, with about 250 diagrams and forms, 503 pp. 23s, net.

CLUBS AND THEIR MANAGEMENT. By qucxs W. PixLey, F.CAA,
Baryister-at-Law. 1In demy 8vo, cloth gilt, 240 pp. 7s. 6d. net.

SOLICITOR’S OFFICE ORGANIZATION, MANAGEMLNT, AND ACCOUNTS,
By E. A. CorE and H. W. H. Roems. In demy 8vo, cloth gilt, 176 pp.,
with numerous forms. 6s. net.

COLLIERY OFFICE ORGANIZATION AND ACCOUNTS, By J. W. Inngs,
F.C.A.; and T. ConiNn CampBELL, F:.C.I. In demy 8vo. 78, 6d. net.
DRAPERY BUSINESS ORGANIZATION AND MANAGEMLNT. By J.

Ervest BavrEY. In demy 8vo, cloth gilt, 300 pp. 7s. 6d. net.

GROCERY BUSINESS ORGANIZATION AND MANAGEMEI\’I‘. ByC.L. T.
BeEecHING. With Chapters on Buymv a Business, Grocers’ Office Work
and Book- keepmeg, etc by J. A. SmarT. Second Edition. In demy 8vo,
cloth, 183 S. I

THE HISTORY, LAW, AND PRACTICE OF THE STOCK EXCHANGE.
By A. P. POLEY BA Barrister-at- Law ; and F. H. CARRUTHERS GOULD,
Third Edition, Revised. In demy 8vo, cloth gilt, 348 pp. 78, 6d. net.

SHIPPING

SHIPPING OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS.
A comprehensive Guide to the innumerable details connected with the
Shipping Trade. By AvFrep CALVERT. In demy 8vo, cloth gilt, 203 pp.,
with numerous forms. 68, net.

THE EXPORTER’S HANDBOOK AND GLOSSARY. By F. M. DuDENEY.
Foreword by W. EGLINGTON, Founder and Editor of ** The British Expors
Gazette.” In demy 8vo, cloth gilt, 254 pp. Ss. 6d. net:

THE PRINCIPLES OF MARINE LAW. (See p. 7))

CASE AND FREIGHT COSTS. The Principles of Calculation relating to the
Cost of, and Freight on, Sea or Commercial Cases. By A. W, E,
CrosmiELD. In crown 8vo, cloth, 62 pp. s, met.
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BANKING AND FINANCE

MONEY, EXCHANGE, AND BANKING, in their Practical, Theoretical, and
Legal Aspects. A complete Manual for Bank Officials, Business Men,
and Students of Commerce. By H. T. Easton, Associale of the Institule
of Bankm Second Edition, Revised. In demy 8vo, cloth gilt, 312 pp.

ENGLISH PUBLIC FINANCE, From the Revolution of 1688, With
Chapters on the Bank of England By Harvsy E. Fisk. In demy 8vo,
cloth gilt, 207 pp. 78, 6d.

FOREIGN . EXC GE AND FOREIGN BILLS IN THEORY AND IN
PRACTICE, By W. F. SPALDING, Certificated Associate, Institule of
Bankers, alo etz ‘Third Edition. In demy 8vo, cloth gﬂt 227 pp.

EAS’I‘EBN EX(}HAN GE, CURRENCY, AND FINANCE. By the same Author.
Third Edition. In demy 8vo, cloth 375 pp., with 1 coloured and 6
black-and-white full-page plates. 155, net.

FOREIGN EXCHANGE, A PRIMER OF, By the same Author., In crown
8vo, cloth, 108 pp. 88, 6d. net,

PRACTICAL B NG. By J. F. G. Bacsuaw, Certificated Associate of the
Institute of Bankers. With chapters on “ The Principles of Curreney,’’
by C. F. HANNAFORD, Associate of the Institute of Bankers,; and * Bank
Book-keepmg,” by W. H. PEarp, Mamber of the Instituts of Bankers in
Ireland. In demy 8vo, cloth gilt, 397 pp. 78, 6d, net.

BANK ORGANIZATION, MANA( MENT, AND ACCOUNTS, By J. F.
DAVIS D.Lit,, MA, LL.B. (Lond.). In demy 8vo, cloth gilt, 165 pp.

63,

BILLS, CHEQUES. AND NOTES. A Handbock for Business Men . and
Lawyers. Together with the Bills of Exchange Act, 1882 ; the Amending
Act, Bills of Exchange {Crossed Cheques) Act, 1906 ; and the Bills of
Exchange (Time of Noting) Act, 1917. By J. A. SLaTER, B.A., LL.B.
(Lond). Third Edition. in demy 8vo, cioth gilt, 214 pp. 65, met,

THE B RS’ CLEARING HOUSE, What it is and what :t does By
P. W. MatreEws. In demy 8vo, " cloth gxl 168 pp. 7s, 6d. met.

BANKERS® SECURITIES AGAINST ADVANCES, By Lawrence A. Fosa,
Cumﬁ::ated Aséccmta of the Insiitule of Bankevs. In demy 8vo, cloth

ilt, 120 pp. 68, net

BANKERS’ AIWANCES. By F R S'IEAD deted by Stz Jomw Pacer,
K.C. In demy 8vo, cloth 1';

BANKERS’ ADVANCES AGAINS PEODUCE. By A. WiLuiams. In
demy 8vo, cloth gilt, 147 pp. s, net.

SIMPLE INTEREST TABLES. By Sm Wu. Scgeoring, K.B.E. In crown
8vo, cloth lt 188 218.

TALKS ON E.ITO BANK "CLERKS, By Harorp E. Evans,
Certificated Assocmta of the Institute of Bankers. In crown 8vo, cloth,
152 28, 6d. net

DIGTIOIEXBY OF BANKING, A Complete Encyclopaedia of Banking Law
and Practice. By W. ToomsoN, Bank Inmspector. Third Edition,

’ ?ewsed and Enlarged 1919. In crown 4to, half-leather gilt, 642 pp.
03, net.

SECRETARIAL WORK

THE COMPANY SECRETARY’S VADE MECUM. Edited by PriLip Tovey,
tl; Gld.s Third Edition, Revised and Enlarged. In foolscap 8vo, cloth.
s, 6d, net.




PITMAN'S BUSINESS HANDBOOKS 5

SECRETARY’S HANDBOOK. A Practical Guide to the Work and Duties
in connection with the Position of Secretary to a Member of Parliament,
a Country Gentleman with a landed estate, a Charitable Institution :
with a section devoted to the work of a Lady Secretary and a chapter
dealing with Secretarial work in general Ed:ted by H. E. Braiy, C.B.E.
In demy 8vo, cloth gilt, 168 6s. n

GUIDE FOR THE COMPANY SEC ETARY. A Practical Manual and Work
of Reference for the Company Secretery. By ARrtHUr Corrps, F.CLS.
Second Edition, Enlarged and thoroughly Revised. With 76 facsimile
forms, and the full text of the Companies Acts, 1908 and 1913; the
Companies Clauses Act, 1845 ; Companies (Foreign Interest) Act, 1917;
Companies (Particulars as to Du'ectors) Act, 1917 ; and War Legislation.
In demy 8vo, cloth gilt, 432 pp. 6s. net.

COMPANY ACOOUNTS By the same Author. (See p. 1)

DICTIONARY OF SECRETARIAL LAW AND PRACTICE. A Compre-
hensive Encyclopaedia of Information and Direction on all matters
connected with the work of a Company Secretary, Fully illustrated with
the necessary forms and documents. With Sections on special branches
of Secretarial Work. Edited by Pmimre Tovey, F.C.LS. With con-
tributions by nearly 40 eminent authorities on Company Law and Secre-
tarial Practice, including: The Rt. Hon. G. N. Barnes, M.P.; F. Gore-
Browne, K.C., M.A.; A. Crew, F.CIS.; J. P. Farnshaw, F.CILS.;
M. Webster Jenkmson FCA.; F. W, Pxxley, F.C.A. Third detlon,
Enlarged and Revised. In one volume cloth gilt, 1011 pp. 438, net.

DEBENTURES. A Handbook for Limited Company Officials, Investors,
and Business Men. By F. Smewerr CooPER, M.A., of the Inner Temple,
Barvistev-ai- Law. In demy 8vo, cloth gilt, 149 pp. 63, ni

THE TRANSFER OF STOCKS, SHARES, AND OTHER \IARKETABLE
SECURITIES. A Manual of the Law and Practice. By F. D. Heap,
B.A. (Oxon), Barrister-at-Law. Third Edition, Revised and Enlarged.
In demy 8vo, cloth gﬂt 220 pp. 10s. 6d. net.

THE CHAYRMAN’% MANUAL, Being a Guide to the Management of
Meetings in general, and of Meetings of Local Authorities ; with separate
and complete treatment of the Meetings of Public Compames By
GURDON PaLIN, Barrister-ai-Law,; and Ernest Martin, F.C.LS.
In crown 8vo, cloth gilt, 192 pp. 88, net,

HOW TO TAKE MINUTES, Edited by Exxgst Marmin, F.C.1.8. Second
gd.\?;n Revised and Enlarged. In demy 8vo, cloth gilt, 130 pp.

S.

WHAT I8 THE VALUE OF A SHARER Tables for readily and correctly
ascertaining (1) the present value of shares; and (2) what dividends
should be paid annually to justify the purchase or market price of shares.

D. W. Rossiter. In demy 8vo, limp cloth, 20 'F 23, 6d. net.

PBOSPECTUSES HOW TO READ AN Ux\‘DERgJ AND THEM. By

Puiip Tovey, F.CLS. In demy 8vo, cloth, 109 pp. §8. net.

INCOME _TAX

INCOME TAX AND SUPER-TAX PRACTICE, Incorporating the Con-
solidation Act of 1918 and the Finance Acts, 1919 and 1920. Fourth
Edition. By W. E, SweLuing. In demy 8vo, cloth gilt, 123, 6d, net.

INCOME TAX AND SUPER-TAX LAW AND CASES. A Practical Exposi-
tion of the Law. For the use of Income Tax Officials, Solicitors,
Accountants, etc. Fourth Edition (in the press). By W, E. SNeLLING,

COAL MINES EXCESS PAYMENTS. Guarautee Payments and Levies for
%oseéld Mines. By W. E. SnELLING. Demy 8vo, cloth gilt, 176 pp.

8. 6d, net.
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TAXATION ANNUAL. Deals with Income Tax and Super-tax; Estate,
Legagy, and Succession Duties ; Customs and Excise Duhes Stamp
Dauties, etc. By W. E. SweLLING. In demy 8vo, cloth gilt. 105, 6d. net.

EXCESS PROFITS DUTY. By W. E. SNELLING, Sixth Edition, Revised
and Enlarged. In demy 8vo, cloth gilt, 516 pp. 21s, net.

SUPER-TAX TABLES. By G. O. Parsons. 16 pp. 1s. net.
THE “ ABACUS ” INCOME TAX TABLES. By E. ]J. HammonD, A L.A.A.

CORPOBATION PROFITS TAX. By P. D. Luaxg, F.CA. In crown 8vo.
13, pet.

ECONOMICS .

ECONOMIC GEOGRAPHY. By ]. McFariang, M.A, M.Com. In demy
8vo, cloth gilt, 568 pp., with 18 illustrations. 105, 6d. net.

THE PRINCIPLES OF CONOMI(} GEOGRAPHY. By R. N. RupMOsE
Brown, D.Sc., Lecturer in Geography in the Untversily of Sheﬁiﬂd In

" demy 8vo, cloth gilt, 223 pp.  10s, 6d,

OUTLINES OF THE ECO‘IODﬂC HISTORY OF ENGLAND. A Study in
Social Development. By H. O. Merepita, M.A,, M.Com., Fellow of
King's College, Cambridge. In demy 8vo, cloth gilt, 376 pp. 78, 6d. net.

THE HISTORY AND ECONOMICS OF TEANSPORT. By Apam W,
Kirgarpy, M.A., B.Litt. (Oxford), M.Com. (Birmingham); and ALFRED
DupLey Evans. Second Edition. In demy 8vo, cloth gilt, 364 pp.

153. net.

THD ECONOMIGS OF TELEGRAPHS AND TELEPHONES. By Jorn LEE,

M.Com.8c. In crown 8vo, cloth gilt, 92 pp. 25 6d. net.

IN'DUSTRY AND FINANCE, (Supplementary Volume) ' Edited by Apam
W. Kirrarpy, M.A., B.Litf., M.Com. Deals with the results of inquiries
arranged by the Section of Economic Science and Statistics of the British
Association. In demy 8vo, cloth. b3, net.

TALKS WITH WORKERS., On Wealth, Wages, and Production, In crown

124 NP , limp cloth. 2s. net.

PLAIN "ECONOMI(S. An Examination of the Essential Tssues, By G. Lew,
M.A, M.Com.Sc. In crown 8vo, cloth gilt, 110 pp. 8s. 6d. net.

ADVERTISING AND SALESMANSHIP

THE CRAFT OF SILENT SALESMANSHIP. A Guide to Advertisement
Construction. By C. Maxwgrl TrReGURTHA and J. W. Frines. Size,
6}in. by 9%in., cloth, 98 pp., with illustrations. 53 net.

THE NEW BUSINESS. A Handbook dealing with the Principles of Adver-
tising, Selling, and Marketing. By HARrry TiereR, President, Advertising
Men's League, New York. In demy 8vo, cloth gilt, 406 pp. 8s. 6d. net.

SALESMANSHIP, By W. A, CORB!ON and G. E. GRIMSDALE. In crown
8vo, cloth, 186 pp. 88 6d. net

PRACTICAL bALL MANSHIP. By N. C. FowLeg, Junr. In crown 8vo,

78
C()MMERCIAL TRAVELLING. By Ausexrt E, BurL. In crown 8vo, cloth

174 35, 6
'l‘HE PSYCI-IPOLO(}Y OF ADVERTISING lN THEORY AND PRACTICE.
y W. Dt Scorr, Ph.D. 10s. 6d. ni
A})VERTISING AS A BUSINESS FOB.GE. By P. T. CaerixgrOoN. In
demy 8vo, cloth, 586 L?g)
THE MANUAL OF SUCC SFUL STOREKEEI’ING. By W. A, HOT¢HKIN,
Tn demy 8vo, 298 pp. 88 6d. net.
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ADS. AND SALES. By Herperr N. Casson. In demy 8vo, cloth, 167 pp.
83. 6d. net.
MODERN PUBLICITY. By A. W. Deanx. In crown 8vo, cloth, 70 pp.

23, 6d. net.
LAW

MERCANTILE LAW. By J. A. Stater, BAA, LL.B. A Practical Exposi-
tion for Law Students, Business Men, and Advanced Classes in Com-
mercial Collegses and Schools. Fourth Edition. In demy 8vo, cloth gilt,
464 pp. 7s. 6d

COMPANIES AND COMPANY LAW. Together with the Companies (Con-
solidation) Act, 1908 ; and the Act of 1913. By A. C. ConNELL, LL.B.
(Lond.), of the Middle Temple, Barristev-ai-Law. Second Edition,
Revised. In demy 8vo, cloth gxlt 348 pp. 63. net.

COMPANY CASE LAW, By F. D. Heap, BA (Oxon), Barrister-ai-Latw.
In demy 8vo, cloth gilt, 314 pp. T7s, 6d. net,

THE LAW RELATING TO THE CARRIAGE BY LAND OF PASSENGERS,
ANIMALS, AND GOODS, By S. W CLARKE Bavister-ai-Law. In
demy 8vo, cloth giit, 350 pp. ~7s. 6d.

THE LAW RELATING TO SECRET COMMISSIONS ANRD BRIRES (Christ-
mas Boxes, Gratuities, Tips, etc.). The Prevention of Corruption Acts,
1906 and 1916. By AiBErRT CREW, Barrister-at-Law ; Lee Prizeman of
Gray’s Inn. Second Edmon Rewsed and Enlarged. In demy 8vo,
cloth gilt, 252 pp. 10s, 6d.

BANKRUPTCY, DEEDS OF ARRANGEHENT AND RILLS OF SALE.
By W. VarentINE BaLr M.A, Barrister-at-Law. Fourth Edition,
Revised in accordance with the Bankruptcy and the Deeds of
Arrangement Acts, 1914. In demy 8vo, 364 pp. 12s, 6d. net.

PRINCIPLES OF MARINE LAW. By LAWRENCE DUCKWORTH, Barrister-
at-Law. Third Edition, Revised. In demy 8vo, about 400 pp.

7s. 6d. net.

GUIDE TO THE LAW OF LICENSING, The Handbook for all Licence-
holders. By ]J. WELLS THATCHER, Barrister-at-Law. In demy 8vo,
cloth gilt, 200 pp. 5. net.

RAILWAY (REBATES) CASE LAW. By Geo. B. LisseNpeN. In demy
8vo, cloth gilt, 450 pp. 10s. 6d. net.

PARTNERSHIP LAW AND ACCOUNTS. By R. W. Hoirraxp, O.B.E,
M.A., M.Sc., LL.D., Barrister-at-Law. In demy 8vo, cloth gilt, 159 pp.

68. net.

THE LAW OF CONTRACT. By the same Author Revised and Enlarged
Edition. In demy 8vo, cloth, 123 pp. 58, n

THE LAW RELATING TO THE CHILD : Its Ptotechon, Education, and
Ewmployment. With Introduction on the Laws of Spain, Germany,
France and Italy. By the same Author. In demy 8Bvo, 166 pp. B8. net.

WILLS, EXECUTORS, AND TRUSTEES, By J. A. Starer, B.A., LL.B.
With a chapter on Intcsta.cy In foolscap 8vo, cloth, 122 pp. 2, 6d. pet.

IMIABITED HOUl%L IG)UTY. By W. E. SNeLLING. In demy 8vo, cloth

356 p S,

THE LAW OF REPAIRS AND DILAPIDATIONS. By T. Cato WoRsFOLD,
M.A., LL.D. In crown 8vo, cloth gilt, 104 pp. 8s. 6d. net.

THE LAW OF EVIDENCE. By W. NEmsoArD Hiesert, LL.D., Barristey-
at-Law. Third Edition, Revised. In crown 8vo, 120 pp. 7s. 6d. net.

THE LAW OF)‘ PROCEDURE. By the same Author. (New Edition in
reparation

BILLS, CHEQUES, AND NOTES. (Ses 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 modern man of affairs, Edited by J. A. StaTER,
B.A, LLB. (Lond). Assisted by upwards of 50 specialists as con-
tributors. With numerous maps, illustrations, facsimile business forms
and legal documents, diagrams, ete. In 4 vols., large crown 4to (each
450 pp.), cloth gilt. £4 4g, 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. Stater, B.A,, LL.B. (Lond). The work
includes over 2,000 articles. In crown 8vo, cloth, 520 pp. 64, net.

COMMERCIAL ARBITRATIONS. .By E. J. Parry, B.Sc, F.IC, F.CS.
An invaluable guide to business men who are called upon to conduct
arbitrations. In crown 8vo, cloth gilt. 8s, 6d. net.

PERSONAL EFFICIENCY IN BUSINESS. " By E. E. PurincToN, In crown
8vo, cloth gilt, 341 pp. 7s. 6d. net.

DICTIONARY OF COMSIERCIAL CORRESPONDENCE IN SEVEN LAN-
GUAGES :  ENGLISH, Fl?»I*lNCl-li GERMAN, - SPANISH, ITALIAN,
PORTUGUESE, AND RUSSIAN,  In demy 8vo, cloth, 718 pp. 12s. 6d.
net. Third Edition,

A MANUAL OF PUPLICATING METHODS, By W. DesporouGH. In
demy 8vo, cloth, 90 pp., illustrated. 8, net.

OFFICE MACHINES, APPLIANCES, AND METHODS. By the same Author,
In demy 8vo, cloth gilt, lﬁ;ﬂgp. 68, net.

COMMON COMMODIT% A INDUSTRIES SERIES. Each book in
crown 8vo, cloth, illustrated. &8s, net. Volumes already published on
Tea, Coffee, Sugar, Oils, Wheat, Rubber, Iron and Steel, Copper, Coal,
Timber, Cotton, Silk, Wool, Linen, Tobacco, Leather, Clays, Paper, Seap,
Glass, Gums and Resins, The Motor Indusiry, Bool and Shoe Industry,
Gaos and Gas Making, Petrolenm, Salt, Furniture, Coal Tar, Knitted Fabrics,
Zinc, Asbestos, Photography, Sifver, énrpets, Paints and Varnishes, Cordage
and Cordage Hemp and Fibres, Acids and Alkalis, Gold, Electricity, Buiter
and Cheese, Aluminium, The British Corn Trade, Engraving, Lead, Stones
and Quarries, Clothing Trades Industry, Modern Explogives, Eiectric Lamp
Industry, Perfumery, Cold Storage and Jee Making, Telegraphy, Telephony,
Wireless, Gloves a1d the Glove Trade, Jute, The Film Industry, The Cycle
Tndustry, Drugs in Commerce, Cotton Spinning, Sulphur, Irenfounding,
and Textile Bleaching,

BUSINESS ORGANISATION AND MANAGEMENT.

A Monthly Magazine of High Standard for Business Men.
Price 18, 8d. Post Free, 13, 9d. Annual Subscription, 18s.

COMPLETE LIST POST FREE ON APPLICATION

Sir Isaac Pitman & Sons, Ltd,, Parker Street, Kingsway, W.C.2
And at Bath, Mélbourne, Toronto, and New York, . '



